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FINANCIAL INSTITUTIONS ACT OF 1957 


MONDAY, JULY 15, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence, chairman, 
presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Multer, Barrett, Mrs. Sullivan, Mrs. Griffiths, Messrs. Vanik, Ruther- 
ford, Coad, Breeding, Talle, Kilburn, McDonough, Widnall, Betts, 
McVey, Hiestand, Henderson, and Chamberlain. 

(Summary of amendments made by S. 1451 and H. R. 7026 
follows:) 


SUMMARY OF AMENDMENTS MADE BY FINANCIAL 
INSTITUTIONS ACT 


(S. 1451 and H. R. 7026) 





EXPLANATORY NOTE 


The following is a summary of the changes in existing law incor- 
porated in the Financial Institutions Act of 1957 (S. 1451 and H. R. 
7026), prepared to assist the members of the committee during the 
hearings on these bills. 

The summary does not cover those provisions of the bill which are 
the same as existing law or which make only formal changes in existing 
law. References to page numbers are to pages of the bills and apply 
alike to both bills. There are two differences between the bills; these 
are covered by paragraph 1 under title IV of the summary, and 
paragraph 3 of title V. 


TITLE I. NATIONAL BANK ACT 


1. Deputy Comptrollers 

Section 5 (p. 8) authorizes appointment of two new Deputy Comptrol- 
lers of the Currency. 
2. Conflicts of interest 

Section 8 (b) (p. 9) prohibits the Comptroller and Deputy Comptrol- 
lers from owning stock or holding a position in any national bank. 
It also prohibits employees of the Comptroller’s Office from accepting 
employment in any national bank within 2 years after leaving the 
Office, except with the Comptroller’s approval. 

1 
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8. Capital stock 

Section 14 (a) (p. 10) requires that 100 percent of capital stock be 
paid in before a new national bank may start business; existing 
statute requires 50 percent, but the practice since 1935 has been to 
require 100 percent. 


4. Preferred stock 
Section 20 (p. 14) authorizes national banks to issue preferred stock; 
present law authorizes this only on emergency basis. 


5. Dividends 

Section 21 (p. 15) permits national banks to pay dividends quarterly 
or annually, as w ell as semiannually. It forbids payment, without 
the Comptroller’ s approval, of dividends in any year which exceed 
that year’s net profits, plus retained net profits from previous 2 years, 
minus required transfers to surplus or stock-retirement fund. 


Shareholders’ list 

atest banks must now maintain lists of all shareholders, and 
permit creditors to see the lists. Section 22 (p. 16) repeals the credi- 
tor’s right to see the list, and adds a requirement that the bank must 
notify the Comptroller of any sale of shares involving more than 10 
percent of outstanding stock. 


7. Disclosure of stockownership 

Section 23 (p. 17) applies where someone other than the record 
owner has a beneficial interest in stock of a national bank, and the 
stock involved is more than 5 percent of the bank’s total outstanding 
stock. It requires the record owner, in such a case, to notify the Comp- 
troller of the name of the beneficial owner. 


8. Cumulative voting 

A sharebolder in a national bank now has a statutory right, in 
voting for directors of the bank, to cumulate his shares. That is, he 
may give one candidate a number of votes equal to the number of his 
shares times the number of directors, or distribute his votes on the 
same principle among as many directors as he sees fit. Section 26 (c) 
(p. 18) would eliminate cumulative voting unless the articles of asso- 
ciation provide for it. 
9. Removal of officers and directors 

Section 29 (p. 20) revises the procedure under which the Federal 
Reserve Board may remove an officer or director of a national bank. 
Under present law, to remove an officer or director the Board must 
find he “continued” to violate a banking law or to engage in an 
unsound practice after the Comptroller had warned him against it. 
Under the new section, the Board could remove him on the basis of a 
single violation or unsound practice after warning. The new section 
continues existing provisions for court review of the Board’s removal 
action, but provides for review on the ‘‘weight of the evidence” rather 
than under the substantial evidence rule as is now provided. 
10. Charitable contributions 

Section 31 (a) (8) (p. 22) authorizes national banks to contribute 


to community funds, charitable, philanthropic, benevolent instru- 
mentalities conducive to public welfare, nonprofit educational in- 
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stitutions, or other nonprofit organizations established for civic 
improvement, without regard to State law. The present law author- 
izes such contributions only if they are not prohibited by State law. 


11. Stock options 

Section 31 (a) (9) (p. 22) would authorize a national bank to set up 
a stock option plan, if approved by the Comptroller and the holders 
of two-thirds of the bank’s stock, under which stock may be sold to 
employees at not more than a 15 percent discount. That is, the price 
must be at least 85 percent of market value or book value, whichever 
is greater, as determined by the Comptroller. 
12. Acquisition of bank stock 

Section 32 (b) (p. 25) authorizes a national bank to acquire stock in 
another bank in connection with a merger or consolidation if the 
Comptroller approves. This would be an exception to the existing 
probibition against a national bank acquiring the stock of any other 
bank. 


13. Transfer of trust powers 


The Federal Reserve Board now has authority to grant trust powers 
to national banks and to issue regulations governing the exercise of 
such powers. Under section 33 (p. 25) this authority would be trans- 
ferred from the Board to the Comptroller. 


14. Loan limits 


As a general rule, a national bank may not lend more than 10 
percent of its capital and surplus to any one borrower. Section 34 
(p. 28). relaxes this limit for loans on frozen food, dairy cattle, and 
installment consumer paper Under the new section 34 (b) (6) (B) 
(p. 30) a bank could lend up to 25-percent of its capital and surplus 
to one borrower for not more than 6 months, if the loan is secured by 
insured frozen or refrigerated readily marketable staples. Under 
section 34 (b) (7) (B) the 25-percent limit would apply also to obliga- 
tions of dealers in dairy cattle arising out of the sale of dairy cattle, 
where tbe obligations bear a full recourse or unconditional guaranty 
of the dealer. Section 34 (b) (12) applies the 25-percent limit to 
consumer installment paper acquired from one seller which carries 
the seller’s full recourse endorsement or unconditional guaranty, 
unless the bank certifies that it is relying on the original maker of the 
note, in which case the basic 10-percent limit on loans to the maker 
would apply and the obligation would not be considered in deter- 
mining whether the 25-percent limit on loans to the seller of the note 
had been reached. 


15. Maximum interest rate 


Section 35 (p. 32) continues the existing limits on interest rates 
chargeable by national banks (roughly, it is the State legal limit, or 
7 percent if there is no State limit), with one new provision. The 
new provision exempts certain purchases of obligations from these 
limits: that is, where a national bank purchases an obligation in a 
State where such a purchase is not subject to the State usury laws, 
the purchase would also be exempted from the Federal limits pre- 
scribed by section 35. 
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16. Real-estate loans 

Section 36 (p. 33) makes several changes in existing limits on real- 
estate loans by national banks. First, it permits loans on leaseholds 
which run (or may be renewed so as to run) for 10 years beyond 
maturity of the loan (now the lease must be for 99 years and renew- 
able, or run 50 years beyond date of loan). Second, it permits 18- 
month loans for construction of commercial or industrial buildings 
where there is a firm commitment for permanent financing on com- 
pletion of construction. Such loans, together with presently author- 
ized construction loans for homes and farms, could not exceed 100 
percent of capital and surplus (the present limit, which applies only 
to homes and farms, is 50 percent of capital). Third, it provides that 
business loans made primarily in reliance on the borrower's credit 
standing and forecast of operations shall not be subject to the restric- 
tions on real-estate loans, even though secured by a mortgage on the 
borrower’s land. Fourth, a similar exemption is provided for 36- 
month loans to finance construction of certain public buildings. 


17. Limit on bank’s debt 
Section 37 (p. 36) raises the limit from 100 percent of capital to 
100 percent of capital plus unimpaired surplus. 


18. Branches 

Section 39 (p. 37) makes two changes relating to branches of 
national banks. Section 39 (b) provides that in case of a merger or 
consolidation where the continuing bank is a national bank, it may 
retain its branches without obtaining approval of the C omptroller, 
as is now required. Section 39 (f) contains a new provision authoriz- 
ing banks to accept deposits at schools in connection with savings 
plans, by providing that such transactions shall not be treated as 
operation of a branch. 


19. Moving main office within city 

Section 40 (p. 39) would require approval of the Comptroller before 
a national bank may move its main office within its own city limits; 
approval is now required only for a move outside the city. 


20. Statement of security for deposits of public funds 

Section 42 (p. 40) omits a requirement now in the law that the 
Secretary of the Treasury make an annual public statement of the 
securities required of banks as depositaries of public funds. 
21. Investment in bank premises 

Investments by national banks in bank premises are now limited 
to 100 percent of capital stock. Section 43 (p. 40) raises the limit to 
100 percent of capital stock or 50 percent of capital and surplus, 
whichever is greater. 
22. Restrictions on engaging in banking 

Section 44 (p. 40) prohibits any firm from engaging in banking unless 

J I gaging x 

it is subject to examination and regulation by State or Federal author- 
ities. It also prohibits any institution organized under Federal law 
from advertising that it is a bank unless it is expressly authorized to 
receive demand deposits and make loans and discounts or to use 
“bank”’ in its name. 


we 
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Amending articles of association 
Section 47 (p. 43) is a new provision setting forth a procedure for 
amending the articles of association. It provides for amendment by 
majority vote of the shareholders, at a meeting called with 10 days’ 
notice. 
Audits 
Section 48 (c) authorizes the Comptroller to order an audit of a 


national bank by an independent auditor whenever he deems it 
necessary. 
25. Confidentiality of examination reports 

Section 50 (p. 45) makes the examination reports made by national 
bank examiners, together with related information, privileged against 
disclosure, although available to congressional committees. 


26. State examination or license 


Section 51 (p. 45) exempts national banks from examination or 
licensing by any State. 
27. Reports to Comptroller 

Section 52 (p. 46) gives the Comptroller greater discretion as to the 
form and timing of the reports he requires of national banks. It con- 
tinues the basic requirement that at least three such reports shall be 
made each year. It does away with the present requirement that the 
report must be filed within 5 days after it is requested, and it permits 
the Comptroller to vary the report form depending on such factors as 
the size of the bank and the nature of its operations. 
28. Consolidations and mergers 

Sections 53, 54, and 55 (p. 47 et seq.) rewrites the existing provisions 
on consolidation of national banks, consolidations of State banks into 
national banks, and mergers of State or national banks into national 
banks, so as to achieve more uniformity in these procedures. 


29. Sale of assets to another bank 


Section 58 (a) (p. 59) continues the existing requirement that liquida- 
tion of a national bank must be approved by vote of the shareholders 
owning two-thirds of the stock, and adds a new requirement that if 
the liquidation involves the sale of its assets to another bank, the 
purchase and sale agreement must also be approved by two-thirds 
vote except in emergencies. 


80. Winding up business 

Section 61 (p. 61) makes a number of changes in the details of the 
procedures for winding up the affairs of a national bank. 
81. FDIC as conservator for national bank 

Section 64 (j) (p. 68) provides for appointment of the Federal 
Deposit Insurance Corporation as conservator for an insured national 
bank when defalcation losses are heavy in relation to capital but not 
known in precise amounts. Under present law, in such cases the bank 
must either be placed in receivership with FDIC as receiver, or 
arrangements must be made for another bank to acquire its assets and 
assume its deposit liabilities. Under the new provision, FDIC could 
act as conservator for 30 days, while the extent of the defalcation is 
determined and a permanent solution is worked out. 
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$2. Lawful reserves in Territories and possessions 

Section 68 (p. 72) relates to reserves of certain national banks 
outside the 48 States. As rewritten, it does away with the present 
requirement that the Comptroller must approve the banks where these 
reserves are kept on deposit. 


TITLE II. FEDERAL RESERVE ACT 


1. Branch buildings 


Section 4 (c) as rewritten (p. 74) removes the existing dollar ceiling 
on expenditures for building branch offices of Federal Reserve banks. 


2. Payment of 90 percent of earnings to Treasury 

Section 7 (b) (p. 76) would require each Federal Reserve bank, after 
payment of dividends and provision for reserves, to transfer 10 per- 
cent of its annual net earnings to surplus and pay the remaining 90 
percent to the United States as a franchise tax. Virtually the same 
result is now accomplished by requiring the Federal Reserve banks 
to pay interest on the amount of their outstanding Federal Reserve 
notes less the amount of gold certificates pledged as “collateral security 
against such notes. 


8. Rotation of membership on Federal Advisory Council 

Section 8 (a) (p. 77) provides that any member of the Federal Advi- 
sory Council who has served 6 consecutive terms of 1 year each shall 
be ineligible to serve again as a member of the Council for 3 years. 


4. Majority vote of Board members 

Section 10 (b) relates to discounts by Federal Reserve banks of 
certain business obligations when authorized by the Federal Reserve 
Board. Under present law this authorization must be given by the 
affirmative vote of not less than five members of the Board. As re- 
written this authorization may be given by a majority of the Board 
members in office. Similar changes to authorize action by a majority 
of the Board rather than by a specified number are made in section 
39 (b) (p. 117) and section 42 (p. 121) 
§. Repeal of business loan authority 

Section 13 (p. 83) omits the existing authority for Federal Reserve 


banks to make working capital loans and commitments to established 
industrial or commercial businesses. 


6. Rotation of directors of Federal Reserve banks 

Section 17 (a) (p. 88) provides that a director of a Federal Reserve 
bank who has served 2 consecutive terms of 3 years each shall be 
ineligible to serve again as a director for 3 years except that the 
Chairman of the Board of Directors may serve 3 consecutive 3-year 
terms. 
7. Residence of directors 

Section 17 (a) (p. 88) also provides that each director of a Federal 
Reserve bank shall reside within the bank’s district or within 50 miles 
of the bank. 
8. Federal Reserve agents 


Section 19 (p. 90) eliminates the present requirement that Federal 
Reserve agents and assistant Federal Reserve agents shall be persons 
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of “tested banking experience.” It also provides that a Federal 
Reserve agent may delegate duties of a ministerial character to assist- 
ant Federal Reserve agents. 


9. Reports of State member banks 

Section 23 (b) (p. 95) continues the present requirement for three 
reports of condition from each State member bank to its Federal 
Reserve bank during each year, but eliminates the similar requirement 
as to reports of payment of dividends. Under the new provision a 
State member bank would be required to make dividend reports 
only at such times as the Board requires. Each Federal Reserve 
bank would also be authorized to call for special reports from any of 
its State member banks whenever necessary to obtain full and com- 
plete knowledge of its condition. 


10. Stock acquisitions in connection with absorptions 

Section 23 (d) (p. 96) would permit a State member bank, with 
the approval of the Board, to purchase and hold for not more than 
90 days the stock of another bank in connection with the proposed 
absorption of the other bank. 


Number of directors. 

Section 23 (e) (p. 96) continues the existing requirement that a 
State member bank must have not less than 5 nor more than 25 
directors but exempts from this requirement any bank the majority 
of the stock of which is owned by a State. 

Shareholders’ lists 

Section 23 (f) (p. 96) would require each State member bank to 
keep a list of stockholders; to transmit such lists to the Board within 
10 days of any demand for it; and to notify the Board of any single 
transaction involving the transfer of 10 percent or more of the out- 
standing shares of the bank. 


13. Disclosure of stockownership 

Section 23 (g) (p. 96) applies where someone other than the record 
owner has a benefic ‘ial interest in stock of a State member bank, and 
the stock involved is more than 5 percent of the bank’s total out- 
standing stock. It requires the record owner in such a case to notify 
the Board of the name of the beneficial owner. 


14. Investments in bank premises 

Section 23 (h) (p. 97) provides that a State member bank must 
obtain the Board’s approval before investing in bank premises in 
excess of 100 percent of its capital stock or 50 percent of capital and 
surplus, whichever is greater. Under present law such approval must 
be obtained if the investment exceeds 100 percent of capital stock. 

Audits of State member banks 

Section 24 (c) (p. 99) authorizes the Board to order an audit of a 
State member bank by an independent auditor whenever the Board 
deems it necessary. 
16. Confidentiality of examination reports 

Section 24 (f) (p. 100) makes the reports of examinations made 
under the direction of the Board or the Federal Reserve banks, together 
with related information, privileged against disclosure, although 
available to congressional committees. 








8 FINANCIAL INSTITUTIONS ACT OF 1957 


17. Loans to executive officers 

Section 28 (e) (p. 102) relaxes the existing prohibition against loans 
by member Ne to their executive officers. Loans not exceeding 
$2,500 are now exempt from this prohibition if approved by a majority 
of the entire board of directors. ‘The new act raises this exemption to 
$5,000 and such exempted loans could be made without the prior 
approval of the board of directors. In addition, the requirement that 
borrowings by executive officers from other banks be reported to the 
executive officer’s own bank would be eliminated where the amount of 
the officer’s - bt does not exceed $15,000 in the case of a home mort- 
gage loan or $5,000 in other cases. 


18. Removal : Officers and directors 

Section 29 (p. 104) revises the procedure under which the Federal 
Reserve Board may remove an officer or director of a State member 
bank. Under present law to remove an officer or director the Board 
must find he “‘continued”’ to violate a banking law or to engage in an 
unsound practice after the Federal Reserve agent had warned him 
against it. Under the new act the Board could remove him on the 
basis of a single violation or unsound practice after warning, and the 
warning would be given by the Board instead of the Federal Reserve 
agent. The new section continues existing provisions for court 
review of the Board’s removal action but provides for review ‘‘on the 
weight of the evidence” rather than under the substantial evidence 
rule as now provided. 


Double liability of shareholders 


Section 30 (p. 104) eliminates the existing provision for double 
liability of Federal Reserve bank shareholders. 
20. Holding company affiliates 

The reserve of readily marketable assets required to be maintained 
by a “holding company affiliate’? may, under present law, be used 
only for replacement of capital in affiliated banks. Section 33 (b) 
(3) of the bill (p. 109) would permit such reserve to be used also for 
additions to capital of affiliated banks. A new provision would make 
it necessary, where there are several holding company affiliates with 
respect to the same member banks, for only one of such holding com- 
pany affiliates to maintain the reserve of readily marketable assets 
if such company is designated by the Board and all of the stock of the 
affiliated banks which is directly or indirectly owned or controlled by 
the various holding company affiliates is owned or controlled, directly 
or indirectly, by the designated company. 
21. Audit of Board’s accounts 

Section 38 (h) (p. 115) would require the Federal Reserve Board to 
have its accounts audited annually by a firm of certified public 
accountants. Reports of such audits would be required to be trans- 
mitted to the Banking and Currency Committees of the Congress. 
22. Conflicts of interest 

Section 38 (i) (p. 115) prevents any employee of the Federal Reserve 
Board or of any Federal Reserve bank from accepting employment 
in any member bank within 2 years after terminating his employ- 
ment with the Board or the Reserve bank, except upon approval of 
the Board. 
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23. Audits of Federal Reserve banks 


Section 39 (m) (p. 118) provides that the Board shall take suitable 
measures to assure that examinations of the Federal Reserve banks 
meet the highest standards of commercial audits; and for that pur- 
pose it authorizes the Board to arrange for certified public account- 
ants to review the adequacy of the procedures followed in examining 
Reserve banks. It also provides that copies of examination reports 
shall be transmitted to the Committees on Banking and Currency of 
the Congress. 

24. Foreign branches 

Section 44 (f) (p. 126) provides that the Board by regulation may 
authorize foreign branches of national banks to exercise such further 
powers as may be usual in connection with the banking business in 
the places where such branches operate. 


TITLE Ul. FEDERAL DEPOSIT INSURANCE ACT 


1. Definition of “deposit” 

This definition, in section 2 (j) (p. 149), makes two changes in 
existing law. Where an insured bank deposits trust funds in another 
bank, these deposits are now insured up to $10,000 whether the second 

’ 
bank is insured or not; the new section limits coverage to cases where 
the second bank is insured. It also eliminates a provision under 
which mainland insured banks may now exclude from insurance cover- 
age deposits in their branches in Alaska, Hawaii, and the Virgin 
Islands. 
2. Defin ition of ‘“onsured deposit” 

This definition, in section 2 (k) (p. 150), extends insurance coverage 
to include interest on bank deposits which has accrued but not been 
credited. 


8. Definition of “branch” 


This definition, in section 2 (m) (p. 150), is broadened to cover 
branches established anywhere (present law covers United States and 
specified Territories and possessions). It also provides that accept- 
ance of deposits at schools in connection with savings plans shall not be 
considered as operating a branch. 

4. Manage ment of corporation 

Section 6 (p. 152) provides for staggered terms for the two appoin- 
tive members of the Board of Directors of the Federal Deposit Insur- 
ance Corporation (the third member of the 3-man Board is the Comp- 
troller). These members now have 6-year terms; under the new 
section, when the present terms expire, one of the new appointments 
would be for 4 years, and the other for 6; thereafter all appointments 
would be for 6-year terms. 

5. Audits of insured nonmember banks 


Section 8 (b) (p. 154) authorizes FDIC to order an audit of any 
insured State nonmember bank by an independent auditor whenever 
FDIC deems it necessary. 


95375—57—pt. 1 2 
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Confidentiality of reports 

Section 10 (p. 155) provides that information about any bank in 
the possession of the FDIC shall be confidential, but shall be available 
to the General Accounting Office in connection with its audit of FDIC, 
and to committees of Congress. 


7. Immunity from prosecution 

The existing provision concerning hearings and investigations by 
FDIC states that no person shall be excused from furnishing informa- 
tion on the grounds of self-incrimination, but that if he is required to 
testify after claiming his privilege against self-incrimination he cannot 
be prosecuted for any matter concerning which he testifies. This 
provision is omitted from the corresponding section of the bill, section 
11 (b) (p. 156). As a result, witnesses could invoke constitutional 
safeguards against self- incriminating testimony. 


8. Assessment credits 

Section 18 (p. 160) rewrites the existing provisions under which 
credits are allowed insured banks when FDIC’s income from assess- 
ments exceeds its costs, including reserves and payment of claims. 
The basic formula for determining { the amount of credits is unchanged, 
but several technical changes are made. They include specific au- 
thority for FDIC to apply ‘the credit toward payment of any assess- 
ment which is past due and not in dispute; and to refund the credit 
to an insured bank in liquidation. 


9. Bank mergers 

Section 23 (p. 163) changes existing law so as to require approval 
of a Federal supervisory agency before any insured bank (whether 
State or National) may merge or consolidate with any otber insured 
bank. The supervisory agency would depend on the nature of the 
acquiring, assuming, or resulting bank; if it is a national bank, the 
Comptroller w ould” have jurisdiction; for a State member bank, the 
Federal Reserve Board would decide; and for a State nonmember in- 
sured bank, it would be the Federal Deposit Insurance Corporation. 
In passing on such transactions, the supervisory agency would con- 
sider the financial history and condition of the bank, the adequacy of 
its capital structure, its future earnings prospects, the general charac- 
ter of its management, and the convenience and ne eds of the com- 
munity. In addition to these banking factors, the agency would 
consider whether the effect of the transaction would lessen competition 
unduly or tend unduly to create a monopoly. The supervisory agency 
having jurisdiction would be re quired to consult with the other two 
Federal bank-supervisory agencies, concerning the competitive and 
monopolistic aspects of the transaction, and would be permitted, but 
not required, to ask the Attorney General for his opinion. 


Shareholders’ list 
ae 27 (a) (p. 165) would require each insured nonmember bank 
to keep a list of stockholders; to transmit a copy of the list to the 
FDIC within 10 days of any demand for it; and to notify FDIC of 
any single transaction involving the transfer of 10 percent or more 
of the outstanding shares of the bank. 
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11. Disclosure of stockownership 


Section 27 (b) (p. 165) applies where someone other than the record 
owner has a beneficial interest in the stock of an insured nonmember 
bank, and the stock involved is more than 5 percent of the outstand- 
ing stock of the bank. It requires the record owner in such cases to 
notify FDIC of the name of the beneficial owner. 


12. Termination of insurance 


Section 29 (p. 166) makes three main changes in the procedure for 
termination of deposit insurance by FDIC. First, existing language 
referring to ‘‘continued’”’ unsafe or unsound practices is changed to 
make it clear FDIC may act without waiting for repetitions of such 
practices. Second, under existing law an offending bank is given 
120 days to correct the practices complained of, unless the appropriate 
supervisory agency decides on a shorter time; the bill authorizes 
FDIC to substitute 20 days for the 120-day correction period where 
the insurance risk of FDIC is unduly jeopardized. Third, the bill 
provides for court review of termination proceedings upon “the 
weight of the evidence’’; they are now reviewed under the substantial 
evidence rule. 

Payment of claims 

Section 30 (p. 169) makes certain changes in the procedures for 
paying off depositors when an insured bank closes. Existing law 
provides for payment when the bank is closed ‘‘for the purpose of 
liquidation”; the new section omits this phrase, and provides for 
prompt payment when a bank is closed for any reason without 
adequately providing for payment of depositors. ‘Express provision 
is made for payment ; where a Federal or State receiver or conservator 
assumes control. FDIC is given access to the records of the bank 
to settle claims. Depositors now have 18 months to file claims; where 
a shorter time limit is fixed by State law for filing claims against 
receivers of closed State banks, the new section would apply the 
shorter limit. 

14. Temporary employees during receivership 

Section 31 (e) (p. 170) provides that temporary employees hired by 
FDIC as receiver of a bank shall be considered employees of the 
receivership estate, and not of FDIC. It would require FDIC to 
obtain insurance protection against loss resulting from such em- 
ployees’ wrongful acts. 


National bank organized to assume deposits 


Section 32 (p. 173), relating to the formation of a national bank to 
assume the deposits of a closed insured bank, is the same as existing 
law except for two changes. Under existing law, such a bank has 
only restricted powers; it is limited to business ‘‘authorized by this 
Act and * * * incidental to its organization.”” The new section 
would permit the Comptroller to authorize it to transact such other 
business as a national bank may transact. Secondly, such a bank is 
now limited to 2 years’ existence; under the new section the FDIC 
could extend its life for 6-month periods, up to 2 additional years. 
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16. Annual audit of FDIC 
Section 38 (p. 179) continues the existing requirement for an annual 
audit of FDIC’s financial transactions by the General Accounting 
Office, except that it prov ide ‘s that the calendar year shall be FDIC’s 
fiscal year, and GAO’s audit shall be on a calendar year basis. 
7. Conflicts of interest 
Section 40 (d) (p. 182) prevents any employee of the Corporation 
from accepting employment in any insured bank within 2 years after 


terminating ae: employm ent with the Corporation, except upon ap- 
proval of the FDIC Board. 


TITLE IV. FEDERAL HOME LOAN BANK ACT 


Adve rtising by noninsured members 

Both S. 1451 and H. R. 7026 contain provisions limiting advertising 
by savings and loan associations which are not insured but are mem- 
bers of the Federal Home Loan Bank System. The provisions are 
found in section 4 (d) and page 184 of both bills. S. 1451 prohibits 
off-premise advertising of membership by such institutions except as 
authorized by Federal Home Loan Bank Board regulations, and 
imposes a $1,000 fine for advertising in violation of such regulations. 
H. R. 7026 omits any reference to regulations or fines, and prohibits 
any such member from advertising in any way so as to create the 
impression its accounts are insured. Under either bill, the Board 
could remove from membership any association violating the pro- 
hibitions against advertising. 


2. Removal from membe rship 

Section 6 (e) (p. 186) continues the provision of existing law that 
the Federal Home Loan Bank Board may remove an institution from 
membership in a Federal home loan bank if it has “a management or 
home-financing policy of a character inconsistent with sound and 
economical home financing or with the purposes of this Act,’’ and adds 


authority for the Board to define this term by regulations or otherwise. 


Directors of f Federal home-loan banks 

Section 7 (p. 187) contains two new provisions. The first makes 
it clear that where a director ceases to have the specified qualifica- 
tions the office becomes vacant but he may continue to act until : 
successor is appointed or the term expires. The second welinaiees 
the Board to appoint interim directors where a new bank is established. 

Fede ral Savings and Loan Advisory ( ‘ouncil 

Section 8A (p. 190) permits a member to continue to serve even 
though he ceases to be a resident of the district for which he was 
elected (the term is only 1 year). 

Advances to members 

Section 10 (p. 191) continues existing authority for Federal home 
loan banks to make advances to members, with two changes. First, 
where the advances are secured by mortgages guaranteed by the 
Veterans’ Administration, they may be made in amounts up to 90 
percent of the unpaid principal of the mortgages; this is permitted 
now for advances secured by FHA-insured mortgages. Second, a 
provision is added to provide specific statutory authority for methods 
of handling collateral which are now being followed (sec. 10 (e)) 


—_ a 


FINANCIAL INSTITUTIONS ACT OF 1957 13 


6. Bank presidents banned from board of directors 

Section 12 (p. 196) prohibits any compensated officer, employee, 
attorney, or agent of a Federal home loan bank from serving on its 
board of directors; under existing law an exception is made in the 
case of the president. 

Actions involving Federal home-loan banks 

Section 12 (p. 196) contains two new provisions authorizing Federal 
home-loan banks, as Federal agencies, to bring suit in Federal courts 


and remove to the Federal c ourts suits brought against them, and bar- 
ring attachments against such banks before final judgment. 


8, ae of Federal home loan banks as legal investments 


Section 15 (p. 197) would broaden the classes of funds for which 
obligations of the Federal home loan banks are lawful investments or 
security. The existing law provides that they shall be lawful invest- 


ments or security for all funds the investment or deposit of which is 
under control of the United States. The broadened categories would 
include funds the investment or deposit of which is under control of 
the District of Columbia, Puerto Rico, any Territory or possession, or 
any political subdivision thereof. However, funds of the Federal 
Reserve banks would be expressly excluded from the section, 

Assessments on Federal home loan banks 

Section 18 (p. 199), deals with assessments by the Federal Home 
Loan Bank Board upon Federal home loan banks. It changes 
existing law so as (1) to permit reductions in assessments to the 
extent the Board’s expenses will be borne from other sources, (2) 
to make clear that assessments may include provision for working 
capital and making up deficits, and (3) to permit surpluses to be 
dedi ted from any ‘Jater assessment. 


10. Conflicts of interest 

Section 19 (b) (p. 200) prohibits any employee of the Federal 
Home Loan Bank Board or of the Federal Savings and Loan Insurance 
Corporation from accepting employment with any member institution 
within 2 years after terminating his employment with the Board or 
Corporation, except upon approval of the Board. 


11. Powers and duties of examiners 
Section 20 (p. 200) continues the existing provision that examiners 
appointed by the Board to carry out the Federal Home Loan Bank 
Act shall have the same powers and duties as examiners under the 
National Bank Act and the Federal Reserve Act. It also broadens 
the provision to cover the Federal Home Loan Bank Board’s examiners 
while thev are exercising functions under their other two basic acts. 
Adjustments of districts 
Section 24 (p. 202) authorizes the Federal Home Loan Bank Board 
to transfer assets and members from one Federal home loan bank to 
another, and to make other adjustments, in connection with changes 
in bank districts. 
Member organizations 
The new act omits (and therefore repeals) an existing provision 
which makes an organization of savings and loan associations or mutual 
savings banks eligible for membership in the Federal Home Loan 











14 FINANCIAL INSTITUTIONS ACT OF 1957 


Bank System if a majority of such institutions in the State are members 
of the organization and it meets certain other requirements. 


TITLE V. FEDERAL SAVINGS AND LOAN ASSOCIATION 
ACT 


1. Regulation of interest rates 

Section 4 (p. 203) is a new section relating to the interest rates and 
charges on loans by Federal savings and loan associations. It pro- 
vides that any such association may, subject to any restrictions and 
limitations prescribed by Board regulations, make such charges as are 
allowed by applicable law to other lenders, or such other or higher 
charges as are allowed by applicable law to any class of other similar 
local mutual thrift and home-financing institutions or as are allowed 
by Board regulations. A saving clause is included to prevent any 
charge for home mortgage loans higher than that now specified under 
section 5 of the Federal Home Loan Bank Act. 


Removal of officers and directors 

Section 5 (d) (3) (p. 207) is a new provision authorizing the Federal 
Home Loan Bank Board to remove any director or officer of a Federal 
savings and loan association for any violation of law or unsafe or 
unsound practice, after a Board warning. Removal would be author- 
ized only after a hearing, and would be subject to court review on the 
“weight of the evidence.” 
8. Branches 

Both S. 1451 and H. R. 7026 contain new provisions governing 
branches of Federal savings and loan associations. These are found 
in section 6 (p. 211) of both bills. Under S. 1451 a Federal association 
could establish a branch only if under State law or practice a State 
savings and loan association or mutual savings bank could establish 
such a branch. Under H. R. 7026, the same rule would apply until 
June 30, 1959; after that, a branch would be permitted if under State 
law or practice a State savings and loan association, mutual savings 
bank, or commercial bank or trust company could establish such a 
branch. Since there are several States where branches may be estab- 
lished by commercial banks or trust companies but not by State 
savings and loan associations or mutual savings banks; H. R. 7026 
would allow more freedom in branching after June 30, 1959, than 
S. 1451 would. 


Restrictions on associations, directors, and officers 

Section 7 (p. 212) is a new section concerning the relations between 
Federal savings and loan associations and their directors and officers. 
Subsections (a) and (b) are designed to protect the interests of the 
association when it buys property from, or sells property to, one of its 
directors or a firm of which a director is a member. Subsection (c) 
prevents an association from paying a higher return on the accounts 
of its directors, officers, attorneys, or other employees than it pays on 
other accounts. Subsection (d) imposes personal liability on directors 
and officers for any damages sustained where they knowingly violate 
the act or certain criminal statutes, or permit any agents, officers, or 
directors to do so. Subsection (e) prohibits any executive officer from 
borrowing from his association, except for home-mortgage loans up to 
$15,000. 
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§. Repeal of promotion authority 

The new act omits (and therefore repeals) an existing provision 
authorizing funds for the Federal Home Loan Bank Board to promote, 
organize, and develop Federal savings and loan associations and similar 
institutions organized under local laws. 


TITLE VI. FEDERAL SAVINGS AND LOAN INSURANCE 
CORPORATION ACT 


Accounts in community property States 
Section 402 (b) (p. 214) includes a new provision the purpose of 
which is to give married account holders in community property States 


insurance coverage on an equal basis with married account holders in 
other States. 


2. Claims and suits against Corporation 

Section 403 (c) (p. 215) contains new provisions authorizing the 
Federal Savings and Loan Insurance Corporation to settle claims and 
to remove actions against it to the Federal courts, and barring attach- 
ments against it before final judgment. 
8. Rules and regulations 

Section 403 (c) (6) (p. 216) expressly authorizes the Corporation to 
make and enforce rules and regulations to carry out the act. 

Information and reports 

Section 403 (c) (7) (p. 217) expressly authorizes the Corporation to 
require information and reports from insured institutions. 
5. Use of insurance emblem 

Section 403 (f) (p. 217) prohibits use or display of insurance emblems 
in violation of regulations of the Corporation. 
6. Employment of convicted persons 

Section 403 (j) (p. 219) prohibits service of any person convicted of 
a crime “involving dishonesty or breach of trust” as a director, officer, 
or employee of any member institution or insured institution, except 
with Board approval. 

Eligibility for insurance 

Section 404 (c) (p. 220) broadens the grounds on which the Corpo- 
ration is expressly authorized to reject an application for insurance 
and the factors it must consider in acting on such applications, and 
authorizes it to impose such conditions upon the granting of insurance 


as it deems advisable. Conditions previously imposed would be 
validated. 


Mergers and consolidations 


Sections 404 (e) and (f) (p. 221) prohibit mergers, consolidations, 
and related transactions involving insured institutions without prior 
approval of the Corporation. 


9. Premium adjustments 


Section 405 (p. 221) includes a new provision authorizing adjust- 
ment of insurance premiums in case of mergers, consolidations, liquida- 
tions, dissolutions, and purchases of assets. 
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10. Termination of insurance 

Section 407 (p. 223) makes two changes in the procedure for termina- 
tion of insurance by the Federal Home Loan Bank Board. First, 
existing language referring to ‘“‘continued”’ unsafe or unsound practices 
is changed to make it clear the Board may act without waiting for 
repetitions of such practices. Second, under existing law an offending 
institution has 120 days to correct the practices complained of (or 
such shorter time as the supervisory authority may determine); the 
bill authorizes the Board to require correction within 20 days, where 
the insurance risk of the Corporation is unduly jeopardized. 
11. Insured institutions in default 

Section 408 (p. 224) makes certain technical changes in the powers 
of the Corporation with respect to insured institutions in default. 
The Corporation would be authorized to purchase assets of any such 
institution, even though it was not appointed as legal custodian, and 
to act as joint legal custodian for insured State institutions in default, 
and the Corporation’s existing powers in connection with liquidation 
of such institutions would be broadened to cover other situations, 
such as mergers, not involving liquidation. The Corporation’s exist- 
ing power to make contributions to prevent or cure defaults would be 
extended to cases of impairment, and the existing provision limiting 
the amount of a contribution to that necessary to save the “expense” 
of liquidation would be broadened so that other relevant factors 
could be considered such as the probable loss that would be involved 
if the institution were liquidated. 


12. Regulation of holding companies 

Section 409 (p. 226) prohibits any holding company from con- 
trolling two or more insured institutions (except where control was 
acquired before enactment) and contains other provisions to enable 
the Board to deal with the holding-company situations. 

This is the same as the bill introduced by Mr. Spence in 1956. A 
revised version of this bill (H. R. 4135) passed the House on March 21, 
1957. 


TITLE VII. FEDERAL CREDIT UNION ACT 


1. Audit 

Section 7 (b) (p. 231) provides that the Director of the Bureau of 
Federal Credit Unions shall encourage each Federal credit union to 
make an internal audit each year. It also authorizes the Director to 
order an audit of any Federal credit union by an independent auditor 
or by the Bureau. 


2. Officers 

Section 13 (p. 233) makes three amendments concerning the officers 
of a Federal credit union. Existing law authorizes only one vice 
president; the new section authorizes ‘‘one or more.”’ It also changes 
the name of the “clerk” to ‘‘secretary,’”’ and prohibits compensation 
of any executive officer except the treasurer. 
3. Staff for supervisory committee 

Section 14 (p. 234) includes a new provision for compensation of 
necessary clerical and auditing assistance requested by the super- 
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visory committee. Under section 16, this committee is required to 
make quarterly examinations and an annual audit of the affairs of its 
credit union. 


4. Unsecured loan limits 

Section 15 (p. 234) raises the unsecured loan limit for any one 
borrower from $400 to $500. As in existing law, the ceiling is reduced 
to 10 percent of paid-in unimpaired capital and surplus, or $200, 
whichever is larger, where such capital and surplus is less than $5,000. 


§. Dividends 

Section 18 (p. 236) makes the following changes as to dividends 
declared by Federal credit unions: (1) dividends will be declared by 
board of directors rather than the union members; (2) dividends may 
be declared semiannually or annually, rather than just annually; and 
(3) dividend credit for each month will be accrued on shares fully 
paid up during the first 5 days of the month, rather than on shares 
paid up before the first of the month. 
6. Conflicts of interest 

Section 21 (i) (p. 239) prohibits any employee of the Bureau of 
Federal Credit Unions from accepting employment with any Federal 
credit union within 2 years after leaving the Bureau, except upon 
approval of the Director. 
7. Space in Federal buildings 

Existing law authorizes allotment of available space in Federa 
buildings, rent-free, to Federal credit unions composed exclusively of 
Federal employees and their families. Section 25 (p. 241) would 
extend this privilege to Federal credit unions where 95 percent or 
more of the members are Federal employees, retired Federal employees, 
or members of their families. 


TITLE VIII. MISCELLANEOUS AMENDMENTS 


1. Confidential reports to intermediate credit banks 

Section 802 (p. 246) repeals the authority for Federal intermediate 
credit banks to obtain confidential information about national banks 
from the Comptroller of the Currency. 

. Payments for procuring loan 

Existing law makes it a Federal crime for an officer or emplovee of 
an FDIC insured bank or Federal intermediate credit bank to accept 
a fee or gift for procuring a loan from the institution. Section 803 (a) 
of the bill (p. 247) extends this prohibition to cover institutions which 
are members of the Federal Home Loan Bank System or are insured 
by the Federal Savings and Loan Insurance Corporation, and Federal 
credit unions. 
8. Thefts by examiners 

Existing law makes it a Federal crime for Feder: al examiners to steal 
from a bank insured by FDIC or a member of the Federal Reserve 
System. Section 803 (b) of the bill (p. 247) extends this provision to 
cover institutions insured by the Federal Savings and Loan Insurance 
Corporation. 
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Embezzlement 
Section 803 (c) (p. 248) extends the existing Federal embezzlement 


statute to cover institutions which are members of the Federal Home 
Loan Bank System. 


5. Use of certain terms in business name 

Section 803 (d) (p. 248) adds the letters “U.S.” to the list of words 
which may not be used as part of the name of a firm engaged in the 
banking, loan, building and loan, brokerage, factorage, insurance, 
savings, or trust business. It also makes the use of the words “na- 
tional bank”’ or “national banking association” by unauthorized firms 
a Federal crime. 


False entries 
Section 803 (e) (p. 248) extends the existing criminal provision 
regarding false entries in the books of certain financial institutions, so 


as to cover institutions which are members of the Federal Home Loan 
Bank System. 


Disclosure of information 


Section 803 (f) (p. 248) extends the existing criminal provision 
against disclosure of information by examiners, so as to cover institu- 
tions insured by the Federal Savings and Loan Insurance Corporation. 


8. Services by examiners 


Section 803 (g) (p. 249) similarly extends the prohibition against 
examiners performing services for compensation for the institutions 
they examine, so as to cover examiners of the Federal Savings and 
Loan Insurance Corporation. 


9. Bank robbery 


Section 803 (h) (p. 249) extends the Federal statute against bank 
robbery and related crimes so as to cover Federal credit unions. 
10. Bribery and political expenditures 

Section 803 (i) (p. 249) makes it a crime for any bank or other 
institution insured by FDIC or FSLIC, or any officer of such an 
institution, to make any gift to any public official who supervises the 
institution or has authority to deposit public funds in it. Section 803 
(j) extends existing law against campaign contributions by national 


banks, so as to cover banks and other institutions insured by FDIC 
or FSLIC. 


The CHamman. The committee will be in order. 

We are met this morning to consider H. R. 7026 and S. 1451. 

We have with us this morning Chairman Martin of the Board 
of Governors of the Federal Reserve System, Governor Robertson, 
and Mr. Hackley. 

You may all sit at the table together and confer as you desire. Mr. 
Martin, you may proceed. If you would like to conclude your state- 
ment without interruption, I am sure the committee will accede to 
that request. 
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STATEMENT OF CHAIRMAN WILLIAM McC. MARTIN ON BEHALF 
OF THE BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM, 
ACCOMPANIED BY HON. J. L. ROBERTSON, GOVERNOR, AND 
HOWARD H. HACKLEY, GENERAL COUNSEL 


Mr. Martin. The bills that are the subject of this hearing have for 
their objective a complete streamlining of Federal statutes rel: iting 
to financial institutions, including national banks, member banks of 
the Federal Reserve System, insured banks, Federal savings and loan 
associations, and Federal credit unions. The legislation would re- 
arrange provisions of law on this subject in a more logical order, 
eliminate obsolete provisions, correct technical defects, and make a 
number of substantive changes designed to clarify and improve the 
operation of these statutes. 

The Board of Governors is thoroughly in accord with the objec- 
tives of this legislation and believes that enactment of such a codifica- 
tion of the banking laws would be in the public interest. The Board’s 
adverse comments on a few provisions should not be construed as 
indicating lack of general approval. 

Most of the changes which would be made by the bill in the Federal 
Reserve Act are purely technical and would merely serve to bring that 
act up to date by eliminating deadwood and clarifying ambiguous 
provisions. Such changes are clearly desirable and require no special 
comment. <As to the changes of substance which would be made in 
Federal Reserve law, it may save time to review briefly those which 
the Board endorses or to which it has no objection, and then direct 
attention to the few provisions of the bill which the Board would 
oppose or with respect to which it would have serious question. 


PROVISIONS ENDORSED BY THE BOARD 


In the order in which they occur in title IT of the bill and not neces- 
sarily in the order of their importance, the following provisions would 
make substantial changes in existing law which meet with the approval 
of the Board or to which the Board would have no objection. Most 
of these changes are in accordance with recommendations which were 
made by the “Board last year to the Senate Banking and Currency 
Committee. 

Kxpenditures for Federal Reserve bank branch buildings (sec. 4 
(c)): The present statutory dollar limitation on the aggregate costs 
of construction for Federal Reserve bank branch buildings would be 
eliminated. 

Franchise tax (sec. 7 (b)): A new provision would require each 
Federal Reserve bank to pay 90 percent of its annual net earnings to 
the United States as a franchise tax. This would have the effect of 

nee the franchise tax provision which was repealed in 1933 

hen the Reserve banks were required to subscribe half of their sur- 
sles to the capital stock of the Federal Deposit Insurance Corpora- 
tion. The proposed specific statutory direction for the transfer of 
annual net earnings to the Treasury would replace the somewhat com- 
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plicated and awkward procedure under which the Federal Reserve 
System, since 1947, has paid to the Treasury approximately 90 per- 
cent of its annual net earnings. 

Rotation of membership on Federal Advisory Council (sec. 8 (a) ): 
The bill would make any member of the Federal Advisory Council 
who has served 6 consecutive terms of 1 year each ineligible to serve 
again as a member of the Council until after an intervening period 
of not less than 3 years. Such a provision for rotation in the mem- 
bership of the Council would have the advantage of obtaining broader 
representation and wider experience over a period of time. 

Majority vote of Board members (secs. 10 (b), 39 (1), and (42): 
Certain provisions of present law require designated actions of the 
Board to be approved by a stated number of Board members. For 
example, permission for the carrying of reduced reserves by mem- 
ber banks in outlying sections of reserve and central reserve cities re- 
quires the affirmative vote of not less than five members of the Board. 
These and similar provisions would be modified by the bill to require 
such actions to be taken on the affirmative vote of a majority of the 
members of the Board in office at the time the action is taken. 

Repeal of authority for business loans: The proposed revision of 
the Federal Reserve Act would omit and thereby repeal section 13b of 
the present Federal Reserve Act authorizing the Federal Reserve 
banks to make working capital loans to industrial or commercial busi 
nesses. This authority has not been utilized extensively in recent 
vears and in any event it is believed to be inconsistent with central 
banking functions. 

Repeal of these provisions has heretofore been recommended by the 
Board. Their repeal would mean that the Reserve banks eon 
pay to the Treasury approximately $2714 million which has been 
paid by the Treasury to the Reserve banks under these provisions. 

Rotation of directors of Federal Reserve banks (sec. 17 (a)) : Un 
der the bill no director of a Federal Reserve bank who has served 

2 consecutive terms of 3 years each would be eligible to serve again as 
a director until after an intervening period of not less than 3 years, 
with a modification of the rule as to the chairman of the board of 
directors. Like the similar provision with respect to members of the 
Federal Advisory Council, this provision would insure broader repre- 
sentation and wider experience on the boards of directors of the Fed- 
eral Reserve banks. 

Residence of Federal Reserve directors (sec. 17 (a)): Every Fed- 
eral Reserve bank director would be required to be a resident of the 
Federal Reserve district served by his Federal Reserve bank or to 
reside within 50 miles of the Reserve bank. 

Federal Reserve agents (sec. 19): The bill would eliminate the 
present unnecessary requirement that Federal Reserve agents and 
assistant Federal Reserve agents be persons of “tested banking ex 
perience.” Other provisions would make it clear that a Federal 
Reserve agent could delegate ministerial functions to his assistants 
and that an assistant Federal Reserve agent could act in the place of 
the agent during a vacancy in that office as well as during the absence 
or disability of the agent. 

Reports of State member banks (sec. 23 (b)): A new provision 
would authorize the obtaining of special reports from State member 
banks and thereby enable the Board to call for relatively simple re 
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ports from smaller banks and more detailed reports from the larger 
member banks engaged in a variety of banking operations. 

Stock acquisitions in connection with absorptions (sec. 23 (d)): A 
new provision would permit a State member bank, with the Board’s 
approval, to purchase and hold for not more than 90 days the stock 
of another bank as a step in connection with the absorption of such 
other bank. Such temporary stock acquisitions would sometimes be 
convenient as a step in the absorption process and the requirement 
for the Board’s approval would serve to prevent any abuses of this 
exception from the general rule against the acquisition of corporate 
stock by member banks. 

Shareholders’ lists and disclosure of stock ownership (sec. 25) : 
New provisions would require each State member bank to maintain 
a list of its stockholders and to notify the Board of any single trans- 
action involving the transfer of 10 percent or more of the outstand- 
ing shares of the bank. 

In addition, the record owner of any such stock would be re- 
quired to notify the Board of the names of any persons having a 
beneficial or equitable interest in such stock in excess of 5 percent of 
the outstanding shares of the bank. Although this requirement for 
disclosure of equitable ownership might be burdensome in some in- 
stances, the Board believes that the proposed provisions have merit. 

Investments in bank premises (sec. 23 (h)): Under the bill, in- 
vestments in bank premises by a State member bank would require 
the Board’s approval only if they exceed 100 percent of the bank’s 
capital stock or 50 percent of the bank’s capital and surplus, which- 
ever may be greater. Existing law requires Board approval in all 
cases in which the investment would exceed 100 percent of the capital 
stock. 

Audits of State member banks (sec. 24 (c)) : A new provision would 
authorize the Board, whenever it deems it necessary, to require an 
independent audit to be made of a State member bank. 

Confidentiality of examination reports (sec. 24 (f)): Reports of 
examinations of State member banks and related correspondence 
would be made privileged against disclosure without the Board’s con- 
sent, except to committees of Congress upon request. 

Loans to executive officers (sec. 28 (e)): Present law prohibiting 
loans by member banks to their executive officers includes an exemption 
with respect to loans not exceeding $2,500. This exception would be 
liberalized by increasing the dollar limitation to $5,000. In addition, 
a requirement that executive officers make reports of their borrowings 
from other banks would be modified to make such reports unnecessary 
where the indebtedness does not exceed $15,000, in the case of home 
mortgage loans, or $5,000 in the case of all other extensions of credit. 

Reserves of holding company affiliates (sec. 33 (b)) : Under present 
law a holding company affiliate is required to maintain certain re- 
serves of readily marketable assets, and this requirement has been 
interpreted as meaning that each of several holding company affiliates 
of the same member banks must maintain the statutory reserve. 

The bill would make it possible, where such a multiple holding com- 
pany situation exists, for only one of the holding company affiliates to 
carry the required reserve, provided it is designated for that purpose 
by the Board, and provided that the designated company directly or 
indirectly owns or controls the stock of the affiliated banks. 
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Audits of Board’s account (sec. 38 (h)): The bill would require the 
Board to have its accounts eebua eialts by a firm of certified 
public accountants, and reports of such audits would be required to be 
submitted to the Banking and Currency Committees of Congress. 

Conflict of interests (sec. 38 (i)): It would be made a criminal 
offense for any employee of the Board or any Federal Reserve bank to 
accept employ ment in a member bank within 2 years after terminating 
his employment with the Board or the Reserve bank, except with the 
Board’s approval. While the Board doubts that such a conflict-of-in- 
terests provision is necessary, it would not object to the provision 
of the bill on this subject. 

Trust powers of national banks: Present provisions of the Federal 
Reserve Act relating to trust powers of national banks would be trans- 
ferred to the National Bank Act as revised in title I of the bill and 
authority for granting such powers and regulation thereof would 
be vested in the ¢ ‘omptroller of the Currency instead of the Board. 
Since national banks are under the supervision of the Comptroller, the 
Board would have no objection to this proposal. 

Audits of Federal Reserve banks (sec. 39 (m)): The Board would 
be required by the bill to take measures to insure that examinations 
of the Federal Reserve banks meet the highest standard of commercial 
audits and the Board would be authorized to arrange for review by 
certified public accountants of the adequacy of the procedures and tech- 
niques followed in the examination of the Reserve banks. Copies of 
the reports of examinations of the Reserve banks, including each 
examination of the System open market account, would be required to 
be transmitted promptly to the Banking and Currency Committees 
of Congress. 

Federal Reserve notes (sec. 43) : Present provisions of law relating 
to the issuance of Federal Raia notes, which have become anti- 
quated over the years and in many respects are ambiguous, would be 
completely rewritten for purposes of simplification and clarification. 
The revision would make no substantial change with respect to Fed- 
eral Reserve notes, although existing provisions regarding the re- 
demption of such notes would be eliminated as obsolete. Redemp- 
tion in the traditional sense in gold or gold certificates is no longer 
permissible and in any event Federal Reserve notes, like other types 
of currency, have been legal tender for all purposes since 1933. 

Powers of foreign branches of national banks (sec. 44 (f)): The 
Board would be empowered by regulation to authorize foreign 
branches of national banks to exercise such further powers as might 
be usual in connection with the transaction of the banking business in 
the foreign countries in which they operate. This authority is in- 
tended to enable foreign branches of national banks to operate more 
effectively in the foreign countries in which they do business. 

Mergers and consolidations: Title III of the bill, relating to in- 
sured banks, contains in section 23 new provisions which would make 
it necessary for all bank mergers or consolidations to be approved 
in advance by the appropriate bank supervisory agency. Thus, the 
Board’s approval would be necessary in connection “with any merger 
or consolidation if the acquiring or resulting institution would be a 
State member bank. The Board would be required in such a case to 
consider, not only the usual banking factors stated in the Federal 
Deposit Insurance Act, but also whether the effect of the proposed 
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transaction might be to lessen competition unduly or to tend unduly 
to create a monopoly. 

On the question of competition, the Board would be required to 
consult the Comptroller of the Currency and the Federal Deposit 
Insurance Corporation and would be authorized to request the At- 
torney General’s opinion with respect to that question. 

The Board believes that these provisions would fill a gap in the 
present law. They would insure consideration by the Federal bank 
supervisory agencies, on a substantially uniform basis, of the impact 
of bank mergers upon competition in the banking field. A separate 
bill along the lines of these provisions of section 23 of title III of the 
pending ‘bill was passed by the Senate last year and was endorsed by 
the Board, as well as by the other Federal bank supervisory agencies. 


PROVISIONS OF TITLE II QUESTIONED BY THE BOARD 


Now, there are two provisions in title II of the bill, Mr. Chairman, 
which, while not of the greatest importance, would make changes in 
present law which in the Board’s s opinion would not be desirable. 

Removal of officers and directors (sec. 29): Provisions for the re- 
moval of directors and officers of member banks, which are now con- 
tained in section 30 of the Banking Act of 1933, would be repeated 
in substance in section 29 of title II of the bill as far as State member 
banks are concerned. Certain changes would be made in these pro- 
visions as to which the Board would have no objection. 

The Board would, however, object to one of the proposed changes. 
Under the Administrative Procedure Act, agency action may be set 
aside on judicial review if the reviewing court finds that such action 
was “unsupported by substantial ev idence.” Despite this provision, 
the bill would include a statement that any hearing held in connection 
with the removal of a director or officer of a State member bank shall 
be held in accordance with the provisions of the Administrative Pro- 
cedure Act and be subject to review as therein provided, except that 
the review by the court shall be upon the “weight of the ovis e,” 

The Board sees no sound reason for this departure from the general 
rule laid down in the Administrative Procedure Act and the Board 
questions whether its is desirable to single out the type of action here 
involved as an exception from the “substantial evidence” rule uni- 
formly applied in the case of all other agency actions. 

Application of the “weight of the evidence” rule would, of course, 
mean that the decision of an expert administrative agency in proceed- 
ings for the removal of a bank director or officer could be upset by a 
reviewing court even though that decision was clearly supported by 
substantial evidence. 

Use of reserves of holding company affiliates (title ITI, sec. 33) : 
Mention has already been m: ade of one change which would be made 
by the bill with respect to the reserve of readily marketable assets 
required by present law to be maintained by holding company affili- 
ates. Another proposed change in this respect. would be to permit a 
holding-company affiliate to use such reserve for additions to capital 
of affiliated banks as well as for the replacement of capital in such 
banks. This reserve was originally intended to enable a holding 
company affiliate to come to the aid of its subsidi: ary banks in times 
of stress or emergency. The Board questions whether the proposed 
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broadening of this provision to permit the reserve to be used for 
capital additions would be consistent with the purposes of the law, 
since, if it were used in normal times for such purposes, it might well 
become depleted and not be available when it would be needed in 
unusual circumstances in order to maintain the sound condition of 
the holding company affiliate’s subsidiary banks. 


PROVISIONS OF TITLE I QUESTIONED BY THE BOARD 


Most of the provisions of this bill outside of title II have no direct 
effect upon the Federal Reserve System. Title I of the bill, however, 
relating to national banks, includes two provisions which are of con- 
cern to the Board because of their possible effect upon the soundness 
of the banking system. 

Cumulative voting: Under present law cumulative voting in elec- 
tions of directors of national banks is mandatory, and this has been 
the case since 1933. Cumulative voting is based on the principle of 
permitting due representation of minority shareholders on a corpora- 
tion’s board of directors. 

Section 26 (c) of title I of the bill would permit cumulative voting 
only if provided for in the national bank’s articles of association. 
The Board feels that the principle of cumulative voting is sound and 
questions whether the proposed change should be made unless Con- 
gress is satisfied that cumulative voting has produced undesirable re- 
sults so great as to outweigh the obvious justice of giving proper 
representation to minority interests. 

Since the contents of the articles of incorporation of a national bank 
are determined by a majority of the bank’s shareholders, it is obvious 
that the practical effect of the proposed change would be to eliminate 
all cumulative voting in elections of national bank directors. A1]- 
though proponents of this change have contended that cumulative 
voting has given rise to situations in which minority shareholders 
have been able to place an undesirable individual on the board of di- 
rectors of a national bank, the Board doubts whether abuses of this 
kind have been so great as to justify abandonment of the basically 
sound principle of cumulative voting. It should be borne in mind in 
this connection that minority-elected directors often can stimulate 
other directors to greater activity in behalf of a bank and, further- 
more, that if a minority-elected director should engage in unsound 
activities, he would be subject to removal under the law. 

Debt limit of national banks: Section 37 of title I would increase 
the maximum limit of national bank’s total indebtedness from 100 
percent of its capital stock to 100 percent of its capital stock and 
surplus. This considerable expansion in the borrowing ability of 
national banks would, in the Board’s opinion, be unnecessary and un- 
desirable. Although bank borrowings may occasionally be necessary 
in limited amounts and for limited periods in order to avoid liquida- 
tion of assets that might otherwise be necessary, it is a practice that 
should not be encouraged because it tends to dilute the cushion of 
protection which is afforded depositors by a bank’s capital and surplus. 

Enlargement of the borrowing limits as here proposed might well 
encourage national banks to hold smaller amounts of liquid assets and 
to rely unduly upon borrowings for necessary adjustments. In the 
case of an emergency requiring unusual borrowing, the discount facili- 
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ties of the Reserve banks are readily available. To encourage the 
ability of national banks to borrow outside the Reserve banks would 
tend to diminish the restraining influence that the Reserve banks are 
directed by law to exert upon borrowing member banks which may be 
making undue use of credit for speculative purposes. 


ADDITIONAL PROVISIONS RECOMMENDED BY THE BOARD 


Before concluding this statement, the Board would like to bring 
to the attention of the committee certain proposed changes in the 
Federal Reserve law which are not included in the pending bills but 
which, in the Board’s opinion, should appropriately be incorporated 
in this legislation. 

Repurchase agreements: For many years the Federal Reserve banks 
in connection with their open market operations have utilized repur- 
chase agreements as a convenient and flexible means of helping to 
smooth out temporary irregularities in the money market. These 
agreements are in the form of a purchase and sale and they are used 
only to implement open market operations pursuant to regulations of 
the Federal Open Market Committee. 

However, such transactions admittedly have some of the attributes 
of a loan and present law contains no specific reference to these trans- 
actions. Accordingly, the Board believes that a clarifying amend- 
ment which would specifically authorize such repurchase agreements 
by the Federal Reserve banks would be desirable. 

Fiscal agency operations by the Federal Reserve banks: Under 
various provisions of present law, the Federal Reserve banks are au- 
thorized or directed to act as fiscal agents of the United States and 
of a number of departments and agencies of the Federal Government. 

The activities of the Reserve banks as such fiseal agents have in- 
creas sed tremendously in recent years. An equivalent of more than 

3100 of the approximately 18,600 employees of the Federal Reserve 
anes are now engaged full time in fiscal agency operations on behalf 
of more than 25 governmental agencies in some 50 different capacities. 
It has become increasingly evident that, in addition to the general au- 
thority of the Board to supervise the Reserve banks, the law should 
contain some more specific authority for the overall coordination of 
the fiscal agency operations of the Reserve banks. In five instances 
such authority now exists; and it would be helpful if it existed in all 
cases so as to make certain that the many activities which the Reserve 
banks are required to perform on behalf of Government departments 
and agencies do not become inconsistent with the overall purposes of 
the Reserve banks or unduly burdensome. 

The Board, therefore, recommends that this legislation include at 
an appropriate place a provision making all fise al agency oper ations 
of the Reserve banks specifically subject to supervision and regulation 
by the Board. 

Payment of interest on deposits: Since 1933, the law has prohibited 
member banks from paying interest on demand deposits, directly or 
indirectly, by any device whatsoever, and has required the Board of 
Governors to fix maximum rates of interest which may be paid by 
member banks on time and savings deposits. 

Similar provisions are contained in the Federal Deposit Insurance 
Act with respect to payment of interest on deposits by nonmember 
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insured banks. For many years, the matter of determining whether 
particular practices involve a payment of interest on de posits has pre 
sented substantial and almost impossible administrative problema: 

Questions arise, for example, as to whether the furnishing of free 
parking facilities, special printing of checks, lower rates of interest 
on loans to depositors, and numerous other practices constitute ind1i- 
rect payments of interest under the broad language of the statute. 
In order to make the law more ee the Board recommends that 
the words “directly or indirectly, by any device whatsoever” be de- 
leted from the statute and that the words “payment of interest” be 
expressly defined as including only cash payments made, or credits 
given, by a bank for the account or benefit of a depositor. 

In the Board’s opinion such a change would carry out the basic pur- 
poses of the statute and at the same time make posible a more prac- 
tical administration of the law. 

In this connection the Board also recommends that the law be 
clarified so as to make the same rules as to what constitutes a payment 
of interest on deposits apply to member banks and nonmember insured 
banks alike. Obviously this was the intent of Congress when the law 
was originally enacted. However, in the application of the statute, the 
Board has ruled that absorption of exchange charges by member banks 
is a payment of interest, whereas the Federal Deposit Insurance Cor- 
poration has taken the opposite position with respect to nonmember 
insured banks. 

As a result, member banks in some sections of the country have been 
placed at a serious competitive disadvantage with respect to nonmem- 
ber banks, and the check collection process has been slowed up by the 
unnecessary circuitous routing of checks drawn on nonpar banks. 
If the law should be amended as previously suggested by the Board 
to define interest as including only cash payments or credits, it is be- 
lieved that absorption of exchange would come within that definition. 
However, if the law should not be amended to include such a defini- 
tion, the Board believes that the law should be amended either by in- 
cluding an explicit statement regarding absorption of exc hange 
c harges by both member and nonmember banks, or, in the alternative, 
by authorizing either the Board or the FDIC to define a “payment of 
interest” for both classes of banks. 

It should be emphasized that this recommendation is made only for 
the purpose of removing existing inequities which have arisen in this 
field and not for the purpose of forcing “par clearance” upon banks 
that now charge exchange. The Board’s proposal relates not to the 
making of exchange charges but to the absorption of such charges as a 
device for paying interest on deposits. The purpose is simply to make 
the same rules applic able to all insured banks and to preclude situa- 
tions in which nonmember insured banks are permitted to absorb ex- 
change while competing State and national member banks are not 
allowed to do so. 

With respect to this matter, the report of the Senate Banking and 
Currency Committee 1 ecognized that the law should apply unifor mly 
to both ‘classes of banks, but stated that the Board and the FDIC 
should resolve the question by developing uniform regulations for both 
member and nonmember insured banks. However, all efforts for such 
uniform regulations, over a period of many years, have proved fruit- 
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less. In the Board’s opinion, the problem is one which can be resolved 
only by specific legislation. 


CONCLUSION 


In view of the length of this statement, it may be appropriate in 
conclusion to say again that the Board endorses the general objectives 
of the pending legisl: ation. With the few exceptions that have been 
indicated, the Board approves the provisions of the bill insofar as 
they affect the Federal Reserve System. Enactment of such a codifica- 
tion of Federal statutes relating to financial institutions is long over- 
due and the Board hopes that it will be approved. 

Now, Mr. Chairman, I would like to indicate that Governor Rob- 
ertson, who is with me, is working on Operation Alert, and he handled 
this subject on behalf of the Board in the Senate Banking and Cur- 
rency Committee, and I would urge that as many as possible have 
an opportunity to question him this morning because he will have to 
leave afte ‘r this morning. 

The Cuamaan. I trust the committee will ask questions with refer- 
ence to the bills before us, and Chairman Martin and Governor Rob- 
ertson will be able to come back and answer questions as to policy and 
other matters tomorrow or the next day. 

Mr. Martry. Yes, sir; I will be available whenever you want me. 

The CuatrmMan. What is the purpose of the provision that a State 
member bank may purchase stock in other banks in contemplation of 
merger or absorption? Wouldn’t that make mergers a Little easier / 

Governor Rosertson. May I answer that, Mr. Chairman ? 

This is a very insignificant portion of the bill, and we really don’t 
urge it one way or the other. It comes up because of a situation in 
California, for example, where this procedure has been used in the 
past, 

If it is used, we say that the acquiring bank should have to get the 
consent of the Board before it enters into an agreement to purchase 
the stock, but if this is merely incidental to it, we see no reason to 
stand in the way of using this device. But it is not important. It 
is a very limited sort of proposition, and we wouldn’t urge it or 
oppose it. 

The Cuairman. Is it the policy of the Federal Reserve System to 
make mergers easier or to make the laws more restrictive ? 

Governor Ronerrson. I would not say the policy of the Board is to 
make mergers easier or more liberal. But I think the policy of the 
Board is to see that mergers, to the extent that they are entered into, 
are in the public interest; neither more liberal nor more restrictive. 
We think we should act wpon them in the light of the public interest 
in the p: articular circumstances, 

The Crarman. Could you furnish us some statistics 
mergers which have been effected in the last 5 si pr ¢ 

Governor Rosertson. I am sure we could. I don’t have them with 
me. But we have submitted those same figures in connection with 
other hearings, and I am sure we could get them. 

_ The Cuarrman. Whether or not they have increased or diminished 
in the past 5 years. 

Governor Roprertson. I am sure we can do that. 


as to the 
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(The data requested above is as follows :) 


Bank consolidations, mergers, and absorptions, 1952-56 


Reduction in 

| Number of banks and | number of banks 
branches in the United in the United 
States as of end of years States due to 
Year 1951-56, inclusive consolidations 
mergers, and 
absorptions, 











1952-56 
Banks Branches inclusive 
a a a i 14, 618 5, 224 

a 14, 575 », 520 100 
sli cctaldainticacilastiaahicieacesn atta dbinilinipiactata idan a — 14, 509 5, 897 116 
Sis aki ain as eek bank ins aes J 14, 367 6, 416 7 
Dintdbbeencdbeneti ne _iiminaseeeee 14, 243 7,040 232 
i a ected teenie inintipiiedd 14, 167 7, 728 189 
1 Excludes banks and branches in United States Territories and possessions except. beginning with 
Apr. 15, 1954, 1 bank i n A Jaska which became a member of the Federal Reserve System on that date Also 
excludes banking facilities (other than branches) that ar provided at military and other Government 


establishments tena irrangements made by the Treasury Department. 
2 Complete analysis of changes in number of banking offices shown in annual reports of Board of Gover: 
of the Federal Reserve System (table No. 20 in 1952 and No. 18 in 1953-56). 

The CHarrmMan. We will call the committee under the 5-minute 
rule. 

Dr. Talle, do you have any questions? 

Mr. Tate. Yes, sir, Mr. Chairman. 

Chairman Martin, it is always a pleasure to have you as a witness, 
and I want to say the same for all members of your Board. 

Mr. Martin. Thank you, sir. 

Mr. Tatts. You have made an excellent statement, a concise state- 
ment, of the position of the Board on the various proposals contained 
in the Financial Institutions Act 

I should like to refer to what you say in your statement, on page 
17 and also 18. 

I am particularly interested in the comments you make beginning 
at the top of page 17 and continuing to page 18, with reference to 
absorption of exchange by banks. 

There appears to be a conflict of opinion, because, as pointed out, 
the Federal Reserve takes the position that absorption of exchange 
is in effect a payment of interest to deposits, and FDIC holds a con- 
trary view; and I agree, Mr. Martin, that that is something that 
should be clarified by law. 

Now, may I refer to experience on this point, in my own area. 

My district borders on Minnesota to the north. 

All banks in Iowa, whether they are members or nonmembers of 
the System, clear checks at par, and do not make exchange charges. 
At the end of last year we had 667 banks in the State of Lowa. 

In Minnesota there were 681 banks, and of these, approximately 
60 percent or 403 banks were not on the par list. We have both 
small and large banks in Iowa, just as there are small and large 
banks in Minnesota. If the banks in Iowa can operate on a par 
system of check clearance, the question may be raised as to why they 
cannot be managed in the same way in Minnesota. 

When one looks at the figures nationally, one finds that 11,815 of 
the 13,569 banks clear checks on a par basis. That is more than 87 
percent of all the banks operating in the country. 
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Now, over the years I have had complaints from some member 
banks, that since they are not permitted to absorb exchange, they 
face competition from banks in neighboring communities, where the 
banks do absorb exchange as an inducement to attract deposit 
accounts. 

I think it might be of interest, for the record, if, Mr. Martin, you 
would supply an actual illustration of the collection charge made by 
a bank, in a transaction in which the bank does not clear checks at 
yar, 

Mr. Martin. I will ask Governor Robertson. 

Governor Ropertson. By actual illustration, I assume you mean 
a hy pothe tical one. 

Mr. Tauir. Yes, sir; I should have said a hypothetical one, but nev- 
ertheless realistic. 

(governor Ropertson. Yes, sir. 

To show you exactly how it would work, a given bank will solicit 
deposits from other institutions, whether they are banks or other- 
wise, and agree on condition that they will maintain adequate de- 
posits with it, to absorb the exchange on all checks which they send 
through for collection, drawn against banks on the nonpar list. 

That would mean that the bank, then, of collection would receive 
from the nonpar banks less than 100 cents on the dollar, and it would 
absorb the difference. It would credit the depositor, however, with 
the full 100 cents on the dollar. Therefore, it would be paying some- 
thing to the depositor for whom it was collecting checks, in considera- 
tion for the amount of his deposit held in that bank. 

That means that financial institutions and others will send checks 
drawn on nonpar banks to a distant bank in order to get that bank to 
absorb the exchange so that they can get the full 100 cents on the 
dollar, which they could not get if they sent it through an institution 
which did not absorb the exch: unge. 

Therefore, the insured State bank, which is not a member of the 
Federal Reserve System, is in a favored position over the member 
bank, because it can absorb exchange without it being regarded as a 
payment of interest, whereas, a member bank cannot. 

Mr. Tatie. My time has expired, Mr. Robertson, I wish I had 
more time, in order to summarize our discussion in my own words, so 
as to be sure that what I understand the situation to be is that which 
you understand it to be also. 

Thank you. 

The CHarrman. Mr. Brown. 

Mr. Brown. I notice, Mr. Martin, on page 17 of your statement, 


you say it should be emphasized that this recommendation is made 


only for the purpose of removing existing inequities which have 
arisen in this field and not for the purpose of forcing par clearance 
upon banks that now charge exchange. 

You are suggesting doing away with the charging of exchange; are 


you not ¢ 


Mr. Martin. Mr. Robertson will answer that. 

Governor Ropertson. I don’t think so. I think par clearance, as 
such, is coming about, and nonpar clearance in a few years will be 
abandoned completely because it is contrary to the public interest. 
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But this particular provision would not prohibit the drawee bank 
from charging exchange if it otherwise could. All it will do will 
prohibit the collecting bank from absorbing exchange. 

Mr. Brown. The sum and substance of what you say here is that a 
bank cannot char ge exchange ? 

Governor Rogertson. No, it does not. It means that the bank can 
charge exchange, but a collecting bank can’t absorb it. It must remit 
exactly what it gets. 

The CuatrMan. Mr. Kilburn. 

Mr. Kitspurn. Mr. Martin, it is always a pleasure to have you and 
Governor Robertson before our committee. 

I can’t quite understand, on page 12, why your Board is for cumu- 
lative voting of national banks. Every time I have ever seen it 
operate, because some foul ball wants to force himself upon a board, 
then he goes out and talks about the bank, against the bank’s interest. 

On the other hand, I can’t im: gine any b: unk, where some de »positor 
has 10 percent, and if he be a good member of the board, why, they 
would be delighted to have him come on. 

Yet, this provision, this mandatory provision, makes it possible 
for somebody who in the past has been turned down for loans at the 
bank or something and through inheritance gets 10 percent, to force 
himself on the board and go in and hurt that bank, and why you 
make it mandatory, I can’t understand. I can understand where the 
bank wants it, sure. 

Mr. Martin. It is a matter of pee les. I will ask Governor 
Robertson to comment on it in a minute, but I think the foul ball that 
you refer to is one of our problems in a democracy. If he is really a 
foul ball, he ought to be removed b va section 30 prpeeeaines from the 
hoard ot direc tors, as being uns sound and not con tributin ao to the wel- 
fare of the bank. 

Now, generally speakin 
because there are two sides to it. 

I know a good many instances where I think minority stockholders 
have 1 Lot | performed as t] ey should but on the broad basi 


£ _ . a + ae > a 
OT cun nar Ve voting, 1 think the Board 


7 ® ? , . . —— 
o, we havent taken any firm position Ol) t 5 


1) nies 
A 
) 


} 
stands squarely behind the 
view the at, yy and large, the advantages are greater than the disad- 
valves. 


Now I will ask Governor Robertson to comment more at length 
on that. 

(governor Rosgt RTSON,. | would : Lv, Mr. 3 onore sssman, that there are 
instances, no doubt, in which an unworthy r individual has gotten him- 


self placed on a board of directors or has misused information in some 
way or other. and that is unfortunate. 


But [ have probably seen more boards of directors than most 
people. I have been in bank supervisory work for 25 years, and I 
nave met with many many directors. ] have seen many instances 


in which a board of directors has been spurred to much greater ac- 


tion by someone who comes on who wasn’t wanted by the little group 
that was in control, who owned the majority of the stock. 

It seems to me that as a matter of principles, it is very desir: ible, 
as evidenced by the laws of many of the States which authorize in 
other types of corporations the use of cumulative voting, that minor- 
ity shareholders have a say-so in the operation of a corporation, and 
[ see no difference between the ordin: ary corporation and a bank, ex- 
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cept that I think in the case of a bank it is probably even more im- 
portant, because they are dealing with other people’s funds. 

Mr. Kirsurn. That is why a foul ball on a board of directors—we 
had testimony here last y that, according to the people on the 
bank, that man forced hiaenell on the board and then went out and 
made public statements against the bank, that the management was 
poor, and that he didn’t trust the bank, and so on. And that fellow, 
[heard afterward, was turned down on a loan. 

Now, you say you can remove him. I am not sure, but that re- 
moval, I think is pretty difficult to bring about. 

Governor Roserrson. Perhaps for the very few cases that are in- 
volved, you need some sort of a statute which would penalize the 
individual for misusing the information in his possession, rather 
than making it impossible for any minority shareholder to be repre- 
sented on a board of directors, if the little group in the board of direc- 
tors don’t want him. And that is what happens, if you let the 
majority control. 

Mr. Kitpurn. Of course, my experience has been with country 
banks. In most country banks, they see an individual coming up 
in the community, who is a live wire and respected, and even if he 
doesn’t own any stock, they ask him to buy qualifying shares and 
they make him a director, and he helps the bank and community. 

Governor Rosertrson. That is right. 

Mr. Kinpurn. That is, those are the kind of people most people 
want to get on a bank board, not just someone who will make trouble. 

The CHatrman. Your 5 minutes have expired, Mr. Kilburn 

Mr. Patman. 

Mr. Parman. Mr. Chairman, I would like to preface the questions 
I shall expect to ask during this hearing with a statement which 
is not long, about the purpose of the bills. 

The stated purpose of these bills is to modernize and bring up to 
date existing statutes. The Senate report states that the commi- 
tee 


has had two fundamental purposes in mind: (1), to remove provisions * * * 
and (2), to add new authority where needed to meet modern-day conditions. 

In reality, these bills contain many changes in substantive law. The 
significance of a great number of these changes is not immediat ely ap- 
parent. It is apparent, however, that many of these changes are out- 
side the committee’s purpose. They are in the nature of ‘ ‘sleepe rs,” 
the effect of which the Senate committee did not perhaps appreciate. 

I am certainly not — ing the motives of any member of the 
other body; neither am | questioning the motives of the distinguished 
author of the bill on this side, the distinguished gentleman from 
Georgia, Mr. Brown. 

The general effects of the bills would be to create special benefits 
for the bankers. In short, the bills would permit the banks to make a 
great deal more profit, but without making corresponding increases in 
their services to the public. On the contrary, the increased banker 
profits would result from repeals of safeguards to the public interest. 

Some of the changes in these bills are quite far reaching and a little 
shocking. For example, throughout the Christian era, the banking 
laws of most civilized countries have contained limitations on usury, 
and, of course, our own National Bank Act contains very definite 
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usury provisions which clearly state maximum interest rates which the 
nation: il banks may charge. But the bills before us create a loophole 
in the usury law big enough for the whole banking system to slide 
through. 

We have long recognized the public interest in keeping the banks 
solvent and in prohibiting or limiting banking practices which are 
known to lead to a general state of insolvency. W idespread financial 
difficulties in the b: anking system quickly lead to crisis, crisis to panic, 
and panic to a breakdown of the whole economic organization. Our 
history is replete with these instances, and our banking laws contain 
safeguards against abuses of banking privileges which have triggered 
these panics. 

For example, present law limits the percentage of its capital which 
a national bank may invest in real estate, for the simple reason that 
real estate loans are the least liquid, and historically depressions have 
been triggered by the banks having too much invested in real estate. 
Yet the bills before us practically take the lid off real-estate invest- 
ment. 

Likewise, present law limits the percentage of capital which can 
be invested in any one class of commodity. The bills before us create 
several notable exceptions, and for commodities that are subject to 
perhaps the widest market fluctuations. 

To take another example, we know that when a general recession 
hits, consumer installment paper is among the first subject to general 
default. Yet, the bills before us take the lid off lending on consumer 
installment paper. We all like to hope that there will be no recessions 
in the future. But we have no assurance that we are now in possession 
of a magic formula which would prevent recessions; nor that the Con- 
gress and the administration would do the necessary things quickly 
enough and fully enough to make such a formula effective if we had 
it. 

The possibility of an economic setback should be considered against 
these facts. Today the banks are operating on a very low margin of 
safety. They have, by their own computations, an average of only 
$1 of capit: . and surplus per $20 of deposits, that 1s a ratio of 5 per- 
cent. Yet 10 percent of capital and surplus has traditionally been 
considered the minimum for safe operations. Furthermore, if an 
account were taken of the recent decline in bond prices, we would 
find that the actual capital to back up the banks’ investment of de- 
positors’ money is conside srably less than 5 percent. As to the ade- 
quacy of deposit insurance, the FDIC has only about $1.44 for each 
$100 of insured deposits. 

There are other provisions in ee bills which are of special benefit 
to commercial banks by limiting or excluding competition to these 
banks. For example, there is a amaviaian which would make it im- 
possible for Federal building and loan associations to have branches 
in about half of the States, although the commercial banks would be 
free to establish branches in most of these States. 

Since it is apparent that these bills contain many dangerous pro- 
visions, the committee should do either of two things. It should 
either remove from the bills all of those provisions which would make 
substantive changes in existing law, or 1t should take plenty of time 
to study all these changes very carefully, to make sure that the signifi- 


FINANCIAL INSTITUTIONS ACT OF 1957 33 


cance of each one is fully understood, and that all of the unwhole- 
some provisions are removed. 

Now, I assume my time has expired, Mr. Chairman, so I will wait 
until the next go-around to ask questions. 

The Cuarrman. Mr. McDonough. 

Mr. McDonovenu. No questions. 

The Cuatrman. Mr. Barrett. 

Mr. Barre tr. No questions. 

The Cuatrrman. Mr. Betts. 

Mr. Berrs. I would just like to ask a few questions, Mr. Martin, 
particularly with reference to section 29, the removal of directors 
and officers. 

In response to the questions that Mr. Kilburn directed to you about 
a director elected under cumulative voting and who went out and 
violated confidences, is that an unsound practice, under which a di- 
rector may be removed ? 

Governor Roserrson. The removal statute has been used in a very 
limited way, and consequently I do not have any body of precedent 
which would enable you to determine in advance what is an unsafe or 
unsound practice. 

This proposed change in the bill, itself, would change it from a 
continuing violation or activity to an existing violation or activity. 
It would eliminate the present requirement that the offensive activity 
be a continuing one. 

[ would, in my own opinion, be very sure that an unsound practice 
would be involved if a director were taking action in his own self- 
interest against the bank’s own interest and against the public good. 

Now, in order to determine whether or not a given situation would 
result in that, you would have to look at the particular facts. 

Mr. Berrs. The reason I asked that was because I gathered from 
the remarks that Chairman Martin made that that was one of the 
reasons for retaining the mandatory cumulative voting rule 

Governor Ropserrson. We certainly think that if it is an unsound 
practice, the director, like any other director, is subject to removal, 
and that would mean that he would be the subject of a complaint to 
the supe rvisory authorities and they in turn would ask us to take 
steps for removal. 


Mr. Berts. I think that is important to get in the record, because, as 
l, 


T recall, when we had hearings on this mandatory cumulative voting 
provision last year, that particular point was not brought out. 
(yovernor = BERTSON. I am sure it wasn’t brought out. But it 
rit ] lh) een 
ho | a 


“Tt shiek ts also wasn’t brought out, Mr. (C‘ongressman, t 
many many situations over the country, minority clirectors have ac- 
complished a oreat deal of eood in banks. It wasn’t brought out 
be: TiLsé 

Mr. Berrs. I would like to 

(governor Roperrson. Excuse me. 

Mr. Berrs. I would like to ask this point, not from the standpoint 
of cross-examination but clarification: 

Did your Board take this position the last time we had the matter 
up? 

Governor Ropertson. You see, this is not one that is primarily of 
our own interest, because it relates only to national banks. 
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Mr. Berrts. I know. 

Governor Rosertson. But we have taken the position throughout 
that the principle is sound; that Congress shouldn't act unless it is 
satisfied, after hearing all the evidence available—maybe there is evi- 
dence we don’t know about—after it has heard all the evidence as to 
whether the disadvantages of having cumulative voting outweigh the 
advantages. 

Mr. Berrs. Now, with respect to section 29, again, as I understand, 
the mechanics are that a charge is made against a director or official, 
and then a hearing can be had before the Board or a designated mem- 
ber thereof; is that right? 

Governor Rogertson. Well, in practice, our whole Board would 
reach its decision on the facts brought out at the hearing. 

Mr. Berrs. The purpose of appeal is from the decision of the 
Board; is that correct? 

Governor Rosertson. To the courts; yes, sir. 

Mr. Berrs. I am wondering if the section really provides that. As 
IT read the section, it really provides for an appeal from a hearing. 
It says nothing about an appeal from a decision. It seems to me thi at 
should be clarified. 

Governor Ropnertson. I don’t see how you could have 

Mr. Berrs. You would have to have both, wouldn’t you ¢ 

Governor Ropertrson. I think you do. 

Mr. Berts. I think the section only refers to hearings. It seems to 
me that is a technicality, because actually, what you contemplate is 
an appeal from a decision. 

Governor Rogsrertson. Absolutely so. 

Mr. Berts. Now, with respect to the remarks of the Chairman on 
pages 16 and 17, there apparently was some difference between the 
thinking of your Board and the FDIC on what does and what does 
not constitute interest. 

Do you have an amendment prepared which would satisfy your 
contention there ? 

Governor Ropertson. Oh, yes, sir; we have made specific recom- 
mendations as to language, which would do it. 

Mr. Berrs. I see. Could that be submitted to the committee / 

Governor Roprerrson. Oh, yes; definitely so. We would be very 
glad to. 

Mr. Berrs. And in connection with your remarks on page 17, about 
absorption and exchange, could you furnish for the record an example 
of the difference betwee nc harge for absorption and exchange ? 

Governor Rorertson. I would be glad to. 

Mr. Berts. That is all, Mr. Chairman, at this time. 

(The data requested above is as follows :) 


EXCHANGE CHARGES AND THE ABSORPTION OF SUCH CHARGES 


It has been requested that examples be given of the making of exchange charges 
and the absorption of such charges. 

Exchange charges.—The term “exchange charge” is sometimes used to mean 
different things in different situations. As used in discussions of par clear- 
ance, absorption of exchange charges, and similar matters, the term “exchange 
charge” is used to mean a charge made by a bank for remitting for a check drawn 
by its customer when the check is presented through the mails for payment. The 
charge takes the form of a deduction made by the bank from the face amount 
of the check. Banks which make such charges are known as nonpar banks. 
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To illustrate the workings of exchange charges, assume that John Smith, of 
Town A, wishes to pay a debt of $1,000 which he owes to Richard Jones, of 
Town B. John Smith draws a check in that amount on his bank, the nonpar 
bank of Town A, payable to Richard Jones. Jones receives the check and deposits 
it in his own bank, the depository bank of Town B. Depository bank may then 
send the check for payment directly to the bank on which it is drawn or it may 
send the check, along with other checks on banks in or near Town A, to a col- 
lecting bank in a large city near Town A. Usually it will do the latter. Assume, 
therefore, that depository bank sends the check to the collecting bank for collec- 
tion. The collecting bank will then mail the check to the nonpar bank for pay- 
ment. The latter bank remits payment for the check, but because it charges 
exchange at the rate of one-tenth of 1 percent, it deducts $1 from the amount 
of its remittance. Consequently, the collecting bank actually receives only $999. 

It is to be noted that this exchange charge which is imposed by the nonpar 
bank is different from a collection charge which might have been imposed by 
either the depository bank or the collecting bank for services in collecting the 
check. It also differs from a service charge which might have been made by 
the nonpar bank directly against its depositor, John Smith. 

Absorption of exchange charges.—Continuing the example given above, if 
either the collecting bank or the depository bank pays out of its own pocket all 
or part of the $1 charge which was levied by the nonpar bank, instead of passing 
the charge back to Richard Jones who received the check, the bank that does 
this could be said to have absorbed all or part of the exchange charge. Such 
absorption is usually done, if at all, by the collecting bank. It might have an 
understanding, for example, with depository bank that it will absorb exchange 
charges on checks sent by that bank to it for collection, provided depository bank 
maintains with it a sufficient compensating balance. Pursuant to this under- 
standing, the collecting bank may absorb the charge of $1 which it had to pay 
to the nonpar bank; the depository bank, therefore, receives full credit for the 
$1,000 face amount of the check; and it in turn credits Richard Jones with the 
same amount. 

The circumstances may vary with the principle remaining the same. Thus it 
may be that the collecting bank will absorb only a part of the exchange instead 
of the entire $1. It may not absorb any of the exchange, but the charge may 
be absorbed by the depository bank, and in that event, Richard Jones would still 
receive full credit for the amount of the check. As a matter of fact, however, 
exchange charges are seldom absorbed by a bank for its individual customers. 
The typical case is that given in the example above where the charge is absorbed 
by a city correspondent bank for a country bank which maintains a compensating 
balance with the city correspondent. 

The Cuatrman. Mrs. Sullivan. 

Mrs. Sutiivan. No questions at this time, Mr. Chairman. 

The CHarrMan. Mr. Hiestand. 

Mr. Hiesranp. Mr. Chairman, apropos of Mr. Betts’ question, Gov- 
ernor Robertson, wouldn’t you say that it would be perhaps harder 
and perhaps more embarrassing to the individual to have to institute 
removal proceedings than to allow a free election, instead of manda- 
tory cumulative voting, to prevent him getting on in the first place? 

Governor Ropsertson. I would say in a particular case that is prob- 
ably true, but by making it permissive, you would prevent hundreds 
of people from getting on who might be good, and I would say that 
on account of one individual, you ‘shouldn't take an action contrary 
to the public interest. 

Mr. Hiestanp. Do you concur in that, Chairman Martin? 

Mr. Martin. Ido. I have thought about this a great deal. I think 
there are advantages and disadvantages, but the broad principle, in 
my mind, is weighted in favor of the provision. 

Che Cuamman. Will the gentleman yield ? 

Mr. Hresranp. I shall be happy to. 

The CHatrmMan. Would the fact that the American Bankers Asso- 
ciation, and the Independent Bankers Association, have endorsed the 
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provisions in the bill with reference to cumulative voting indicate 
that they had a different experience than Governor Robertson with 
reference to this matter? 

Governor Rosertson. I would say that that — indicate that 
someone argued persuasively enough so that they came out with that 
conclusion. 

The difficulty is that in a case like this you never have anyone 
arguing from the contrary point of view. The few who are affected 
by some man getting on the board of directors whom they don’t like 
and who goes out and talks in a way that is not consistent with the 
bank’s position puts them in a spot where they can argue vehemently 
about this and no one argues against it, because in most cases they 
are all satisfied and they don’t realize, as a matter of fact, in many 
parts of the country, that this bill, as now drawn, would completely 
abolish cumulative ‘Voting in every instance, where a majority of the 
directors, of the shareholders rather, did not want it. 

Consequently, I am not overly impressed by the fact that the 
American Bankers Association and Independent Bankers Association 
have come out in favor of the proposal. 

The Cuarrman. That is the general sentiment of the banks of the 
country, isn’t it? 

Governor Rosrrtson. I don’t think it is, sir. 

The Cuarrman. Then the organizations don’t express the opinions 
of the members. 

Governor Rogertson. Perhaps that is not always the case. 

Mr. Hiesranp. Mr. Chairman, I would like further to comment, 
if I might, upon the objectivity of this rather comprehe nsive analysis 
and say that I am very muc :+h impressed with it, the point of view 
being clearly in the public interest rather than any other interest. 

I further would like to commend, while I have a minute, the policy 
of the Federal Reserve System in conservative restraint over the 
last some months, and ask if there is anything in this bill that would 
in any way restrict the Board in its policy, such as has been exempli- 
fied in the past 6 or 8 months—a very necessary and valuable policy 
as far as the country is concerned ? 

Mr. Martin. Nothing in this bill, as we see it, Congressman. 

Mr. Hrestanp. Do you see any likelihood of any amendments 
coming in that might in any way restrict the Board ? 

Mr. Martin. We know of none at this time. 

Mr. Hrestanp. Thank you very much. 

The Cuamman. Mrs. Griffiths. 

Mr. Grirrirus. Mr. Chairman. 

Under section 37 of title I, would it increase inflation to permit—— 

Governor Rosertson. Would you please repeat that ? 

Mrs. Grirrirus. You have stated here section 37 of title I would 
increase the maximum limits of national banks. 

Governor Ropertson. Yes, I see it. 

Mrs. Grirrirus. Is that inflationary ? 

Governor Rosertson. I think it would be. If you had an infla- 
tionary situation and the bank wanted to extend more credit, this is 
a very easy way in which it could do it, because its borrowing limit 
would be increased by almost 200 percent. 
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Mrs. Grirrirus. Well, then couldn’t you write in a provision that 
under certain circumstances, when the economy had reached a certain 
point, it would curtail such a right ? 

Governor Rosertson. I suppose you could do that. But it seems 
to me that it would be much easier not to grant the power in the 
first place, because I don’t think they need it. They don’t need that 
additional borrowing privilege. As a matter of fact, there is almost 
no bank in the country that ever reaches its present ceiling. 

Mrs. Grirrirus. Well, then how did this get in here? 

Governor Rosertson. Not by our recommendation. 

Mrs. GrirrirHs. Somebody must have wanted it. 

Governor Ropertson. Yes, I am sure that is so. 

Mrs. Grorrirus. Thank you. 

The Cuarrman. Mr. Henderson. 

Mr. Henperson. Chairman Martin, pursuing that question just 
one point further, what do you feel is the motivation behind that 
provision with regard to the enlargement of borrowing limits? I 
would like to know what is the reason behind it. 

Mr. Martin. Well, I can’t speak for the motivation, but I think 
it is obviously just to have access to more credit. 

Governor Robertson might want to comment more extensively. 

Governor Rosertson. I would think, Mr. Congressman, that your 
question should be addressed to those who proposed it. Because I 
don’t know what information they had behind them. 

I have attempted to go over the banking system as a whole in an 
endeavor to ascertain whether it is necessary. We don’t think it is 
necessary. We think it would be undesirable. 

Mr. Henperson. Do you know of any cases in the banking indus- 
try where it might be necessary ? . 

Governor Roperrson. No; I do not. There may be, but I do not 
know of them. ' 

Mr. Henperson. I mean, looking at it from the banker's point of 
view. 

Governor Rospertson. I have tried to do that, and I don’t see it. 

Mrs. Grirrirus. Will you yield? 

Mr. Henperson. Certainly. 

Mrs. Grirrirus. Would it get them out from under your control to 
a certain extent ¢ 

Governor Rosertson. To a certain extent, it would, because they 
wouldn't have to borrow from a Federal Reserve bank. 

Mr. Kitsurn. Will the gentleman yield ? 

Mr. Henperson. I yield. 

Mr. Kirnurn. What provision are you talking about? 

Mr. Henperson. Section 37 of title I. . 

Now, turning for a moment—on page 15 you make this statement: 

The Board, therefore, recommends that this legislation include at an appro- 
priate place a provision making all fiscal agency operations of the reserve banks 
specifically subject to supervision and regulation by the Board. 

First, could we have for the record a list of the more than 25 gov- 
ernmental agencies, in some 50 different capacities, in which the Fed- 
eral Reserve banks are now engaged full time in fiscal agency opera- 
tions ¢ . 
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Governor Rosertson. I have the list prepared but not in form to 
submit. I will submit it, however. 
(The information requested above is as follows:) 


AGENCIES FOR WHICH THE FEDERAL RESERVE BANKS AcT AS FISCAL AGENTS AND 
THE CAPACITIES IN WHICH THEY ACT 


Chairman Martin’s original statement was as follows: “An equivalent of more 
than 3,100 of the approximately 18,600 employees of the Federal Reserve banks 
are now engaged full time in fiscal agency operations on behalf of more than 
25 governmental agencies in some 50 different capacities.” 

The list of agencies for which the Federal Reserve banks act as fiscal agents and 
the capacities in which they act include the following : 

For Treasury Department 

Handle issuance, servicing, and retirement of Treasury issues (other than 
United States savings bonds). 

Handle issuance, servicing, retirement, and safekeeping of United States 
savings bonds. 

Maintain Treasury tax and loan accounts and hold collateral securities there- 
for. 

Maintain United States Treasurer’s general account. 

Process Government checks. 

Pay United States Government coupons. 

Receive and process deposits of withheld income, employment (social security), 
railroad retirement, and excise taxes. 

Verify and destroy unfit United States paper currency. 

Receive and forward to the Treasury reports of unusual currency transactions. 

Purchase and sell gold, silver, and foreign exchange for account of the stabili- 
zation fund; perform work incident to the operation of the stabilization agree- 
ment; and handle work incident to the purchase of silver pursuant to the Silver 
Purchase Act (New York only). 

Perform miscellaneous foreign activities such as certification of foreign ex- 
change rates, purchase and sale of foreign exchange for various Government 
agencies (other than the stabilization fund), and report data relative to foreign 
exchange transactions (New York only). 

Execute orders for purchase and sale of securities for account of the Treasury 
Department (New York only). 

Administer foreign assets control regulations. 


For Post Office Department 


Receive, punch in amounts, prove, and settle for postal money orders. 
Receive, prove, and account for surplus funds deposited by postmasters 
For Commodity Credit Corporation 
Receive notes, warehouse receipts, and producers’ loan statements; and make 
disbursements pertaining to cotton loan program. 
Handle similar matters pertaining to commodity programs other than cotton. 
Handle issuance, servicing, and retirement of Commodity Credit Corporation 
certificates of interest. 
For Department of the Army 
Department of the Navy 
Department of the Air Force 
Atomic Energy Commission 
General Services Administration 
Department of Agriculture 
Department of the Interior 
Department of Commerce 


Receive and function loan applications, make credit investigations, and collect 
interest and other fees on behalf of the guaranteeing agencies incident to the 
program for guaranteeing defense production loans under the Defense Produc- 
tion Act of 1950, as amended. 
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For Banks for Cooperatives 
Central Bank for Cooperatives 
Federal Deposit Insurance Corporation 
Federal Farm Mortgage Corporation 
Federal Home Loan banks 
Federal Housing Administration 
Federal Intermediate Credit banks 
Federal land banks 
Federal National Mortgage Association 
Production Credit Corporation 


Handle work relative to the custody, delivery, exchange, and redemption of 
securities and to the payment of coupons detached therefrom. 


For Housing and Home Finance Agency 

Receive securities from regional representatives of HHFA and provide custody 
therefor. 

Forward securities and coupons for collection and receive payment therefor. 
For Public Housing Administration 


Maintain records and handle safekeeping transactions in connection with 
Housing Authority bonds owned by the Administration. 


For General Services Administration 

Maintain records and handle transactions, including safekeeping, relative to 
the bonds and other valuables owned by the Administration. 
For Office of Alien Property 

Handle work in connection with receiving and releasing securities impounded 
under Executive order. 
For Small Business Administration (RFC loan pool) 

Handle work in connection with liquidation of assets of the Reconstruction 
Finance Corporation. 
For International Bank for Reconstruction and Development 

Handle the issuance, exchange, registration, transfer, and redemption of secu- 
rities of International Bank and the payment of coupons detached therefrom. 

Mr. Henperson. Now, do you have in writing any recommendation 
for an amendment making all fiscal agency oper: ations of the Reserve 
banks specifically subject to ey ision ¢ 

Governor Roperrson. Yes, sir, we do, and we will submit that. 
also. 

(The information requested above is as follows:) 


SUGGESTED AMENDMENT 


Section 11 of the Federal Reserve Act (12 U. S. ©. 248) is hereby amended 
by adding at the end thereof the following new paragraph: 

“(o) Notwithstanding any other provision of law, the operations of a Fed- 
eral Reserve bank pursuant to authority of law as fiscal agent, depositary, or 
custodian of the United States or any instrumentality thereof or of any other 
organization shall be subject to the supervision and regulation of the Board of 


Governors of the Federal Reserve System.” 

Mr. Henperson. And, finally, you made mention of repurchase 
agreements on page 14 of your testimony. 

Have those repurchase agreements been regarded as irregularities 
and more or less as outside of the authority ? 

Governor Rosertson. No, they have not. 

Let me say, with respect to repurchase agreements, that they have 
been used by the System for many years—20 or 25 years. Within the 
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System there are some of us who believe they are loans and others 
who believe they are purchases and sales. Certainly, our Legal Di- 
vision has come to the conclusion that this is a perfectly legal use of 
existing authority. 

The purpose of this provision would be merely to clear up any ques- 
tion which may exist with respect to the use of repurchase agree- 
ments. It must be said that they are a very useful device for putting 
in reserves and taking out reserves without cre: iting any big problem. 

You can do it through this sort of a medium in a way which helps 
develop the market, because you are helping a dealer carry a port- 
folio, which he has to do to make a market, and you are also doing 
it in a way so that it —— itically reverses itself at the expiration 
of some period within 15 days, because they are never made for more 
than 15 days. 

Mr. Henverson. Finally, where in this legislation is there any pro- 
vision or is there any possible loophole for usurious practices as 
referred to? Do you know of any? 

Governor Rozerrson. I don’t know of any. If there is any such 
thing, it must be in title I with respect to national banks. 

Mr. Henperson. That is all. 

Thank you, Mr. Chairman. 

The CHatrmMan. Mr. Vanik. 

Mr. Vanik. What specific public purpose would be served by the 
new provision in section 35 which prevents certain purchases from 
usurious limits / 

I am referring—— 

Governor Ropertrson. That really doesn’t relate to us. It relates 
to national banks. But I would like to deal with your question. 

Mr. Vantk. I would like to have the answer. 

Governor Rowerrson. Yes, sir, and I think you ought to get it from 
Comptroller’s office, because they have gone into it thoroughly. But 
I will be glad to give you my views. 

This is merely to put national a on a parity with other insti- 
tutions in acquiring obligations. I don’t think it has anything to do 
with trying to evade usury laws. 

Mr. Vantx. Is there any public service that is served by this lan- 
guage in the law? This is new language. It is a substantial chi ange. 
Would you say it improves the situation and is the public served by it? 

Governor Roserrson. Obviously, it was thought by the Comp- 
troller’s Office that the public would be served better bec: ause it would 
bring the facilities of national banks to the aid of a certain segment 
of business of the country, which it isn't able todo now. 

But I would pre fer that someone else argue that point rather than 
us. They would be better prepared. 

Mr. Vanik. Well, going to the next question, on section 36, on 
page 33, the section which is referred to in previous questioning, the 
language that provides that business loans made primarily in reliance 
of the borrower’s credit standing, and forecast of operations, shall not 
be subject to restrictions to real-estate loans. 

Governor Rogertrson. I would be glad to deal with this because this 
Bee I have lived with for years and years. 

Under the law as it is at the present time, a real-estate loan is a 
real-estate loan, regardless of what. So that if you have real estate 
pledged to secure a loan, it is a real-estate loan, even though that 
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real estate is completely incidental and remote, and that you are not 
really looking to that security. 

There are situations in which loans are based upon the produc- 
tivity of a business, but out of abundance of caution, perhaps, if you 
wish, you take a mortgage, the bank takes the mortgage on the real 
estate as well. It automatically becomes a real-estate loan when it 
shouldn't be regarded as such. 

The loan ought to be regarded as the kind of a loan it actually is, 
based on the productivity of that business, and that is what this is 
designed to do. 

Mr. Vanik. Well, wouldn’t it provide an advantage for a business 
investor in real estate, over and above any other group / 

Governor Rozertrson. Not in the least. All this does is to take away 
one limitation on the extent of the power of a national bank to lend 
on real estate as incidental security. 

Mr. Vanrk. Would it affect the liquidity of the national bank’s 
investment 4 

Governor Rosertson. To a very small degree. 

Mr. Vanrk. You see, the real-estate mortgage would be a long-term 
mortgage. 

Governor Roserrson. Oh, ves, sir. 

Mr. Vanix. That would affect the ability of the bank to recoup its 
assets. 

Governor Roperrson. Only in a theoretical sense, because you are 
not looking to that real estate. If you were looking to that real 
estate as collateral to that loan, and for repayment of the loan, it 
should be a real-estate loan. Ii isn’t. Furthermore, from the point 
of view of liquidity, you never can look at any one little item. You 
have got to look at the entire portfolio of the bank. 

Mr. Vanix. Why not let any individual borrow money, if you are 
looking to his entire portfolio; why are you concerned 4 

Governor Roserrson. You do, sir. You let anybody borrow money 
that the bank is willing to lend to. All you are saying is this partic- 
ular loan shouldn’t be limited by the real estate provision. 

Mr. Kinsurn. Isn’t it true that in a great many business loans you 
just take a collateral mortgage on real estate, for extra protection, 
and secondly, so that he can’t mortgage that property ae 

Governor Roserrson. It is to protect your real collateral in most 
instances. 

Mr. Vanik. That might be the case, but suppose it is to create lend- 
ing facilities which otherwise wouldn’t exist? Suppose the business 
credit of the institution borrowing the money was not sufficient to 
warrant the loan? Then the real estate collateral would be making 
possible a credit expanison that otherwise would not exist, isn’t that 
true ¢ 

Governor Roserrson. I don’t think so, sir. I think that the indi- 
vidual, if he needs the credit, is going to go to several banks,, as many 
many as he needs to get the amount of money. In this particular 
case, under existing law, he couldn’t go to a given bank, because it has 
too many real-estate loans. It could not legally make any more real 
— loans. So all you are doing is saying that in this particular 

vase, since you are really making your loan on the basis of other col- 
I ateral, not real estate, and merely taking that out of an abundance of 
caution, this need not be included in the limitation on real-estate loans. 
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Mr. Vantk. Well, the section doesn’t limit the consideration of 
real-estate loans to a collateral use, does it ? 

Governor Ropertson. It can’t be anything else, if I understand 
your question. You only take the real estate as collateral. You 
don’t acquire the real estate. 

Mr. Vantx. That is all. 

Thank you. 

The Cuarrman. Mr. Rutherford. 

Mr. Rurnerrorp. No questions at this time. 

The Cuarrman. Mr. Coad. 

Mr. Coap. No questions at this time. 

The CuatrMan. Mr. Breeding. 

Mr. Breepine. Yes, sir, Mr. Chairman. 

Mr. Robertson, doesn’t this bill provide for new changes for elec- 
tion of board me mbers and their le1 igth of service on this board ? 

Governor Rosertson. You mean on the Federal Reserve bank 
boards ? 

Mr. Breeptrne. Yes, sir. 

Governor Ropertson. Yes, sir; it does. It limits the length of time 
that they can serve on the boards. 

Mr. Breeptnc. Do you agree with the changes in this bill? 

Governor Roperrson. Very much so. I think it is very desirable, 
as a matter of fact. 

You see, we had situations where men have served on the boards of 
directors of Federal Reserve banks for many, many years. 

The same is true of the Federal Advisory Council, and they have 
served very well, excellently. 

But against that advantage you weigh the other side. What you 
try to do, on these boards of directors of Federal Reserve banks, is to 
get as widespread understanding of the Federal Reserve System as 
possible. You do that by getting as many people as possible really 
in a position to understand the Federal Reserve System. You do 
that if you curtail the period for which they can serve on the boards 
and bring in new blood all the time. We think the advantages of 
that outweigh the disadvantages, but there are certainly two sides to 
this question. 

We very definitely, the whole board, very definitely is in favor of 
these rotation provisions, both with respect to the IF ederal Advi isory 
Council and the boards of directors of the Federal Reserve banks. 

Mr. Breepina. I have a letter from a constituent in my district 
who is a director, I presume. 

Governor Ropertson. Yes, sir; it would be. 

Mr. Breepine. He is objecting to this change. 

Governor Ropertson. Yes, sir; that is right. 

Mr. Breepinc. Would it change the length of time and rotation ? 

Governor Roserrson. That would be a situation where a director 
has served 9 years, and he wants to run again for the next 3 or 4 or 5. 
It is perfectly normal and natural for a person to want to stay there. 
It is a very nice position to be in. And he has performed a service. 
I suspect I know the one you have in mind. 

Mr. Breeptne. Doesn’t this limit him to 2 years of service? 

Governor Ropertson. Six. 

Mr. Breepine. Has it been 12 years? 
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Governor Rosertson. It has been unlimited, and all we are trying 
to do is cut it down to six. 

Mr. Breepine. That is all, Mr. Chairman. 

The Cuamman. Mr. McV ey. 

Mr. MoVey. No questions at this time, Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Morrer. Thank you, Mr. Chairman. 

I will address my questions to both, without naming either Chair- 
man Martin or Governor Robertson. Either of you may answer the 
questions. 

The bill as presented here is primarily to recodify the various 
banking acts and the Federal Reserve Act, and as you have so very 
well indicated, there are many changes of substance in the bill, and 
I think that most of the testimony for and against will be directed 
to the substantive changes. 

Don’t you gentlemen ‘think that a better w ay of handling this matter 
would have been to consider one bill just covering the codification and 
changes, which were technical changes, or eliminated obsolete pro- 
visions, and to consider a separate bill or bills to cover the substantive 
matters? Wouldn’t that have been a better way of presenting this 
subject ? 

Governor Ropertson. There are very great advantages, of course, 
because if we had one which dealt only with eliminating the obsolete 
provisions and recodifying it, it would be a very simple thing to get 
through, and it was origins lly felt that that should be the purpose, 
but little by little, other. provisions got into it, and then, as you will 
remember, there was a general idea at the time that what we ought to 
have is a real study of the whole banking structure of this country, 
and that the substantive portions should be incorporated. 

Well, it has dragged and dragged and dragged, and finally you 
have what we have here. I wouldn’t undertake to say which legis- 
lative procedure would be better. 

Mr. Mcurer. I am in complete agreement with those who urge that 
these two things should be handled separately. Both results ‘sought 
to be attained should be attained. As a matter of fact, for several 
vears I have been putting in separate resolutions, one for what you 
might call a so-called monetary study, which would be an overall 
study of the substantive provisions, in connection with the economic 
conditions and banking conditions generally, and the other for a 
codification of the law. 

I had the same difficulty that every lawyer has, and as the members 
of the staff of the Library of Congress have. You go looking for a 
a and Lord knows where you will find it. You have pro- 

visions for organizations of new national banks, in the FDIC Act, and 
similar misplaced provisions. 

So when it comes to recodification, I think that should have been that, 
precise problem, and the two things should have been kept separate. 
We have them here together, however, and I suppose as we try to meet 
the issues presented, somewhere along the line someone is going to get 
into discussions of monetary policy, “and we are going to go off on a 
tangent and the whole bill may get lost. 

Governor Ronertson. I am afraid that is so. 

Mr. Mcirer. May I now try to get down to specifies of this bill ? 








44 FINANCIAL INSTITUTIONS ACT OF 1957 


On the question of your Advisory Council, don’t you think it might 
better give you a much wider diversification of opinion if, instead of 
having 6 consecutive terms of 1 year, you limited their terms on the 
Advisory Council to 3 years instead of 64 Wouldn’t you get more rata- 
tion and more diversity of opinion from the banking fraternity 4 

Governor Rozerrson. You would get a greater diversification of 
opinion and precaution, and what we tried to do in thinking this 
through was to be as reasonable as possible, and base our decision on 
actual experience. 

Actual experience shows that—from my point of view, and I sup- 
pose every member of the Board would have a different point of view- 
my point of view is that the first year that an individual service on the 
Federal Advisory Council, he is apt to be like a freshman Congress- 
man, I suppose: He sits back a little and it takes a little time before he 

eally starts to produce, to dig in and make a major contribution, and 

we felt that 6 years was a reasonable period, and we wouldn’t contend 
that it is the only period that would be right. It could be shorter or 
longer. 

Mr. Mutter. I am in complete agreement with you as to the length 
of time it takes a man to get acclimated to what he is called upon to do. 

What strikes me with reference to this, however , is that you suggest 
the Advisory Council service for 6 years, and you suggest the members 
of the boards of the Federal Reserve banks serve for 6 years. I am 
suggesting diversification there, so that you won't have the same people 
serving together. 

Governor Rozertson. I don’t quite see what you mean, because, you 
see, the boards of directors of the Federal Reserve banks are rotated. 
They don’t all serve for the same period and go off at the same time. 

Mr. Mutrer. That would answer the question. 

Governor Ropertson. Yes, sir. 

Mr. Mutrer. All I have before me at the moment is the provision, 
service of directors, and no reference to rotation. You limit them to 
2 consecutive terms of 3 years, which is 6 years. 

Governor Rozerrson. Well, the terms don’t coincide. 

Mr. Murer. Then that answers my question. 

Now, with reference to the business loans, I have enough practical 
experience to realize how often it is necessary to look for additional 
security. You may have a marginal loan, and if you had just a little 
bit additional security, the bank or any lender would feel that this 
would make it a good loan, and therefore he would say, “Let me have 
this mortgage on this property and that will give me the additional 
security I need to make this loan. 

That is fine in that kind of an instance, but in every instance the 
loan committee or the board of directors or lending officer is exercising 
business judgment, and while, by and large, they are honest, and doing 
a good honest job for the benefit of the stockholders and dey ositors 
and the general] public, what is to prevent a man who is besteinas a little 
bit the other way, a lending officer, or a loan committee, to say, “Well 
now, we can make this business loan. We can’t make that mortgage 
loan. Let’s combine them. We will actually exceed our limit of res al 
estate loans by doing it in this way, but this stratagem lets us do it. 

Don’t we, unless we put in some precautionary provisions, give the 
banks the opportunity to go beyond their limit of real estate loans, 
under the guise of business "Joans # 
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Governor Ropertson. I don’t think so, Congressman. I think what 
you do—and I may be prejudiced about this, because I look at it from 
the supervisory point of view rather than the banker’s point of view— 
in the absence of a provision like this, the banker is apt to go ahead 
and make the loan without the benefit of the additional real estate 
security. So it is a less sound loan than if they had had the protecting 
mortgage on real estate. I would be more concerned about that than 
I would be, that it be categorized as a real estate loan and thus be 
held w thin the limit of the real estate loans of the banks. 

The CuarrMan. The gentleman has concluded his 5 minutes. 

I would like to ask a question. 

Is it not a debatable question as to whether or not the experience 
a man has had by long service as a director outweighs the advantage 
you state, that more people would get knowledge of the workings of 
the Federal Reserve System if there were more directors? 

Governor Ropertson. It certainly is debatable. 

The Cuammay. It is a debatable question, isn’t it? 

Governor Rogertson. Very debatable. I can think of some people 
who have served for years and years. You couldn’t have found better 
men any place, and the contribution they made was great. But we 
have attempted to weigh against that the advantages of having more 
people develop a good understanding of Federal Reserve functions. 

Mr. Marri. Mr. Chairman, I might say I have just returned from 
a meeting of the Kansas City board that was held in Denver over 
the weekend, on Saturday, and there were differences of opinion on 
this matter among members of that board. I think the majority think 

that we are on the right track, but there were some differences of 
eee 

Che Cuatrman. To what extent have the banks made use of the 
privileges permitting them to make 20-year amortized loans on real 
estate? Could you give us some statistics on that? If you can, put 
them in the record. 

Mr. Martin. I will be very glad to. 

Governor Roserrson. I will be glad to give you the figures of the 
volume of real estate loans, but I might say that there is hardly a 
ational bank in the country which today does not have its real 
estate loans on an amortized basis r ather than the w: iv we had them 
20 vears ago, on an uni unortized basis. 

The data requested above is as follows :) 


TWENTY-YEAR AMORTIZED REAL-ESTATE LOANS 


In August 1955, an amendment to the United States Code and section 24 
of the Federal Reserve Act provided that national banks may now make “loans 
on real estate in an amount not to exceed 6634 percent of the appraised value 
ot the real estate offered as security and for a term not longer than 20 years 
if the loan is secured by an amortized mortgage, deed of trust, or other such 
instrument under the terms of which the installment payments are sufficient 
to amortize the entire principal of the loan within a period of not more than 20 
years.” (Limitation does not apply to loans insured under provisions of National 
Housing Act). 

As you will note, this provision with respect to loans relates to national banks 
and upon inquiry at the Office of the Comptroller of the Currency, we have 
been informed that they have no statistics with respect to the extent banks have 
made use of the privilege permitting them to make 20-year-amortized loans 
on real estate. 
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State banks, including member banks which are examined by the Federal Re- 
serve examiners, are subject to various State laws with respect to limitations 
on loans on real estate. 

The Cuamman. That concludes the questioning under the 5-minute 
rule. 

Mr. Patman. Will you call the members again, Mr. Chairman, or 
shall they ask for recognition ¢ 

Mr. Krrzurn. I have a short question. 

The CuarrMan. Mr. Kilburn. 

Mr. Kireurn. I just wanted to ask Mr. Martin, as head of the 
Federal Reserve System, if you were sitting on this committee, with 
this bill before you, and if there were some minor changes in it, 
such as you suggest, would you support it or not ? 

Mr. Marrrn. I would definitely support the bill; yes, sir. 

Mr. Kireurn. That is all. 

Mr. Berrs. Could I ask one short question, Mr. Chairman ? 

The Cuarrman. Mr. Betts. 

Mr. Berrs. Going back to the references I made about section 29, 
would you be in a position to tell us how many hearings there have 
been before the Board with respect to removal of officers? 

Governor Rosertrson. Very few, and you can almost count them on 
your fingers. I would have to look at the record to make sure, but 
it has been used almost not at all. 

Mr. Berrs. When was the last one; do you recall ? 

Governor Roserrson. There is one pending now, and that is all. 
Most of the time this has been on the basis of a warning, and a warn- 
ing is usually sufficient. You don’t have to go through the hearing. 
No one wants to be brought up before an organization on a charge of 
unsafe and unsound banking practice. 

The CHatrmMan. Mr. Patman. 

Mr. Parman. Mr. Martin, I want to ask you some questions about 
your statement, first. Now, on the expenditures for Federal Re- 
serve bank buildings, there will be no limit as to Federal Reserve 
buildings, will there ? 

Mr. Martin. No, sir. 

Mr. Patrman. And this bill would take the limit off the branches, 
too! 

Mr. Martin. That is right. It would be capitalized. 

Mr. Parman. I notice the Senate committee said that the money 
you will spend is the Federal Reserve’s money, anyway. Don’t you 
consider this Government money, Mr. Martin ? 

Mr. Martin. I most certainly do. 

Mr. Parman. In other words, the money that is used to build build- 
ings is Government money ? 

Mr. Martin. Well, it is money which is capitalized for this pur- 
pose. Now, it is very difficult to define. All money is Government 
money. 

Mr. Patrman. Well, I will get back to that later, as I have several 
questions along that line. 

Now, as to the provision which would require the Federal Reserve 
to pay into the Treasury 90 percent of its profits. If you will recall, 
when the act was up in 1935, I offered an amendment to do that, and 
the amendment was adopted, but, before the bill got through, the 
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section to which that amendment was tied got lost, and the provision 
yas not put into the law. It should have been there, and I think you 
are right in asking that it be put in. 

I wonder, howev er, since you have about three-quarters of a billion 
dollars in the surplus fund of the Federal Reserve banks, why you 

vant 10 percent more each year. What will you do with it? It 
doesn’t serve any purpose. It is idle, unused. What do you want 
to put it aside for? 
rovernor Ropertson. May I answer that? 

Mr. Patman. Certainly. 

Governor Ropserrson. There is no magic in any 90 percent or 10 
percent or anything else. 

Mr. Parman. W Thy do you want any percent? Why do you want 
any amount, as long as you have a certain amount in the surplus fund 
of abank? Why are you not s: atisfied with that? Why do you want 
to keep piling up more money, which is unused and doesn’t serve any 
purpose ¢ 

Governor Ropnerrson. The only thing we were trying to do here 
was to follow out the original concept of the statute. It did provide 
for a surplus. This contemplates building up the surplus, not be- 
cause you needed it today but because you might need it some other 
time. 

Mr. Parman. What would you need it for? 

Governor Rosrertson. I can’t imagine. I hope there is never a 
situation to need it. 

Mr. Parman. To keep you from coming back to Congress for an 
appropriation; that is the only thing. 

Governor Rosertrson. Oh, no; we would never have to come back for 
appropriations. 

Mr. Parman. Well, you would if you ran out of funds. 

Governor Ronrrtson. We are not going to. 

Mr. Parman. You almost did at one time. 

Governor Ronertson. Well, we will never have another such situa- 
tion. 

Mr. Parman. You have too much money piled up 

Governor Ropertson. Maybe that would be a aad purpose to serve, 
so we wouldn’t have to come back. 

Mr. Parman. Maybe we should make it possible for you to pay a 
hundred percent into the Treasury, as long as there is a surplus equal 
to a specified amount in each Federal Reserve bank. Don’t you think 
that would be reasonable ? 

Governor Rorerrson. We suggested this in the alternative, as you 
know. We suggested we be authorized to turn over to the Treasury 
amounts, or put it in franchise tax, and that was the one selected. 
We don’t care which way it is. We think the money must go to the 
Treasury. 

Mr. Parman. Now, as to the merger provisions- 

Governor Rorertson. The alternative suggestions are in the recom- 
mendations which the agencies made. You will find it in those. 

Mr. Parman. As to the merger provisions, these are for the pur- 
pose of placing in the Federal supervisory b: anking agencies the power 
to determine whether or not there is a merger; isn’t that correct ? 

Governor Rorerrson. Whether a merger can be consummated. 
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Mr. Parman. Does that prohibit the Department of Justice from 
instituting a suit to prevent a merger, in a case where it feels that the 
merger is in violation of the law? 

Governor Ronertson. No; the Department has that right today, un- 
der the Clayton Act. 

Mr. Parman. I am not talking about that. I am talking about if 
this is enacted, does this bill take the place of the antitrust law ? 

Governor Rosertson. It certainly doesn’t take the place of anti- 
trust laws. I did not say that the antitrust laws are not applicable. 

Mr. Parman. Are not applicable? 

Governor Rosertson. That is right. 

Mr. Parman. Well, there are some laws that are applicable now. 

Governor Rosertson. In part. The Clayton Act is applicable only 
to stock acquisitions. 

Mr. Parman. It is referred to as an antitrust law. 

Governor Rosertson. That is right. 

Mr. Parman. Here you provide that the Attorney General may be 
consulted, but you do not require that he be consulted, nor do you give 
him power to bring suit. 

Governor Rosertson. That is right. 

Mr. Parman. So the effect of it is to take it out of the Department 
of Justice and place it under the Federal supervisory banking 
agencies. 

Governor Rogertson. That is not true. We take nothing out of the 
Department of Justice. 

Mr. Parman. Well, the way it is now, the Department of Justice has 
power with respect to the merging of financial institutions. 

Governor Ropertson. It would have exactly the same power later. 

Mr. Parman. I know, but you have a setup here in which the At- 
torney General is only conferred with. 

Governor Rosertson. Not necessarily. 

Mr. Parman. But you stated here he will be. 

Governor Roperrson. He can be. 

Mr. Parman. Maybe. 

Governor Ropertson. Maybe; in the discretion of the agency. 

Mr. Parman. Knowing what good fine public-relations people you 
are, I know you wouldn’t overlook that. You would get him right in 
there and make him a party to it, and he wouldn’t bring any suit. But 
I think the effect of it is to put into the Federal supervisory banking 
agencies all the power concerning mergers. I think that would be the 
net effect, 

Now as to the auditors, who selects them ? 

It is a fact that the Federal Reserve System has never been audited 
by an outside auditor, is it not, Mr. Martin ? 

Mr. Martin. I will ask Governor Robertson to answer this. Ihave 
been commenting on this for years. 

Mr. Parman. I wanted you to answer that, because I have asked 
you the question before, and I know what your answer will be. 

Mr. Martin. Go right ahead. 

Governor Ropertson. Never in recent years by an outside auditor. 

Mr. Patman. In fact, you didn’t have any audit of the Board until 
IT jumped on you a few years ago. 

Governor Rozerrson. Not until we both came over to the Board. 

Mr. Patman. That is right, about 4 years ago 
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Mr. Marri. Six years ago. 

Mr. Parman. The first audit of the Federal Reserve Board was 
made at that time? : 

Mr. Martin. Oh, no; we were audited, but the outside auditor was 
5 year's ago. 

Mr. Parman. I don’t consider him an outside auditor, if you select 
him and give him his instructions. I have never seen these instruc- 
tions, although I have asked for them. 

Mr. Martin. We sent the instructions up to you. 

Mr. Patrman. I never did receive them. 

Governor Ropsertson. We will cure that. 

(Instructions discussed above are as follows:) 

BOARD OF GOVERNORS, OF THE 
FEDERAL RESERVE SYSTEM, 
Washington, D. C., November 7, 1956. 
ARTHUR ANDERSEN & Co., 
Washington, D. C. 

GENTLEMEN: It is requested that your firm undertake, as promptly after 
January 1, 1957, as is convenient, an audit of the books and accounts of the 
Board of Governors of the Federal Reserve System for the year 1956. 

As in previous audits, no restrictions have or will be placed by the Board 
upon your firm as to the scope of the audit or the manner in which it is to be 
conducted, and you will make the audit as extensive and in such manner as 
appears to you to be desirable in accordance with generally accepted auditing 
standards. Compensation will be on the same basis as for the audit for the 
year 1955. The Board will appreciate written confirmation that you will under- 
take the audit on these terms. 

The suggestion has been made from time to time that the firm selected by 
the Board to audit its accounts be changed every 3 or 4 years. The Board is 
inclined to agree with this suggestion and it may be that another firm will be 
selected for the 1957 audit. A decision to employ another firm would not in 
any way reflect on the audits made by you because they have been entirely 
satisfactory ; rather, it would reflect a desirable policy for the Board to follow 
as the central banking agency of the Federal Government. 

Sincerely yours, 
Wm. McC. MarTIN, Jr. 

Mr. Parman. The Federal Reserve System has never been audited 
by the General Accounting Office or any outside auditor appointed 
by someone else. 

Governor Roserrson. That is very fortunate. 

Mr. Parman. It is a self-audit, not an outside audit, and it involves 
hundreds of billions of dollars. With no appropriations needed from 
the Congress, you don’t have to go back to Congress for anything, 
according to your peculiar setup. I hope to bring this out in these 
hearings and to show some of the things about the Federal Reserve 
System that you don’t tell, even when you say that you want a gen- 
eral underst: anding of the Federal Reserve System, w hich there should 
be. I believe in the Federal Reserve System, but there are a lot of 
things about it that you are not telling, and a lot of things about it 
that I think are important for the people and the Members of Con- 
gress to know. 

Now then, about the repurchase agreements : 

There might be two kinds, Mr. Martin, and I would like to know 
which kind you have reference to. 

One kind, I assume, is where the member bank sells to the Federal 
Reserve bank and retains the right to repurchase; and the other is 
where the Federal Reserve bank can sell to the member bank with 
the right of repurchase. 
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Are those two instances correctly stated or are they incorrectly 
stated ? 

Governor Rogertson. The second one never exists. 

Mr. Parman. The second one never exists ? 

Governor Rosertson. That is right. 

Mr. Parman. In other words, the Federal Reserve bank never sells 
to the member bank with a repurchase right ? 

Governor Ropertson. Never. 

Mr. Parman. Well, we have our definition straight. It is only in 
cases where the member bank sells to the Federal Reserve bank and 
retains the right to repurchase. 

Governor Rosertson. As a matter of fact, it never happens in the 
case of a bank. It always happens in the case of a dealer in Govern- 
ment securities. 

Mr. Parman. A dealer in Government securities. 

Governor Ropertson. Yes, sir, the man who is making the markets 
for Government securities. 

Mr. Patman. You mean he deals with the Federal Reserve bank. 

Governor Rozertson. Definitely so. The Federal Reserve bank will 
take the Government securities from him under a repurchase agree- 
ment and provide him with money. 

Mr. Parman. Do you mean dealers who are not bankers? 

Governor Roperrson. Nonbank dealers, that is right. 

Mr. Parman. I am learning something. I thought the Federal Re- 
serve was a bank for bankers. I didn’t know it was a bank for 
others. 

Governor Rorertson. The Federal Reserve has two functions in 
this field. What it does is provide service for member banks, and 
also helps to provide a Government securities market. 

Mr. Parman. You mean in aiding in oe open market ? 

Governor Ropertson. It is part of the Open Market Committee’s 
oper: itions. 

Mr. Parman. Part of the Open Market operations ? 

Governor Ropertrson. Yes, sir. 

Mr. Parman. But there is no supervision of that Open Market op- 
eration, is there, like the SEC jurisdiction over a number of markets? 
There is no supervision over this market, is there? 

Governor Rorerrson. Probably the best supervision that ever 
existed. 

Mr. Patman. Who does it? 

(;overnor RoBERTSON. The Federal Reserve Sy stem, itself. 

Mr. Parman. Now, the Open Market Committee is in the New York 
bank, isn’t it? 

Governor Ropertson. The desk is in the New York bank. 

Mr. Parman. Who is at that desk, somebody selected by the Fed- 
eral Reserve Board or somebody selected by representat 1 es of the pri- 
vate banks in New York? 

Governor Roserrson. That is a very misleading statement of your 
question. The answer to you nee is this- 

Mr. Parman. You don’t oe is a true statement ? 

Governor Roperrson. No; it isn’t true. 

Mr. Parman. Let’s see if it as) true. 

Governor Rosertson. If I may answer your question, the individ- 
ual who sits on the desk is selected by the Federal Reserve Bank of 
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New York, but he must first be approved by the Open Market Com- 
mittee, a majority of whose members are members of the Board of 
Governors of the Federal Reserve System. 

Mr. Parman. I beg your pardon ? 

Governor Rosertson. A majority of the members of the Open Mar- 
ket Committee— 

Mr. Parman. That is right, but that is only for approval. You 
have just the veto right. I am not attacking this gentleman. But 
I am telling you that the system is such that you don’t have the power 
even tu appoint the person who runs this big operation involving bil- 
lions of dollars a year. He is appointed in ‘New York by represent: i- 
tives of the private banks of that Federal Reserve district, and he 
runs this great, huge Government operation of billions of dollars every 
year. If anyone should happen to have knowledge of what is going 
to happen the next day in this Government bond market, he could 
make millions of dollars, and yet you have no regul: ations as to se- 
crecy, and probably over a hundred people know what is going to 
happen. 

Do you think any of those hundred people wouldn’t tell? I don’t 
know. But if they were a hundred Members of Congress, I wouldn’t 
guarantee it, because we are inclined to talk; so there is no protection 
in the open market that you mention. 

In the Senate hearings I notice, Mr. Robertson, you stated that 
about 3,300 enplares of the banks were engaged in taking care of 
the operations for 25 agencies of the Government. 

This morning I afr iced that Mr. Martin said that 3,100 of the ap- 
proximately 18,600—there is no material difference—— 

Governor Rozserrson. The number of employees has dropped down. 

Mr. Parman. Yes, sir; that is not material. The point is, these 25 
agencies pay the Feder: I Reserve System for carrying chee ks and for 
all other services rendered by the Federal Reserve banks; don’t they ? 

Governor Roserrson. No. The Federal Reserve banks do perform 
services for the Government on a reimbursable basis as well as with- 
out charge. 

Mr. Parman. Well, name the services that are without charge. 

Governor Roserrson. I would be very glad to, because it is the sub- 
stantial part, and the part which has been overlooked by many people 
who have made statements on this subjec L. 

The Federal Reserve banks, in serving the Government, in the 
whole check collection operation, do so on a cost-free basis. 

The same extent to which commercial banks deal with their de- 
positors on a cost-free basis, the Federal Reserve banks deal for the 
Government on a cost-free basis. But comparable to the situation 
where a trust department of a bank acts as agent for a depositor, 
or to the extent to which it provides services by acting as agent, so in 
the case of the relationship between the Federal Reserve banks and 
the Government, the Federal Reserve acts on a reimbursable basis, 
and that aetins to about $18 million a year. 

FMEA A. I don’t a to continue on that question because I 
want to go over briefly these other questions first and then come 
back to it later. I a a lot to say on the other side of what you 
have said, Mr. Robertson. I am not disputing what you say, but 
there are some things about it that I don’t understand. 
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Now, on the question of demand deposits, owners of deposits on 
demand have not been receiving interest since 1933. Since the Bank- 
ing Act of 1933, it has been unlawful to pay interest on a demand 
deposit. That law has continued on, and the language is very well 
surrounded. “No member bank shall directly or indirectly, by any 
device whatsoever, pay any interest on any deposit which is pay: ible 
on demand.” 

That is supposed to include interbank deposits, too, is it not 

Governor Roserrson. Any sort of demand deposit would be in- 
cluded. 

Mr. Parman. Do you mean to say that banks that now deposit with 
other banks don’t receive anything in return for those deposits ? 

Governor Rogertson. I certainly do not. I don’t contend that at 
all. What I really contend is that this statute is completely unen- 
forceable. 

Mr. Parman. Isn’t it better to have it as strict as it is than to 
change it as you suggest where it will still be possible to furnish park- 
ing facilities, to have checks printed, and maybe to grant loans at a 
reduced rate? You would have no law at all that way. Why not take 
the whole thing off and let the banks pay interest on demand deposits ? 

Governor Rorertson. I am not sure that that wouldn’t be right. 

Mr. Parman. You are not advocating it? 

Governor Roserrson. No. 

Mr. Parman. It seems to me that between the two the payment of 
interest on demand deposits would probably be preferab le, because it 
seems to me that the reason for which it was prohibited doesn’t exist 
now. As a matter of fact, I thought it was temporary when it was 
put into the law. I didn’t think it was intended as a permanent law. 
I thought it was a temporary measure, and I think other people felt 
the same way about it. 

It looks rather unusual, where people are advocating a private en- 
terprise system that the statute books a te unlawful to pay in- 
terest to somebody for using his money t hardly seems consist- 
ent. So rather than to do what you centle men he ave suggested, I sug- 
gest perhaps we take this prohibition out entirely and let banks pay 
interest on demand deposits. 

Mr. Mcxrer. Mr. Patman, may I suggest you get Mr. Martin’s and 
Mr. Robertson’s opinions on that. 

Mr. Patman. Mr. Martin, how do you feel about permitting interest 
to be paid on demand deposits ? 

Mr. Martrn. I think you ought to look into the history of this and 
recall that Senator Glass was the one who worked on this, and the 
reasons that were given at that time for prohibiting the payment of 
interest—and I think this is something that ought not to be done with- 
out very careful consideration. 

Mr. Parman. I agree with you. But I am convinced—and TI think 
you will agree with me—that the main reason was that then we had 
so many banks that there was unhealthy competition among them, 
in trying to acquire demand deposits. They were bidding so high 
that they sometimes jeopardized the security of their respective banks 
in doing so. 

Mr. Martin. That is correct. 

Mr. Parman. But that situation doesn’t exist now as it did then, 
beeause I think there is more of an understanding among banks as 
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to what they can do and what they cannot do in their mutual self- 
interest. 

Now, you were talking a while ago about being out at Kansas City. 
I just want to take last - year’s report and analyze it from the stand- 
point of Kansas City. 

Well, I don’t have Kansas C ity, but I have Dallas, which is right 
next to it. 

Mr. Martin. It is a long distance from Kansas City. I didn’t get 
down there. 

Mr. Patrman. Let’s see about their earnings, about how much they 
need, and what their requirements are. 

It is stated here that last year the total earnings of the Dallas bank 
were $23,543,065. 

That sounds like a pretty big business, and would justify officers 
getting paid $375,000 and employees, $3.5 million. It looks like a 
pretty big business. But when you consider that out of that $23,543,- 
065, nearly all of it came from one source, and that was interest on 
United States Government securities. In fact, $22,699,000 came from 
interest on such securities. What did the Dallas bank do that re- 
quired any discretion or effort or work on the part of any person 
down there to collect that $22,699,000 ? 

Mr. Marri. The Dallas bank has performed yeoman service 

Mr. Parman. I am talking just about this one item, Mr. Martin. 
What did they do toward earning this amount of money that required 
the moving of a finger or use of a brain cell, or in other words, any 
discretion or judgment of any kind whatever ? 

Mr. Marry. Mr. Patman, the president of the Dallas bank has 
been a regular attendant at the Open Market Committee meetings. 

Mr. Parman. You are not answering the question, Mr. Martin. 
You know this hearing is going to be very long unless you are 
responsive. 

Mr. Martin. I am trying to be as responsive as [ can. 

The Cuamman. Answer the question in your own way. 

Mr. Martin. The president of the Dallas bank comes on every 3 
weeks. We receive from the directors of that bank straws in the 
wind with respect to conditions in the area, and their ineiandes with 
respect to general business conditions, and we sit around, all of us, 
every 3 weeks, and consider what our operations on the open market 
ought to be. 

Now all of that is a part of—what the earning factor is, all of that, 
there is nothing in the Federal Reserve System that you can just pin- 
point and say, “This is allocated to that,’ unless you are talking 
about the guard service, or some static operation. 

We are operating a system here, as 1 keep emphasizing, where we 
are trustees for the money supply of the country. 

Now, on the Dallas banks’ contribution, you have pin- pointed them 
and trying to put them on a pro-rated basis. I don’t think it can be 
put in terms of $22 million or $1 million, but they have certainly con- 
tributed on that basis, in my judgment, to the Open Market Com- 
mittee’s operations in Government securities. 

Mr. Parman, That is your answer? 

Mr. Martin. That is my answer. 

Mr. Patman. So he hasn’t moved a finger to earn this money. Now, 
isn’t that a fact ? 
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Mr. Martin. Well, now—— 

Mr. Parman. Just a minute. Isn't it a fact- 

Mr. Martin. Well, now, he moved his head, not his finger. 

Mr. Parman. Well, he moved it here in Washington, where it 
didn’t count. Up there in New York is where it would count. 

Mr. Martin. On, no; that is an allegation, Mr. Patman. The 
Open Market Committee has been actively directing the manager of 
the account, and has been very careful in the directives it gives. 

Mr. Parman. Isn’t it a fact, Mr. Martin, that the Open Market 
Committee has charge of all the bonds of all 12 banks, which the man- 
ager handles, and that no bank can buy or sell any bonds of any kind? 
The manager handles every one of them. He buys and sells for each 
bank, and he pro rates to each bank the amount of interest earned 
from those Government bonds. Isn’t that correct. 

Mr. Marrin. Each bank could, but they don’t. It is a matter of 
delegation to the New York bank, where we have placed the open 
market account. 

And to revert to your earlier question, the manager of the account— 
I have repeatedly testified, as you know—and I think that some day 
we may change that operation, where the manager of the account will 
be selected by the initiative of the Open Market Committee, and then 
approved by the board of directors of the New York Reserve bank; 
we are presently discussing that with the New York bank, and may 
work that out. But practically, the control of the manager of the 
account is clearly in the hands of the Open Market Committee, and 
not in the control of New York bankers or the Board of the New York 
Reserve bank. 

Mr. Parman. Well, who pays him ? 

Mr. Marrin. He is _ like all the rest of us in the system. 

Mr. Parman. By the New York bank. 

Mr. Martin. But the New York bank is an integral part of the 
Federal Reserve system. 

Mr. Parman. Yes, sir; that is correct. And he has complete 
control. 

Now then, Mr. Martin, out of that $23 million plus that the Dallas 
bank is supposed to have earned last year, $22,600,000 came from 
initerest on the Government bonds controlled in New York, over 
which it had no control and which it didn’t have to touch, to clip any 
coupons or to do anything else. It just received that much money 
without putting forth any effort. 

Now then, it did perform some duties in addition to that. It col- 
lected $13,264 for something, and it collected $830,142 on discounts 
and advances. But on investigation I find that all those discounts and 
advances were made on Government securities, except for $13,264. So 
it required no discretion on the part of anybody to make advances on 
Government bonds. I would consider that a slide-rule operation 
which a clerk could do. 

The only part where they exercised discretion was on two items, 
advances of $13,000 and $830,000 where Government securities were 
not used as security. 

Now, I will admit there has been discretion used as to those two 
items. But you have expenses of the Dallas bank aggregating about 
$6 million for last year, but it charged certain agencies of the Govern- 
ment a million dollars, which reduces it to $5,620,000, 
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Now, these statements of the Federal Reserve Board, covering the 12 
Federal Reserve banks, shows that 96 or 97 percent of all the earnings 
of all the Federal Reserve banks comes from interest on Government 
bonds. 

Now, Mr. Martin, in acquiring those bonds for the 12 Federal Re- 
serve banks, isn’t it a fact that you don’t use as backing for the money 
which you exchange for those bonds, for instance $23 million worth for 
the Dallas bank, you didn’t use the reserve of the member banks; did 
you! 

" Mr. Martin. That is correct. 

Mr, Parman. You did not use the capital stock of the member 
banks; did you? 

Mr. Marriy. That is correct. 

Mr. Parman. You did not use the reserves or the surplus funds of 
the member banks? 

Mr. Marrin. That is correct. 

Mr. Parman. Isn’t it a fact that the only thing you used was money 
that you created which, of course, you have a right to do under the law? 
You created $23 million in Federal Reserve notes. Whether you 
actually transferred them physically or not, the result was that you 
created that much in Federal Reserve notes and traded them for 
United States Government bonds. That is correct; is it not? 

Mr. Martin. That is one way of stating it. 

Mr. Parman. Now then, how do you distinguish between that and 
a hypothetical situation like this: 'T he Chairman, here, has a thousand- 
dollar mortgage on his home—which he doesn’t, this is just a hypo- 
thetical question—and the chairman trusts me to take a thousand 
dollars of his money, which he gives me from his pocketbook, and he 
says, “Take this money to John Doe, who holds the mortgage on my 
house, and pay off my mortgage.” 

I take the chairman’s thousand dollars and I go pay John Doe that 
thousand dollars, and John Doe hands over the mortgage to me, which 
then I keep and thereafter I charge the chairman interest every year, 
just as though that mortgage re: ally belonged to me and the chairman 
had not paid it off. 

How do you distinguish between the two transactions, Mr. Martin ? 
In other words, why should you be allowed to create and issue a Gov- 
ernment obligation—a United States Government promise to pay 
and to take that obligation and buy with it another Government obli- 
gation which bears interest, just as the chairman’s mortgage bears 
interest, and instead of canceling that interest-bearing obligation, you 
keep it and charge the Government interest on it, which the taxpayers 
have to pay, amounting to about $600 million a year. 

Will you tell us what the difference is between the two cases, and w hy 
one is right and the other wrong / 

Mr. Martin. I can only do that, Mr. Patman, by going back to what 
our currency system is. 

Now the base of our currency is gold. We went on the gold stand 
ard in 1873. 

We did not have a managed currency preceding the Federal Reserve 
Act. The Federal Reserve Act was a major change in the handling 
of our currency, in 1913 

Now under the Federal Reserve Act, the Federal Reserve can create 
money, it can create money within the limits that the notes which it 
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uts out—the Federal Reserve notes—previously notes could be issued 
A individual commercial banks, but since that time almost 85 percent 
of the notes in circulation are Federal Reserve notes—it can issue with- 
in the limits set by Congress, it can create money so long as the note and 
deposit liabilities of the Federal Reserve System do not exceed 25 per- 
cent of its holdings of gold certificates—not gold now, because since the 
Gold Reserve Act of 1934, we can only have gold certificates. 

Now the creation of money, in that sense, should not be without limit, 
nor should be the credit that we are trying to supply here—we are 
trying to regulate this money supply in such a way that we can have it 
related to the supply of goods and services so that it fac ilitates high 
levels of employment and stable prices, rather than upsetting them. 

That is the only answer that I can give to that type of question, be- 
cause the mere fact that we use securities as backing for notes is not 
similar to an illustration of borrowing a thousand dollars—and I am 
sure I would certainly trust the chairman, as you would, completely 
on that—is not the question that you are really asking. You are talk- 
ing now about mechanics. 

Mr. Parman. Yes;Ilam. Iam not impugning anyone's motives. 

Mr. Martin. I am talking about credit policies. 

Mr. Vanrx. Mr. Chairman. 

Mr. Mutrer. Mr. Chairman, it is now after 12. I know many of 
us have some questions after Mr. Patman gets through. 

When do you propose that Mr. Martin and Mr. Robertson will come 
back. 

Mr. Martin. Mr. Robertson cannot come back, but I will be at your 
service as long as you want, Mr. Multer. Mr. Robertson is working 
on Operation Alert, the Defense Mobilization effort at the moment, 
and cannot return. 

Mr. Murer. I donot mean today. But the House is in session. 

The CuatrmMan. The House is now in session, and there are some 
bills in which we are interested on the floor. 

Mr. Parman. Mr. Chairman, may I have permission to insert into 
the record anything that is germane to my questioning of the witness, 
without making the request every time / 

The Cuamman. Have you decided they are germane ? 

Mr. Parman. Certainly. 

The Crairman. If they are pertinent, you may insert them. Mr. 
Martin, you can return tomorrow; can you not? 

Mr. Martin. Yes, sir; I am at your service as long as and whenever 
you want me. 

The CHamman. We will adjourn to reconvene tomorrow at 10 
o'clock. 

(Whereupon, at 12:10 p. m., the committee adjourned to reconvene 
Tuesday, July 16, 1957, at 10 a. m.) 
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TUESDAY, JULY 16, 1957 


Houser or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) pre- 
siding. 

Present: Chairman Spence, Messrs. Brown, Patman, Multer, Mrs. 
Sullivan, Mrs. Griffiths, Messrs. Ashley, Vanik, Coad, Breeding, Talle, 
Kilburn, Widnall, Betts, McVey, Bass, Seely-Brown, Henderson, and 
Chamberlain. 

The CuarrmMan. The committee will be in order. 

Mr. Parman. Mr. Chairman. 

The Cuarrman. Just a minute. 

I want to ask Chairman Martin a question. 

Mr. Martin, what authority has the Federal Reserve Board now 
with reference to mergers ¢ 


FURTHER STATEMENT OF CHAIRMAN WILLIAM McC. MARTIN; 
ACCOMPANIED BY WOODLIEF THOMAS, ECONOMIC ADVISER; AND 
D. B. HEXTER, ASSISTANT GENERAL COUNSEL, ON BEHALF OF 
THE BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM 


Mr. Martin. Only so far as stock acquisitions are concerned, Mr. 
Chairman. We do not have it and we cannot pass on it if assets are 
involved. 

I would like to interject, Mr. Chairman, that due to the alert, Gov- 
ernor Robertson and Mr. Hackley cannot be with me today, but I have 
Mr. Thomas, Economic Adviser to the Board, and Mr. Hexter, Assist- 
ant General Counsel, whom I would also like to use at any time. 

The CuarrMan. You may do that. You may have whomever you 
please to assist you. 

Mr. Martin. Thank you. 

The Cuamrman. What powers have you to approve branches as a 
resultofamerger? Youdo have that power? 

Mr. Martin. We have that power; yes, sir. 

The CuatrmMan. That power is exercised; is it not? 

Mr. Martin. Yes, sir; that power is exercised. We pass on it 
regularly. 

The Cuarrman. Is that the only power you have with reference to 
mergers and resultant mergers? 

Mr. Martin. We have to approve the merger if there is a diminu- 
tion of capital. Now, this will broaden it to include assets as well as 
stock. 
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The Cuairman. To what extent have you used the powers you now 
possess with reference to the question of diminution of capital? Have 
you used that power freely ¢ 

Mr. Martin. Yes, sir; we have had that up from time to time. I 
can’t give you, offhand, any specific instances where that has been 
used, but I think we could give you a record of it. 

The Catan. Has that resulted in the refusal to consent to 
mergers ? 

Mr. Marrin. Well, it has seldom gotten to the stage where we have 
actually publicly refused it, but we have privately indicated that it 
would not be acceptable. 

The Cnarrman. But whether or not there is a diminution of capital 
is a question for you to decide. They would all have to be submitted 
to you to ascertain those facts ¢ 

Mr. Martin. Yes, sir. 

Mr. Mvurer. I think we are talking about two different things. 
Chairman Spence is talking about all mergers, and you, Mr. Martin 
are only talking about mergers by means of the acquisition of stock. 

Is that right, Mr. Martin ? 

Mr. Martie. That is right. This law would broaden it to include 
those involving acquisition of assets. 

Mr. Muurer. Yes, sir; but I think the chairman is concerning him- 
self with the existing law, and under existing law you are concerned 
only with mergers by means of the acquisition of stock. 

Mr. Martin. That is stock. 

The Cnatrman. There are not many mergers that result from the 
acquisition of stock; isn’t that true / 

Mr. Martin. There are some; yes. sir. I don’t know how many. 

The CuHarmman,. But the great majority of them do not result from 
the acquisition of stock; isn’t that true / 

Mr. Marin. Let me ask Mr. Hexter to comment on this, because he 
has worked actively with this. 

Mr. Hexrer. In accordance with the Board’s supervisory powers, 
Mr. Chairman, whenever a merger of banks is to take place, in which 
there will be new branches established by a member State bank, the 
Board is required by law to pass on that question. 

Also, if there is to be a merger of banks involving a member State 
bank, in which the capital stoc +k, or the surplus of the continuing bank 
will be less than the aggregate nial al stock or aggregate surplus. of 
the two banks merging together, the Board is also required by section 
18 (c) of the Federal Deposit Insurance Act to give its approv: al before 
such a merger can take place. 

This matter of acquisition of stock has to do with the Clayton Act 
provision, section 7 of the Clayton Act, under which the Board has 
jurisdiction with respect to possible violations of the Clayton <Act 
through acquisition of bank stock. 

The Cuairman. What proportion of the mergers are the result of 
acquisition of stock and what proportion are a result of purchase of 
assets ¢ 

Mr. Hexrer. In connection with bank holding companies, quite 
frequently, a bank holding company in a State, with banks in a 
State which permits branch banking, will acquire the stock of another 
bank, and after such acquisition, will merge it with one of its existing 
banks, making it a branch of that existing bank. 
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The CHairmMan. And that would be submitted to the Federal 
Reserve Board ¢ 

Mr. Hexrer. That would be within the jurisdiction of the Federal 
Reserve Board as well as the Department of Justice under section 7 
of the Clayton Act. 

Mr. Muvrer. Mr. Chairman, will you yield ¢ 

Does that apply to all cases, or does that apply only to national 
banks ¢ 

Mr. Hexrer. That applies to the entire field of banking under sec- 
tion 7 of the Clayton Act. 

Mr. Mutrer. I am not referring now to the Clayton Act. I am 
referring to the Federal Reserve Board’s authority under existing law 
to review the proposed merger or consolidation. 

Isn’t your activity limited presently by law, aside from the Anti- 
trust Act sphere? “Isn't your activity presently limited by law to 
national banks ¢ 

Mr. Hexrer. It doesn’t apply to national banks. 

Mr. Murer. | mean to member banks. 

Mr. Hexrer. Member State banks. 

Mr. Muurer. It does not apply to national banks ¢ 

Mr. Hexrer. The Comptroller of the Currency has jurisdiction 
over mergers involving national banks. The Federal Reserve Board 
has jurisdiction to the extent I have described over mergers involving 
member State banks. 

Mr. Mutrer. What about the situation where a national bank and 
a State bank are involved in a merger ? 

Mr. Hexrer. It depends on which bank is to be the continuing in- 
stitution. 

But I wish to make clear, whereas the Comptroller is required by 
law to approve any merger in which the continuing bank is a ns itional 
bank, the Federal Reserve Board has no such power. The basic power 
over a merger involv! Ing State banks is in the State supervisory au- 
thority rather than the Board of Governors. 

The Cuairman. All of those mergers are submitted to the Board ? 

Mr. Hexrer. If they involve a dimunition of ¢ apital or surplus or 
if they involve establishment of branches, they must be passed on by 
the Board. 

The Cuairman. The Bank Holding Company Act prevents bank 
holding companies from crossing State lines, but there is no prohibi- 
tion against them going across the district lines of a State? 

Mr. Hexrer. That is correct. 

The CHarMan. What is the attitude of the Federal Reserve Board 
with respect to that’ Do you favor the holding companies having 
the privilege of going across State district lines / 

Mr. Hexrer. Are you referring to a situation in which a particular 
State happens to be divided by a district line / 

The CHatrMan, Yes, sir, 

Mr, Hexter. It wouldn't seem to me, expressing my own view, that 
the fact that a district line happens to cut through a State, should 
affect the law in that respect. I should think if there was to be a 
division made, it would be on State lines rather than State plus 
district lines. That — just confuse the situation. 

The CratmrmMan. Yes, si 
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I am not talking about Federal Reserve districts. I am talking 
about the banking districts, created in the State. 

Mr. Hexter. In such a State as New York State? 

The CHarmman. Yes, sir. 

Under the present law, the holding companies are forbidden to 
cross State lines in the acquisition of banks. Should they be limited 
in their operations to the State banking district where they are 
located ? 

Mr. Hexrer. That is a matter on which the Board of Governors, 
I believe, has not expressed itself. 

Mr. Martin. The Board has not expressed itself, and is reserving 
judgment on that to make a report, as we are required to do by Con- 
gress, under the Bank Holding Company Act, after we have had more 
experience with this. We will come back within 2 years with some 
recommendations on this. 

The Cuamman. Could we have a tentative declaratory judgment 
on that subject ? 

Mr. Martin. I can’t speak for the other members of the Board, 
and there may be some differences of opinion on that. 

The Cuarrman. That question has been submitted to the Board? 

Mr. Martin. Oh, yes, sir; that is a question that the Board has, and 
the Board is working on it at the present time. 

Mr. Mutrer. Will you yield, Mr. Chairman ? 

The Cuarrman. I yield. 

Mr. Moutrer. Do you mean that the Board is working on it in con- 
nection with a pending application or—— 

Mr. Martin. Oh, no—— 

Mr. Mutter. Or the overall problem. 

Mr. Martin. We are considering that as to how we will report to 
Congress. You will recall that there were differences between the 
Senate and the House. 

The CHarrman. How many States have divided their States into 
banking districts by legislative action ? 

Mr. Martin. There are very few, Mr. Hexter tells me. 

The CuatrmMan. Have you had that question submitted to you in 
any State except New York? 

Mr. Martin. I don’t believe so, but I am not sure. 

Mr. Hexter. I can’t recall any other. 

Mr. Martin. I think New York is the only one at the present time. 

The CHarrman. Can you put in the record a statement showing 
the States with banking districts provided by State legislation ? 

Mr. Martin. We will be glad to put that in the record. 

(The information requested is as follows:) 


STATES CONFINING BRANCH BANKING TO PRESCRIBED DISTRICTS 


The question has been raised as to the number of States which are divided 
into banking districts for branch banking purposes. 

The State of New York is divided, by counties, into nine banking districts and 
banks are permitted to establish branch banks only in the banking district in 
which their principal office is located. McKinney’s Consolidated Laws of New 
York Annotated, book 4, part 1, Banking Law, sections 3 and 105 (1950). 
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A compilation of State statutes relative to branch banking reveals no other 
division of a State into prescribed banking districts such as exists in New 
York, although several States permit branch banking (or “offices” or “stations’’) 
within limited areas such as the city, county, or county contiguous to the county 
in which the parent bank is located. However, the State of Alabama, while 
prescribing limitations on branch banking within the city and county where 
the parent bank is located in general statutory terms, has in addition prescribed 
limitations on the establishment of branches in specifically named counties 
such as Lauderdale County, Act No. 617, 1953 Acts, page 877; Colbert County, 
Act No. 29, 1955 Acts, page 135; and Lawrence County, Act No. 133, 1955 Acts, 
page 381. The latter might conceivably be characterized as partial districting 
of a State for branch banking purposes. 

The Cuatmrman. You have asked for some additional powers with 
reference to foreign branches. Why do you want them? 

Mr. Martin. The reason is to make our foreign branches, or to put 
the foreign branches of American banks in a position so they can 
compete with foreign institutions on their own soil. 

In other words, we don’t want to handicap the branches of our own 
banks when they go abroad, unduly, unless we are convinced that 
the public interest is being hindered, and it is our judgment that 
there are some things that are done in foreign countries that it would 
be perfectly proper to let the foreign branches of American banks do 
on a competitive basis with foreign institutions. 

The CuHarrman. How many American banks have foreign 
branches 4 

Mr. Martin. Not toomany. I can get you the list. 

The Cuamman. Put those in the record, please. 

Mr. Martin. Very well. 

(The data requested above is as follows :) 


ForREIGN BRANCHES OF AMERICAN BANKS IN OPERATION ON JUNE 30, 1957? 


BANK OF AMERICA, NEW YORK? 


France: Paris Lebanon: Beirut 
Germany: Duesseldorf Singapore: Singapore 


Guatemala: Guatemala City 


BANK OF AMERICA NATIONAL TRUST & SAVINGS ASSOCIATION, SAN FRANCISCO 


England: London (2 branches) 
Guam: Agana 
Japan: 
Kobe 
Osaka 
Tokyo 
Yokohama 
Philippines: Manila 
Thailand: Bangkok 
BANKERS TRUST CO., NEW YORK 
England: London 
THE CHASE BANK, NEW YORK? 
France: Paris 


1 Exclusive of foreign fiduciary affiliates, and of banking facilities at military establisn- 
ments provided through arrangements made by the Treasury Department with banks 
designated as depositaries and financial agents. 

2 Organized under sec. 25 (a) of the Federal Reserve Act. 
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CHASE MANHATTAN BANK, NEW YORK 


Canal Zone: 
Balboa 
Cristobal 
Cuba: 
Havana (3 branches) 
Marianao 
England: London (2 branches) 
Germany: Frankfurt am Main 
Japan: 
Osaka 
Tokyo 


FIRST NATIONAL 


Argentina: 
Avellaneda 
Buenos Aires (4 branches) 
Rosario 

Brazil: 
Rio de Janeiro 
Santos 


Sao Paulo 


GUARANTY TRUST 


France: Paris 
England: London (2 branches) 


THE HANOVER 


England: London (2 branches) 


Lebanon: Beirut 
Panama: 
Colon 
David 
Panama City 
Puerto Rico: San Juan (3 branches) 


BANK, BOSTON 


Cuba: 
Cienfuegos 
Havana (3 branches) 
Sancti Spiritus 
Santiago 


coO., NEW YORK 


Belgium: Brussels 


BANK, NEW YORK 


INTERNATIONAL BANKING CORP., NEW YORK ® 


England: London 


MORGAN & CIE., 


France: Paris 
FIRST NATIONAI 


Argentina: 
Buenos Aires (3 branches) 
Rosario 
srazil : 
Porto Alegre 
Recife (Pernambuco) 
Rio de Janeiro 
Salvador 
Santos 
Sao Paulo (2 branches) 
Canal Zone: 
3alboa 
Cristobal 
Chile: 
Santiago 
Valparaiso 





Liberia * 


INC., NEW YorK® 


CITY BANK, NEW YORK 


Colombia: 
Barranquilla 
Bogota 
Cali 
Medellin 
Cuba: 
Caibarien 
Cardenas 
Habana (6 branches) 
Manzanillo 
Mantanzas 
Santiago 
Egypt: Cairo 
England: London (2 branches) 
France: Paris 
Hong Kong: Hong Kong 


3 Operating under agreement with the Board of Governors of the Federal Reserve System 
pursuant to provision of sec. 25 of the Federal Reserve Act. 
* Bank of Monrovia, Monrovia, Liberia, is a wholly owned subsidiary. 
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FIRST NATIONAL CITY BANK, NEW YORK continued 


India : Puerto Rico: 
Bombay Arecibo 
Calcutta Bayamon 
Japan: Caguas 
Nagoya Mayaguez (2 branches) 
Osaka Ponce 
Tokyo San Juan (3 branches) 
Yokohama Saudi Arabia: Jeddah 
Lebanon: Beirut Singapore: Singapore 
Mexico: Mexico City (2 branches) Uruguay: Montevideo 
Panama: Panama City (2 branches) Venezuela: 
Peru: Lima Caracas (2 branches) 
Philippines : Maracaibo 
Cebu 


Clark Field 
Manila (2 branches) 

The Cuatrman. The powers that you ask for are not very specific. 
The powers that you get in the bill are not specific. They seem to 
be general powers. 

Mr. Marrrn. It is almost impossible to spell out what those specific 
powers should be. 

We have had this problem of building up foreign trade for a long 
time. It has been my judgment that we ought to do everything we 
can to encourage the development of sound American financing of 
foreign trade. 

Now we have regulation K which we have wrestled with for a 
long time, you know, on the powers we could grant to corpor ations 
and. others engaged entirely in foreign banking activities, but in this 
particular field where, for example, X bank has a branch in Paris or 
in London, it has seemed to us that we ought to give as wide com- 
petitive permission authority to that bank to compete in London or 
Paris or Tokyo or wherever it happens to be, as is consistent with 
the oper ations of that particular country. 

The Cuamman. Have these foreign branches discount privileges ? 

Mr. Martin. With the Reserve bank ? 

The CHatrMan. Yes, sir. 

Mr. Marrin. Only through the parent “ye If, for example, 
is a New York bank which has a branch in Paris, the Paris branch 
has no discount facilities as such, but the New York home office would 
have access to the Federal Reserve as a member of the Federal Re 
serve System. 

The Cratrman. I don’t want to go into this question, and I do not 
want to invade the province of other members, but to what extent 
can the Federal Reserve Board, through its powers, control the money 


‘and credit of the Nation ? 


I don’t want to go into this at great length. I just want to ask 
the question to get a general idea. 

Mr. Martin. Well, the lhabilities which the System has for deposits 
of member banks and for the Federal Reserve notes which are out- 
standing can never exceed four times our holdings of gold certificates. 

Now, within that area, we have the power to adjust money and 
credit flow. I would say that the ratio of gold certificate reserves at 
the present time is about 47 percent, and Congress set the minimum 
limit for us in 1945 at 25 percent. 
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Prior to 1945, the reserve ratio, as I remember it, was that we had 
to have 40 percent against Federal Reserve notes and 35 percent 
against deposits. 

In 1945, the Congress enacted legislation which makes that 25 per- 
cent across the board. Now within that area, and consonant with 
our gold holdings, we can make adjustments through several devices 
which you are familiar with—the discount operation—we can make 
advances to the banks, the reserve requirements can be adjusted, and 
we can purchase and sell securities in the open market. 

If we sell securities, we take reserves out of the market. What we 
have tried to do is to keep as even a flow of money and credit, which 
I have frequently characterized as a stream or river, increasing with 
the growth of the country, but not overflowing the banks and flooding 
the fields on either side, but 3 increasing with the growth of the country 
as the riverbed makes it possible to “hold that money. We want to 
have an availability of credit at all times, in such a way that it will 
produce stable values and contribute to high-level employment, but 
we don’t want to have inflationary pressures which will undermine the 
basis of employment generally, and lead to excesses which if they are 
not adjusted will put us into a position where ultimately we will be 
faced with a serious recession. 

Now, that is our objective, our purpose, and that is the means by 
which we regulate this money flow. 

The Cuarrman, If you could adjust the volume of money and credit 
to the production and demand for goods and services on a stable basis, 
there would not be any fluctuation of the currency, would there? 

Mr. Martin. Well, only as habits change. 

The CHAIRMAN. Yes, sir. 

Mr. Martin. You see, we have to supply currency in terms of the 
habits of people, and one of the purposes of the act, it seems to me, is 
to accommodate ourselves to the needs of the community, the habits 
of the community, with respect to currency in circul: ition. 

The Carman. If you could stabilize the money and credit with 
reference to the goods and services of the Nation, you would have a 
stable dollar, and you would have a nonfluctuating interest rate, 
would you not? Could you maintain that? 

Mr. Martin. It would be highly improbable that it would be com- 

letely stable, but within a range, it would be a very desirable thing 
if we could. 

And let me state again, Mr. Chairman, on the matter of interest 
rates, that I have never favored high interest rates. I would like to 
see interest rates as low as they can be without producing inflationary 
pressures, because I believe you will have the maximum of capital 
formation in that way, but that money is just like anything else; when 
the supply and demand factors get into imbalance, unless you permit 
those suply and demand factors to operate, you are going to have 
erosion of the dollar, and I believe that the modest increase in interest 
costs that are provided when demand for money far exceeds the supply 
of money, and no additional goods and services are being produced, 
is a very cheap price indeed to pay for a stable dollar. 

I believe we have a very real obligation to the hundreds of thousands 
of people who have contributed to pension funds and savings accounts, 
and to make it possible for them to retire at a certain period of their 
lives; we have a very real obligation and responsibility to those people 
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to see that they are not unable to meet their obligations when the time 
of retirement comes, because the erosion of their dollar has been so 
large that they have nothing really to live on. 

The CHatrrMAN. Would you say the market makes the interest rate? 

Mr. Martin. In large measure the market makes the interest rate, 
consonant with this flow of money. There is nothing else that can 
make it. What we have been facing in the last year and a half is a 
demand for money which has been tantamount to a California gold 
rush, and the basic problem, as I see it today, is the cost of living, and 
I think that concerns every man, woman and child in the country, 
and we have got to do what we can to keep that cost of living in 
balance. 

The Cuamman,. But a stable dollar would have a greater effect 
than anything else on our economy ¢ 

Mr. Martin. There is nothing in my judgment that would do 
more to produce long-run sound prosperity, and I believe that the 
groundwork for that is here, and that this country has the capacity 
for growth and development, and we can attain it, but we can attain 
it only if we don’t go haywire and permit this steady erosion of the 
dollar, some of which has been taking place in the last year. 

The CuArrman. A stable interest rate is just as essential as a stable 
dollar, is it not? 

For instance, some time ago you raised the interest rate on Goy- 
ernment securities, 

Mr. Martin. In accord with the forces of the market. 

The Carman. But the people that bought Government. securi- 
ties, on the faith and credit of the Government, and were told that 
they were as good as cash in their pocket, found that those securities 
dropped as soon as the interest rate was raised on the new ones being 
issued. 

Mr. Martin. Now, Mr. Chairman, I would like to discuss Govern- 
ment securities. We have E and H bonds on which there is no fluctua- 
tion, no market fluctuation whatever. 

We have marketable Government securities. I say without hesita- 
tion—— 

Mr. Murer. Will you yield at that point? 

You say there is no fluctuation on E and H bonds? 

Mr. Martin. In their market price. 

Mr. Mutter. Yes, sir, strictly speaking, that is right, but isn’t there 
a fluctuation when the amount of redemptions of E bonds far exceeds 
each year the amount of E bonds sold? 

Mr. Martrn. I am talking about each individual bond, Mr. Multer. 

Mr. Muurer. Then we are simply being theoretical. 

Mr. Martin. Oh, no. I am talking about a thousand-dollar bond. 
Let’s say you have a thousand-dollar bond, and you buy it, and you 
decide next week that you want to cash it in. You have got a thousand 
dollars. | 

Mr. Murer. But what about the E-bond, the thousand-dollar E- 
bond? A thousand dollars is the face value, but I am only kidding 
myself. That is only a thousand dollars at the date of maturity. 

Mr. Martin. Well, but you get what you put in. You bought an 
E-bond for $750. 
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Mr. Mutrer. Yes, sir, with a very definite fixed rate of interest 
that is going to go up as long as I hold it, with the result that any- 
body who looks at it and knows the story cashes it in as fast as he 
gets it. 

Mr. Martin. But he doesn’t lose anything on the amount he puts 
in. Itisas good as cash in the bank. 

Mr. Mutter. Well, so is my dollar bill. 

Mr. Martin. That is what I am saying. That is the point I am 
making. The point I want to make on Government securities gen- 
erally is that there is no finer security in the world—and I say that 
without any hesitation of overstating it—than United States Govern- 
iment securities. And when the maturity comes due, it will be paid. 

I am talking about marketable securities now. And when the in- 
terest comes due, it will be paid. 

The only problem that an individual faces in buying Government 
securities is depression of the dollar, and I think that that is a risk 
that particularly the purchasers, who are largely large institutions of 
marketable Government securities, must face along with the rest of 
us. 

Mr. Moctrer. But my E and H bonds also fluctuate the same way, 
the same way as the value of the dollar fluctuates. 

Mr. Martin. Oh, no, not the bond itself. I am talking about the 
purchasing power 

Mr. Mutrer. Well, whi it do you get for the bond when you redeem 
it? I put in $18.75 today for a $25 bond. I redeem it 10 years from 
now, and if the dollar is worth only 50 cents, I am not getting $25, 
I am getting $12.50. 

Mr. Martin. That is what we plan to prevent. We owe it to the 
people to see to it that when a man gets $25 for a bond, he has got 
$25 and hasn’t lost the entire amount of it. That is exactly it. You 
put your finger right on the heart of the problem we are facing, Mr. 
Multer. 

The Cuarrman. My statement is based on a little personal experi- 
ence. I went to my bankers and told them to buy me a couple of 
bonds. I said, “I want eligible bonds.” He brought them back and 
said, “I don’t think they are eligible.” I said, “It doesn’t make any 
(lifference. It is a promise of my Government to pay. I will take 
them.” 

I think I paid about par for them. When you increased the interest 
rate, I could almost hear them drop. I have suffered a little internally 
since then. 

That is a condition, not a theory, that confronts me. 

Mr. Martin. And it is the condition in the money market that 
created it, and I realize it is not much solace to you to say that it 
will be accepted at par in your estate. 

The Cuarrman. No. 

Mr. Martin. The trouble—— 

Mr. Mutter. The rate of yield now is so much higher, because in- 
stead of it being 214 percent on a hundred dollars, it is 214 percent 
on $90. Itisa higher yield. 

The Cuarrman. Then I am better off the further it goes down, 
according to that. 

But I can see I am not in quite as good a position as the banker. 
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I think the rates may affect the banker, too, but he is going to hold 
it until maturity, and the increase in his interest rate has been very 
satisfactory to him. 

But the individual doesn’t have that favorable position. He is not 
like a corporation. He doesn’t live eternally, and he doesn’t know 
when he is going to depart, and he doesn’t know how much of a loss 
he will sustain. But the banker knows. He knows he is going to 
profit by that. 

Isn’t that true? 

Mr. Martin. Well, the banker may have to sell that bond also. He 
may be able to hold it to maturity, just as L hope you will be able to 
hold your bond to maturity. 

The Cuatrman. No chance for me. 

Mr. Martin. I wouldn't concede that. 

Mr. Muvrer. That banker can also borrow from the Federal Reserve 
bank at par on that Government bond. 

Mr. Martin. Yes, sir; I believe he can. 

Mr. Murer. So he doesn’t have to sell it. He can use the Federal 
Reserve bank money to hold that bond and make the profit. He can 
buy it at $90 today and borrow $100 on it from the Federal Reserve 
bank, and hold it and make a 10-point gain on it. 

Mr. Martin. Well, no; it doesn’t work that way. 

The CuatrmMan. It doesn’t work out that way ? 

Mr. Mutter. It can work that way; can’t it ? 

Mr. Martin. The market—in 1 or 2 instances, it might, if he did 
nothing else. 

Mr. Mutrer. If I take my hundred-dollar bond to the bank to bor- 
row on it, and the price is $90 today, you are not going to lend me $90; 
you are going to lend me about $80 on that bond. 

Mr. Martin. I don’t know what the bank would lend you. I would 
lend you a hundred cents on the dollar, Mr. Multer. 

Mr. Mutrer. Personally, but what do the banks do? 

The CuarrmMan. But that note has to be paid, so that doesn’t inter- 
est me at all, whether they lend you a hundred or fifty dollars. 

I admit this is a little digression from the subject that we are con- 
sidering, but I thought we would get some information. 

Mr. Mutter. Mr. Chairman, I would suggest it is a very important 
digression and requires considerably more study by this committee. 

The Cuairman. Well, I think we all understand the value of a stable 
dollar. 

The Goldsborough bill of 1932 required the Federal Reserve to use 
its influence to maintain the price level of 1926. 

Do you think the Federal Reserve could at that time have maintained 
that price level if they had been instructed to maintain it? 

Mr. Martin. I don’t think the Federal Reserve can be instructed to 
maintain any level of interest rates and do it consonant with our over- 
all objectives of a stable dollar. 

What we are dealing with here, Mr. Chairman, are forces which are 
bigger than that. 

King Canute, you will remember—which is one of my favorite 
illustrations—stood by the seashore and ordered the tides to stay 
back. 


Well, you know what happened. His feet got wet. 
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Now, the forces we are dealing with here are bigger than the Fed- 
eral Reserve or the Treasury or the United States Congress. What 
we have got to deal with here are the ebb and flow of supply and 
demand forces in a vigorous, strong, vital American economy that is, 
I am glad to say, bigger than all of us put together. 

Mr. Mouurer. You are not suggesting the repeal of usury laws? 

Mr. Martin. I am not even commenting on usury laws, Mr. Multer. 
I am talking about the forces that we are dealing with in the economy. 

Mr. Moutrer. But there must be some point beyond which you are 
not going to go in your interest charges? There must be some limit, 
unless you are going to repeal the usury laws. 

Mr. Martin. The interest rate in a properly handled economy, 
when capital expenditures are rising, must be handled by a reduction 
in spending and an increase in real saving. You cannot finance big 
buildings and railroads and other things for long out of bank credit, 
or out of money created on an artificial basis, and what we need to 
do, what we are facing today, in order to meet the problems of the 
current day and the undoubted prosperity that we have ahead of us, 
is to reduce our spending and increase our saving, and then we can 
finance this expansion on a sound basis. 

That is difficult to do because people don’t like to reduce their 
spending. I am talking about total spending now. I am not talk- 
ing about any individual progrem. I am saying until the savings 
rate catches up—and it doesn’t take to long to catch up in a country 
as strong as this—we have got to slow down a little bit or else we have 
got to create bank credit, and the creation of bank credit under those 
conditions tends to undermine the stability of every one of us, in- 
cluding the dollars that you and I both have in deposits in our check- 


_— 
he Cuarrman. When we delegate power to an agency, without 
any standards or limitations or definitions or restrictions, it is a 
legislative power that we delegate. 

{r. Martin. That is what I conceive—— 

The Cuarrman. We have delegated that to the Federal Reserve. 

Mr. Martin. That is correct, sir. 

The CuarrmMan. Without restrictions or standards. 

Mr. Marttn. Oh, yes, indeed. 

The Cuarman. We might delegate power with standards, and with- 
in the scope of the power delegated to the Board, it would have great 
freedom of action. 

Do you think it would be feasible and practical to legislate for the 
Federal Reserve Board certain objectives which they are to attain? 

Mr. Martin. Well, I think they have said to us that we are to at- 
tain certain objectives. I think the Employment Act of 1946, to 
which I subscribe, gives us certain objectives—maximum production, 
maximum purchasing power. I think we have got to do everything 
we can, use the resources of the Government to attain those ends. 

The Carman. Do you think you could attain a uniform price 
level, a stable interest rate ? 

Mr. Martrn. I don’t think you can do it precisely, but yes, sir, I 
think that it is possible to have price stability if you have competition 
in the economy and you have reasonable restraint on the part of busi- 
nesses and individuals, and you reduce spending and increase saving, 
when it is in imbalance that way, or the reverse—when it is in im- 





FINANCIAL INSTITUTIONS ACT OF 1957 69 


balance the other way—TI believe it is quite possible to attain those 
objectives. I accept the objectives that we are trying to reach, and 
the point I have constantly made is that under present conditions the 
only way we can hope to attain the objectives of the Employment 
Act is by resisting inflation, and by resisting inflation, I mean dealing 
with this problem of the cost of living, which for eight successive 
months has risen, and I think it is something that has to concern all 
of us. 

The Cuatrman. The stabilization of the dollar has a great effect 
upon the cost of living. 

Mr. Martin. It certainly would. 

The Cuarrman. The stabilization of interest rates would also have 
a great effect on the cost of living. 

Mr. Martin. Any increase in prices contributes to inflation, and in 
a very small degree, a rise in interest rates can be one of those factors. 

But nevertheless, what we are dealing with here is a price mecha- 
nism. Some people seem to think that the Government is able by 
fiat, by decree, to establish an interest rate, that it is just as easy as 
that. 

I come back to King Canute. When the forces of supply and de- 
mand are like the forces of the tide, the Government can no more 
establish, by decree, what an interest rate should be than King Canute 
could tell the tides to stay back. 

Now, I had an industrialist not long ago—I have cited this—say 
to me, “It is all right to let interest rates go up to 344 percent, but 
don’t let them go any higher.” 

I said to that individual, “How would you like it if the Govern- 
ment said to you that the product you manufacture under present 
conditions of supply and demand, you can’t charge more than this 
amount for it? Now, you tell me that money is different, but money, 
in that sense, is a commodity, also, and unless the price mechanism is 
permitted to operate, you are just asking for erosion of the dollar, and 
that is what we have had.” 

The CHarrmMan. You don’t think it would be inappropriate for the 
Congress, in general terms, to state the objectives, just as you have 
stated them ? 

Mr. Marttn. I would be delighted to have them. 

The CuatrmMan. Legislative objectives. 

Mr. Marttn. I would be delighted to have the Congress do so at 
any time, and we will certainly do our best to follow your instruc- 
tions, but if you instructed us to, for example, put Government bonds 
at par and keep them there, under present conditions, you would be 
instructing us to depreciate the purchasing power of the dollar, which 
I doubt very much the Congress wants to do. 

Mr. Mutter. Will you approve our authorizing you to sell Federal 
Reserve notes at 90 cents on the dollar ? 

Mr. Martin. No,I wouldn’t approve of that. 

Mr. Mutrer. What is the difference between that Federal Reserve 
note and a United States Government bond? Both are obligations of 
the United States Government, one on demand and the other at a fixed 
time. 

Mr. Marttn. Both will be paid. 

Mr. Mutter. Why should one be sold at a discount and the other 
not? Why shouldn’t I be able to take my United States Government 
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bond to the bank and give it to him the same as I do your Federal 
Reserve note ? 

Mr. Marrin. You are just saying, “Have no bonds. Just have 
money. Just have interest-bearing money and don’t worry about any 
fluctuation.” 

Mr. Muturer. There is a difference. The one is a demand note. 
The Federal Reserve note we are talking about now, is a demand note. 
That is payable on demand, and that is legal tender. The other says, 

“I will pay you this money with interest on a fixed date.’ 

But it is as good as gold, and you and I agree it is. Our Govern- 
ment obligations are going to be met, a hundred cents on the dollar, 
with accrued interest. Why should they sell under par? 

Mr. Martin. I don’t know of any Federal Reserve note that is selling 
at less than par. 

Mr. Murer. I am now talking about the bonds. 

Mr. Martin. A bond is a different thing. A bond is not money. 
A Federal Reserve note is money. 

Mr. Mutrer. Why isit money? You mean the word “note” doesn’t 
mean anything? I ought to say “Federal Reserve currency”? 

Mr. Martin. There is quite a difference between currency and 
bond. 

Mr. Mutter. Is a note a note or currency ? 

Mr. Martin. The note is currency. 

Mr. MULTER. Unless I am confused, it is being used as currency, 
and it is legal tender. But so is my check, if a man wants to take 
it, and when it is certified, a man will alw: ays take it. 

Mr. Marrry. Your check is money. You have checkbook money 
and currency. 

Mr. Muurer. But my check is money only as long as my bank has 
enough money to cover it, and as long as there is a sufficient credit in 
my account to meet my check. 

‘A Federal Reserve note is different. My Government represents 
at all times that it has enough money to meet that Federal Reserve 
note, and we meet it at all times. 

Mr. Martin. Right. 

Mr. Mvutrer. What is the difference between that promise to pay 
on demand and the promise to pay 10 years from now? My Govern- 
ment’s promise. 

Mr. Kiteurn. That is just the difference, what you just said. Cur- 
rency is a promise to pay right now. A bond is a promise to pay 10 
years from now. That is what the difference is. 

Mr. Mutter. With interest. 

Mr. Kareurn. That is what they do. That is the difference. If 
you want to anticipate the thing, you may have to sacrifice. 

Mr. Mourer. But you shouldn't, not: if my Government’s promise 
is worth what it says it is. Everybody agrees we have always paid 
dollar for dollar on our Government promise. 

Mr. Martin. Mr. Multer, on a Federal Reserve note you don’t pay 
any interest. In the case of a bond, you pay interest to the individual 
to refrain from spending that money. 

Mr. Mutrer. Right, and the minute I go back to the bank with that 
bond, and I say, “Cash this bond,” my interest stops. Right? 

Mr. Martin. And you get some Federal Reserve notes at that time. 

Mr. Mutter. Yes, sir; which 
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Mr. Martin. Which are currency. 

Mr. Mutrer. Which you use as legal tender. 

Mr. Martin. That is right. 

Mr. Mutrer. But bears no interest. 

Mr. Martin. That is right. But that is currency. 

Mr. Kitsurn. May | ask a short question, Mr. Chairman ? 

The Cuarrman. I yield. 

Mr. Kirpurn. Did you have this same controversy several years ago 
when Government bonds were selling way above par ¢ 

Mr. Martin. We didn’t— 

Mr. Kitsurn. You didn’t have any kicks? 

Mr. Martin. I didn’t hear about it at that time; no. 

The Cuamman. Now, you have stated that you are not opposed to 
legislative intent being written into the law, with reference to the 
activities of the Federal Reserve Board and the general objectives 
desired to be obtained. 

Mr. Martin. Exactly, and I would like to reiterate here that I con- 
ceive of the Federal Reserve Act, as I have frequently put it, as a trust 
indenture which the Congress has given to us to administer the money 
supply under it, and we follow the Federal Reserve Act as our bible. 

That is not an exact analogy, but it is just an easy way of putting it 
in terms that are understandable to me, at least. 

Mr. Coap. Mr. Chairman. 

The Cuarrman. Mr. Coad. 

Mr. Coan. We have been in this discussion, throwing back and forth 
the idea that currency is four times the amount of the valuation of 
gold on deposit; is that correct ? 

Mr. Martin. We can adjust within that framework. It is not 
exactly that. 

Mr. Coan. I understand. 

Who sets the price of gold ¢ 

Mr. Marrrn. Well, the price of gold was set by the President, wn- 
der presidential proclamation, in 1934. 

Now, that price was written into the law by the Bretton Woods 
Agreement Act, in 1945, and it is now in a position where the price of 
gold could not be changed, in my judgment, and the judgme nt of law- 
yers that I have discussed it with, without an act of Congress. 

In other words, the price of gold is fixed at $35 an ounce until the 
Congress gives its blessing to a different price. 

Mr. Coap. Could you tell me what the value of gold is now? 

Mr. Martin. I don’t know the present market rate for gold. There 
is not much difference at the moment. It has fluctuated. 

Mr. Coap. Do you mean $35 is about the present market price of 
an ounce of gold / } 

Mr. Martin. It is somewhere in that range now. I haven't followed 
it recently. 

Mr. Coap. Well, how do you explain the fact that steel has gone up 
SO greatly, just using an example, and the price of gold has not, over 
the years? 

Mr. Martin. Well, the price of steel has a relationship to gold, and 
I think you have to look at gold, in a monetary sense, on a relationship 
basis. Steel is bei Ing priced i n relation to gold, and gold is a fixed 
price. 

Mr. Coap. You say steel is priced in relationship to gold ? 








72 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. Martin. Everything is. Everything in our economy is. 

Mr. Coap. What has happened to the price of silver, since 1934, 
when the price of gold was originally set at $35 an ounce? 

Mr. Martin. I could get that for you, but I don’t know. It has 
fluctuated. It was $1.29 an ounce. What is it now—92 cents an ounce ? 
Lam told around 90 cents. 

Mr. Coap. What was the price of silver in 1934? 

Mr. Martin. I don’t recall. I am told 25 cents or 33 cents. 

Mr. Coan. Silver isa monetary metal, is it not? 

Mr. Martin. Well, it can be used as such. 

Mr. Coap. Is it not used as such ? 

Mr. Martin. Only in a subsidiary sense in our system. 

Mr. Tuomas. The United States Government purchases silver at 90 
cents an ounce, and can monetize it at $1.29 an ounce. It only pur- 
chases domestically produced silver and monetizes enough to pay for 
its purchase. 

Mr. Coap. Now, in the case of every other commodity, especially 
minerals, they have gone up, but the price of gold has not. Is the 
present set price of gold or present price of gold—would you say that 
that is its actual worth ? 

Mr. Martin. I don’t know how you would price it. Unless we 
agreed to have it without an arbitrary price, I don’t know how we 
would determine the actual price of gold, but we have used it as 
monetary measure. 

Mr. Coap. Well, do you have no system by which you could deter- 
mine the value of ‘gold? We do for other products, you know. 

Mr. Martin. W ell, we do have a free market outside of our monetary 
price, but you see, we upgraded gold from $20.67 an ounce to $35 an 
ounce under the Gold Reserve Act in 1934. That was an arbitrary 
adjustment, based, I am sure, on the conscientious thinking of some 
people at the time, as a monetary measure, but my own thinking on 
this always is that you have got to remember that you are making a 
relationship, an arbitrary relationship, and you could use tin or you 
could use platinum. We have used gold because of our tradition, 
and because of the particular qualities ‘of the metal. 

But we have put it on an arbitrary basis, and it may be at some time 
that that arbitrary basis will be inconsistent with the requirements of 
our economy. That goes to our reserves, just as in 1945 we changed 
cover from 40 percent on notes and 35 per cent on deposits to the present 
25 percent. 

Mr. Coap. Now, if the price of gold were raised, would that mean 
an inflation or deflation ? 

Mr. Martin. An increase in the price of gold would be inflationary. 

Mr. Coap. And a decrease in the price of gold would be deflationary ¢ 

Mr. Martin. That is right. 

Mr. Coan. That is all, Mr. Chairman. 

The Cuarrman. Mr. Patman. 

Mr. Parman. Mr. Chairman, yesterday Mr. Martin had answered 
questions to the effect that, contrary to general belief among some 
people, when the Federal Reserve buys Government bonds, it doesn’t 
use the reserves of member banks to make that purchase. It doesn’t 
use or obligate the capital stock of the Federal Reserve banks in order 
to make that purchase. It doesn’t use or obligate the surplus funds 
of the Federal Reserve banks to make that purchase. 
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But, as Mr. Martin explained, he issues Federal Reserve notes which, 
under the law, must be backed by gold certificates. He has just ex- 
plained this morning that the amount of such backing has been 
changed, and I would like to ask Mr. Martin who holds those gold 
certificates? Does the Open Market Committee hold those gold certifi- 
cates, or does each bank individually hold its share of gold certificates ? 

Mr. Martin. They are mostly on the books of the Treasury, but I am 
told by Mr. Hexter that New York and Chicago each have a small 
amount. 

Mr. Parman. Well, isn’t it a fact that you are supposed to have 
about $20 billion in gold certificates? Do you have the exact amount 
there ¢ 

Mr. Martin. We can get it for you? I think it is $21 billion. 

Mr. Patman. Around $20 billion or $21 billion. 

Isn’t it a fact that you haven’t actually printed those certificates ; 
that they are not actually printed ; that it is a bookkeeping transaction ¢ 

Mr. Martin. That is correct; it is a bookkeeping transaction. 

Mr. Parman. In other words, you are backing our money with a 
fiction. 

_ Mr. Martin. Oh, no; the gold is actually there. This is a bookkeep- 
ing transaction. 

Mr. Parman. I know it is a bookkeeping transaction. That is all 
itis. If you had the certificates, you couldn’t get any gold on them, 
could you? 

Mr. Martin. We wouldn’t want to get any gold on them. 

Mr. Parman. Well, if you wanted to, you couldn’t, because you 
can’t get gold domestically. Therefore, they are no good, and there 
is no use printing them, because you can’t get any gold on them. 

Now, you state that 

Mr. Martin. Well now, let’s look at that, Mr. Patman. 

Since we suspended the old gold standard, we now have the modi- 
fied gold standard. I haven’t thought about this much recently, but 
it is the gold bullion, international gold bullion standard, and that 
means that domestically we don’t permit redemption of currency in 
gold. 

Mr. Parman. That is the point I am making. 

Mr. Martin. But for foreign transactions, for balances of pay- 
ment, you can acquire the gold, a central bank can acquire the gold 
and the transfer can actually be made. 

Mr. Parman. J agree with you. 

Mr. Martin. Now, the question has been raised several times as to 
why don’t we go on 

Mr. Parman. I am not talking about that. I am not raising the 
question. 

Mr. Martin. I am sorry. 

Mr. Parman. I am just asking you this: If you had the gold cer- 
tificates—which you don’t have, and it is all a fiction, all a make- 
believe—which is all right; I am not criticizing it—the money is just 
as good backed with make-believe, or fiction, as if you had the gold 
certificates. But if you had the gold certificates, you couldn’t get 
any gold on them for domestic transactions, because it is not allowed, 
and properly so. But if you want the gold for international balance 
of payments, you could get the gold for that purpose only. 

Mr. Martin. That is correct. 
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Mr. Parman. Now then, Mr. Martin, isn’t it a fact that these Fed- 
eral Reserve notes that you issue and exchange for these bonds are 
obligations of the United States Government, just as are the bonds? 

Mr. Martin. That is right. 

Mr. Parman. In other words, each note says on its face: “The 
United States promises to pay to bearer on demand so many dollars.” 

That is just as much a Government obligation as a United States 
bond maturing 10 years from now, isn’t it ? 

Mr. Martin. It is money. 

Mr. Parman. It is an obligation of the Government. 

Now, we have a national debt of $275 billion, but that doesn’t 
include this $25 billion in Federal Reserve notes, does it / 

Mr. Martrn. No, it is not in that. 

Mr. Parman. Therefore, our national debt is $25 billion more than 
that, isn’t it? It isa direct obligation, isn’t it? 

Mr. Martin. Mr. Thomas will answer that. 

Mr. Parman. All right, I will be glad to have him do so. 

Mr. Tuomas. Well, in a sense the United States Government is 
responsible for it, but if it can issue the notes to pay off the notes, it 
amounts to the same thing. 

Mr. Patman. Why do you qualify the statement with “in a sense” / 

Mr. Tuomas. Well, the difference between a debt and money is 
that with a debt, as the chairman said, the borrower pays the lender 
the interest for the use of the money, so that the borrower can use it 
and the lender will not use it at the same time. 

When you issue a demand obligation, without interest, it can be 
used freely by the owner at any time. But a debt obligation is an 
obligation to refrain from spending, so that two people are not 
spending the same money at the same time. 

Mr. Parman. I hear what you say, Mr. Thomas, but regardless of 
what you say, the Government owes $25 billion more, which is not 
included in the national debt. No one can dispute that. It is an 
obligation, just as Mr. Martin says. 

Now, I would like to ask you about the money that is destroyed. 

Mr. Kieurn. Will the gentleman yield? 

Of course it isn’t the same as the national debt at all, because the 
money has the backing of gold, which the Government owns, which is 
not put in the bookkeeping entry against the national debt. 

Mr. Parman. I don't care to pursue that any further. We could 
talk about it all day and not get anywhere; but you would have to 
come right back to the point that you have $25 billion in Government 
obligations which are not included in the national debt. There is no 
disputing that. 

Mr. Tuomas. But they are backed by gold and a corresponding 
amount of the national debt. You can’t count that twice. 

Mr. Parman. Gold that you cannot get, so it doesn’t amount to a 
thing in the world. It doesn’t make the dollar worth more or less. 
If we were to go to Fort Knox tomorrow morning and find that the 
gold had sunk into the bowels of the earth and never could be recov- 
ered, why, it wouldn’t hurt our money because money is good for the 
payment of debts and taxes. We owe so much, and we will always 
have taxes. So I am not disturbed about the fact that you can’t de- 
mand and get gold in exchange for your money. 





FINANCIAL INSTITUTIONS ACT OF 1957 75 


I want to ask you a question about the destruction of money, Mr. 
Martin. 

A few years ago the method for the destruction of money was 
changed by the Treasury, was it not? Didn’t the Treasury w ork out 
an agreement with you to destroy silver certificates and replace them 
where they are used ? 

Mr. Martin. va sir; they did, Mr. Patman. 

Mr. Parman. I don’t want to take up anything that will take a long 
time, Mr. Martin. May I ask you fora statement on that ? 

Mr. Martin, I will be glad to prepare that. 

Mr. Parman. With this in view: Do we have proper and adequate 

safeguards now! Do you think the destruction of the money is ade- 
qui itely and properly safeguarded ? 

Mr. Martin. Yes, sir; I think it is. 

Mr. Parman. You think it is? 

Mr. Martin. Yes, sir. 

Mr. Parman. You don’t destroy your own Federal Reserve cur- 
rency, do you? 

Mr. Martin. It is done by the Treasury. 

Mr. Parman. That is what I thought. I didn’t think that you did 
it. With no audit, and destroying your own money, that would really 
be a situation. So I am glad to know—— 


Mr. Martin. I wish it were that simple, Mr. Patman. 
Mr. Parman. I won't pursue that, but IL wish you would supply a 
statement. 


Mr. Martin. I will do so. 
(The data requested above is as follows :) 


DESTRUCTION OF UNFIT SILVER CERTIFICATES AND UNITED STATES NOTES 


Beginning July 1, 1953, at the direction of the Treasury, the Federal Reserve 
banks as fiscal agents took over from the Treasury the final verification and 
destruction of unfit silver certificates and United States notes received at the 
Reserve banks. These forms of currency constitute the bulk of Treasury cur- 
renecy. Other forms of Treasury currency still in circulation, but in relatively 
small amounts—national bank notes, Federal Reserve bank notes, and Treasury 
notes of 1890—are canceled by the Federal Reserve banks and forwarded to the 
Treasury for destruction. Unfit Federal Reserve notes are likewise canceled 
by the Federal Reserve banks and forwarded to the Treasury for destruction. 

The verification and destruction of unfit silver certificates and United States 
notes by the Federal Reserve banks is done in accordance with Treasury De- 
partment regulations, which provide, among other things, that the work shall 
be performed in a fiscal agency currency verification unit which shall be sep- 
arate and apart from other cash operations of the Reserve bank. 

The cash divisions of the Reserve banks sort, strap, cancel, and deliver the 
unfit currency to the fiscal agency currency verification units. The canceling 
is done by perforating each strap of notes with either a 4- or 7-hole punch, 
each bank using a distinctive die for this purpose. Treasury regulations pro- 
vide that, after the currency has been so canceled, the completeness of the 
punching be verified by an employee of the cash division who himself did not 
participate in the canceling. 

The canceled currency is turned over to the fiscal agency ¢ urrency verification 
unit and, while in the custody of that unit, is under dual control from the time 
of receipt until destruction. 

After the currency has been verified in the fiseal agency verification unit, it 
is destroyed under Treasury regulations by incineration in a special incinerator 
or by shredding. Most of the banks use the first procedure; the Cincinnati 
and Pittsburgh branches follow the second procedure. The two persons who 
are jointly responsible for destroying currency on a particular day execute a 
certificate of destruction, which, when countersigned by the officer of the bank 
responsible for the operation, is forwarded to the Treasury. 
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Since the early months of the operation, all of the incinerators used for 
destroying the currency have been located on the premises of a Federal Reserve 
office and were either built or specially adapted for this particular purpose. 
In certain cases it took some time to complete these arrangements and accord- 
ingly it was necesssary when the operation was first begun in 1953 for some 
of the banks to make temporary arrangements to burn the currency outside 
of their own offices. At the end of June 1957, the 12 head offices and 7 of the 
branches were performing the currency destruction operation. The other 17 
branches were shipping the canceled Treasury currency to their respective head 
offices for verification and destruction. 

The entire verification and destruction operation is under the same strict 
controls and safeguards as are other currency operations of the Federal Reserve 
banks. In addition, examination and review of the operation is a regular fea- 
ture of the examination of a Federal Reserve bank by the Board’s examiners. 
To complete the picture, however, it should be noted that the present arrange- 
ment precludes one control that was inherent in the former procedure—final 
verification and destruction in a separate location by individuals completely 
dissociated from the bank that cancels the notes. 

Mr. Parman. I noticed a few years ago where something went 
wrong with the incinerator in Pittsburgh, and bills flew all over Pitts- 
burgh. I guess something in the Federal Reserve bank was not in 
working order that morning. 

Mr. Martin. I might say, in passing, Mr. Patman, that we are try- 
ing to answer all your questions just as rapidly as we can, but we are 
a little short this week, in personnel because of this alert. 

Mr. Parman. That is all right. 

Mr. Martin. But we will endeavor to answer all of them. 

Mr. Parman. Mr. Martin, in view of the fact that this so-called 
stock, which is not stock, which the member banks claim to own, but 
do not own, but for which they make an involuntary investment of 6 
percent of their capital and surplus but really pay in only 3 percent, 
since these funds from the member banks are not used for any purpose 
on earth, don’t you think that they should be paid back to the banks in 
order to save the $20 million a year interest payments on these funds? 
Why keep them? They are not used. They are not needed. And 
the amount is so insignificant in comparison to the business done by 
the Federal Reserve wows it would be ridiculous to think that you 
would ever have to depend on that little money. Don’t you think 
you should repay that and save that 6 percent interest charge which 
amounts to $20 million a year ? 

Mr. Martin. No, I think that it is desirable to have it as a business 
transaction. 

Mr. Patman. To make the banks feel that they have an investment 
in the Federal Reserve ? 

Mr. Martin. I think it is a little bit like that gold at Fort Knox, 
Mr. Patman. You and I might disagree. But I think if we found 
that gold at Fort Knox had disappeared entirely, it would have an 
effect on our currency. 

Mr. Parman. It would shock us for 2 or 3 hours. But when 
we awakened we would find that our money was still just as good to 
pay debts and taxes, and we have enough debts and taxes to assure 
the money’s value. 

Did you say yesterday that you would be in favor of repealing the 
law which prohibits paying interest on demand deposits? 

Mr. Martin. No, I didn’t say that. I said that the matter of de- 
mand deposits has been something that had been reviewed by the Con- 
gress under Senator Glass’ leadership, and that we had been oper- 
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ating under this provision for some time quite satisfactorily, and I 
thought before anything of that sort were done, that we should study 
the matter extremely carefully. 

Mr. Parman. Yes, sir; of course, that was in an atmosphere or cli- 
mate of panic or depression, and the situation is different now. I agree 
with you that it should be studied and we should give it consideration. 

Now, on this question of preferred stock, is there any way for the 
banks to set that stock up so that the dividends would be tax de- 
ductible ? 

Mr. Martin. I will ask Mr.—do you have the provision there? 

Mr. Parman. It was in your statement, Mr. Martin. 

Mr. Martin. Well, let me find it, then. 

Mr. Parman. And it is in the bill. I just wanted to know if there 
will be any way of using that stock that will permit the bank to take a 
tax deduction for the dividends paid on the stock. 

Mr. Martin. Well, I believe the answer is “No,” Mr. Patman, but 
I will have our counsel check that. 

Mr. Hexter has it, and he can answer it. 

Mr. Parman. All right. 

Mr. Hexter. At the present time there is a provision of law that the 
dividends paid by vata on preferred stock held by agencies of the 
Federal Government may be deducted by the banks as a business 
expense. That applies only to preferred stock held by agencies of 
the Federal Government, which meant, in effect, the Reconstruction 
Finance Corporation. 

Mr. Parman. That is right. 

Mr. Muurer. Had you finished your answer ? 

Mr. Hexter. More or less. 

Mr. Mo ter. Is there any of this preferred stock still outstanding 
today ? 

Mr. Hexter. I believe there are still a few million dollars of pre- 
ferred stock. 

Mr. Parman. I know about that. That is not the question. 

Under this proposal for issuing preferred stock to supplement the 
capital of the bank, will the bank be permitted to take a tax deduction 
for that, as a business loss, or as a business expense, just as the banks 
have been taking deductions on the dividends paid on stock that they 
sold to the Reconstruction Finance Corporation ? 

Mr. Hexrer. Although I am not a tax specialist, I am quite con- 
fident that the dividends paid on preferred stock to be issued to pri- 
vate holders would not be deductible by the bank as a business expense. 

Mr. Parman. It is important that we know. 

Now, you have recommended this provision, have you not, Mr. 
Martin? You recommended this in your statement yesterday. It is 
important that we know, and I would like you to give us a direct and 
definite answer on that. I will not press for it right now if you are 
not familiar with it. 

Mr. Muurer. May I suggest that the answer may be found in the 
tax law? Isn’t that covered by the tax law? 

Mr. Martin. In the tax law, itself, Mr. Patman. The Internal 
Revenue Bureau is the only person that can give you a positive answer. 

Mr. Mutrer. Isn’t that covered in the tax law? The Internal 
Revenue has no discretion about it. He must follow the law as laid 
down by the tax statutes. 
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Mr. Parman. Under existing law, for more than 20 years, banks 
have had preferred stock outstanding that was in the hands of 
Government agencies, particularly the “Reconstruction Finance Cor- 
poration. The banks, having that preferred stock outstanding each 
year charged, as a business expense, the dividends or interest paid on 
that stock. I just want to know, and I think it is very important 
that it be known—if under this proposed change in the law, which 
will give the banks the opportunity of issuing preferred stock to 
supplement their capital, the dividends or interest paid on that stock 
may be tax deductible ? 

I think it is a very ‘fair question, and I think it is important that 
we know the answer. To say that the Internal Revenue Service will 
handle it, I don’t think is a sufficient answer, because we ought to 
know before acting on the bill. 

You are not ina : position to answer that ? 

Mr. Martin. We will do the best we can for you, Mr. Patman. 

(The information requested above follows :) 


DIVIDENDS ON PREFERRED Stock Not DEDUCTIBLE FOR FEDERAL INCOME-TAX PUR- 
POSES EXcEePT As AUTHORIZED BY SECTION 583 OF THE INTERNAL REVENUE CODE 
or 1954 


In the opinion of the Legal Division of the Board of Governors, in computing 
its taxable income for Federal income-tax purposes a national bank may not 
deduct amounts distributed as dividends on its preferred stock except as author- 
ized by section 583 of the Internal Revenue Code of 1954. As mentioned at the 
hearing, section 583 authorizes such deduction only with respect to dividends 
“paid * * * to the United States or to any instrumentality thereof exempt 
from Federal income taxes.” Accordingly, dividends on preferred stock held by 
individuals and private corporations could not be deducted by a national bank in 
computing its taxable income for Federal income-tax purposes. 

This opinion of the Board’s Legal Division has been informally confirmed 
by representatives of the Treasury Department. As mentioned at the hearing, 
the Board of Governors is not authorized to express authoritative opinions on 
matters relating to Federal taxation. 

Mr. Patrman. Now, about the retirement fund. What is the total 
amount of the retirement fund of the Federal Reserve System now / 

Mr. Martry. We can get it for you. I think I submitted it to you 
in answer to your question on that. 

Mr. Parman. I haven’t seen it, Mr. Martin. I think you have it 
ready, but I haven’t seen it. 

Mr. Martin. I will provide that. 

(The information requested is as follows :) 


ASSETS OF RETIREMENT SYSTEM OF FEDERAL RESERVE BANKS, FEBRUARY 1957 


The total assets of the retirement system of the Federal Reserve banks as 
of February 28, 1957 (the date of the last annual report) was $183,799,240.99. 
The figures in detail by accounts are contained in the financial balance sheet 
shown on page 36 of the 23d annual report of the retirement system of the 
Federal Reserve banks, copies of which have been supplied to you. 


Mr. Martin. We have set up the rules and regulations of the re 
tirement system, Mr. Patman, the provisions of the Board of Gov- 
ernors’ plan, and we are working on the comparison that you re- 
quested—— 

Mr. Parman. I know, but I am asking you one question now, Mr. 
Martin. What is the amount of the fund? If there is more than 
one fund, I would like to know the amount of each. 
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Mr. Marrry. I will be glad to get you those amounts. I am sorry 
my memory is not very good. 

‘Mr. Parman. Let’s take a guess. Is it $100 million in one fund? 

Mr. Martin. I would say that that would be not too much out of 
line. 

Mr. Parman. What is it in the other one ‘ 

Mr. Martin. I will be glad to give you the figures im detail. 

Mr. Parman. I can’t interrogate you intelligently until I know 
that. 

Mr. Martin. We will provide it. 

Mr. Parman. You have set up how many systems of retirement 
in the Federal Reserve, 2 or 3 / 

Mr. Martin. We have three. 

Mr. Parman. One is for the officers of the Federal Reserve Board, 
is that right? 

Mr. Martin. One is the Board plan. One is the bank plan 

Mr. Parman. Wait just a minute. 

One at a time. The Board plan embraces the Board of Governors 
and the employees, about 500 people, is that right 

Mr. Martin. That is right, except that the Board members are 
under the civil-service retirement. 

Mr. Parman. What is the other one / 

Mr. THomas. The Federal Reserve banks have a plan. 

Mr. Patman. Which employees and officers does it embrace / 

Mr. Tuomas. It covers all employees and officers of all Federal 
Reserve banks. 

Mr. Parman. What is the other one ? 

Mr. Tuomas. The employees of the Board who were under civil 
service have the privilege of continuing under civil-service retirement, 
and the Board makes the same contribution, as I understand. 

Mr. Parman. About how many are under that ? 

Mr. Tuomas. I don’t know. 

Mr. Parman. Would it be a 3d of your employees, or a 10th ? 

Mr. THomas. Under civil service, I don’t know. 

Mr. Parman. Under both. 

Mr. Hexter. It is my impression, Mr. Patman, that at the Board 
of Governors approximately 100 employees are under the civil-service 
retirement plan. 

Mr. Parman. You don’t permit them to have both unless they 
came from civil service originally ? 

Mr. Tuomas. They cannot have both in any case. 

Mr. Patman. Don’t you have other systems such as hospitalization 
benefits, and surgical benefits, and other benefits like that 

Mr. Martin. Yes, sir, I have that myself. 

Mr. Parman. How much of that does the System pay’ I under- 
stand you pay two-thirds of it. I just wonder if that is out of line. 

Mr. Martin. Well, I would have to look it up. 

Mr. Parman. You mean the Government pays two-thirds of it ? 

Mr. Martin. No, I think I pay two-thirds of it. 

Mr. Patman. Well, my understanding is that the person only pays 
about a third, if the information I received is correct, and I only want 
the correct information. 
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Mr. Martin. I will certainly get you the exact information on that. 

Mr. Patman. All right, and you will provide the amounts of these 
funds? 

Mr. Martin. I will, indeed. 

(The data requested above is as follows:) 

The Board of Governors pays no part of the premium for hospitalization 
benefits and surgical benefits of its officers and employees, the insured officer 
or employee paying the entire amount. 

The Federal Reserve banks pay two-thirds of the premiums for those benefits 
provided for its employees, and the insured employee pays the remaining one- 
third. 

Mr. Parman. Now as to those under civil service, they have their 
own OASI insurance, and they also have the Federal Reserve. I 
have a case here of a person who reecived $3,600 a year, with a 25-year 
career, and the average high 5 years was $5,000. At the retirement 
age, January 1 of this year, he would receive a total annual annuity 
of $3,119, and his wife would be eligible to receive $651 more, which 
would make him eligible to receive $3 770. 60 a year; where the ordinary 
civil service employee, not in the Federal Reserve System, would 
only receive $2,312. 

In other words, the person who carries both the OAST and the 
Federal Reserve—and really, it is just two Federal Government 
groups, I can’t understand why they should carry both, but I am just 
dealing with the situation—if an employee carries both which he is 
permited to do, he will get at least 50 or 60 percent more. 

Mr. Martin. There is no double retirement, Mr. Patman. It is 
either one or the other. 

Now the comparisons which are very difficult for actuarial reasons 
to work out, we are presently working on, and we will try to give 
them to you precisely just as quickly as we can, but that takes a little 
time, because a retirement scheme of any sort is an extremely difficut 
thing to analyze until you have got the entire picture. 

Mr. Patman, All right. 

Now, Mr. Martin, have you recently authorized the payment of a 
substantial sum to the retirement fund of the Federal Reserve bans? 

Mr. Martin. We have. 

Mr. Patman. How much? 

Mr. Marttn. I don’t know what it would be on the yearly amount. 

Mr. Parman. I am not talking about yearly amounts, but the lump 
sum ? 

Mr. Martin. The lump sum on a funding basis—no, I would have to 
get that figure. 

Mr. Patman. Well, wasn’t it about $8 million ? 

Mr. Martin. That would be about right. 

Mr. Patman. That sticks in your mind as being about right. 

Mr. Martin. Something in that neighborhood. That is funding all 
the back service. 

Mr. Parman. Is that in addition to what you pay yearly to the 
fund ? 

Mr. Martin. That was to bring the fund in line. We have been 
trying to integrate these plans with the changes which have been 
adopted by the Government. 

Mr. Parman. When do you 
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Mr. Kirpurn. Mr. Chairman, I would like to have the witness 
allowed to answer a question. You started before he answered the 
question. 

Mr. Parman. He had answered the question to my satisfaction. If 
he doesn’t object, I don’t see why the gentleman objects. 

Mr. Kirsurn. I do object because I want the answer. 

Mr. Parman. I have it. He told me. 

Mr. Kitgurn. I am on the committee as well as you are. 

Mr. Patman. But you heard the answer as I did. 

The Cuarrman. Mr, Martin, you have the authority to answer any 
question in any way you please and to take as long in your answering 
as you desire. 

Mr. Martin. Well, we have been trying to integrate these programs, 
which is not easy to do. 

I myself served on the committee that tried to work on the whole 
social security setup for a couple of years, and I found it about as con- 
fining and difficult an operation as I ever engaged in, and I am not sure 
that I understand some aspects of it yet, but what we have been trying 
to do is to integrate these plans that go back to 1934 with what civil 
service does today, and to do it on an : equitable and reasonable basis, 
and to fund service of the older employees and integrate them into the 
new plan. 

Now that takes a great deal of time and care. We have got a com- 
mittee at the present. time which is working very actively on this, and 
I am hopeful that I can give you, within a re: asonable time, Mr. ’Pat- 
man, a direct comparison ‘of all of these benefits and what the additions 
are and how much they are, so that we can see it in a tabular form. 

Mr. Parman. But how recently was that? When did you authorize 
this $6 or $8 million to be paid ? 

Mr. Martin. We did that within the last 3 or 4 weeks, I think. 

Mr. Parman. At the very time the President is trying to stop infla- 
tion and urging everybody to slow down on spending, you take $6 
million, or whatever it is, out of idle funds that would go to the Fed- 
eral Government, and put it into competition with the other money 
to buy stocks and bonds and things like that. 

Do you have to get authority from C ongress for that, Mr. Martin? 

Mr. Marry. No, but in order that there is no misunderstanding 
about it, I wrote a letter and it has not yet been approved by the boards 
of the individual Reserve banks. It may never go into effect. I be- 
lieve it will. But each of the boards of the Federal Reserve banks 
has to approve this. 

Mr. Parman. There is no doubt in your mind about that, is there? 

Mr. Martin. I think they probably will approve it, but they have 
not approved it yet. 

Mr. Parman. It is to their benefit, isn’t it? 

Mr. Martrn. I just wanted to put us on record as to full disclosure 
on this, Mr. Patman. I wrote a letter to the chairman of both com- 
=! informing them that this was in process. That is before it 

as 

Mr. Patman. I didn’t know anything about that letter. I wonder 
why you don’t notify the members of the committee too, Mr. Martin, 
on an important translation like that? 
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Mr. Martin. Mr. Patman, I don’t think we can write a letter to 
every member of Congress every time we do something. 

Mr. Paraan. I would like to see a copy of that letter, Mr. Chairman. 

Mr. Marrtn. I consider it a purely routine matter. 

Mr. Parman. I know it is routine, but considering the fact that you 
don’t have any authority in law to set up any retirement system—or if 
you do have authority, where is it? 

Mr. Martin. Well, T 

Mr. Parman. Where is your authority ? 

Mr. Kirsurn. Let him answer. 

Mr. Martin. I don’t agree with you on that / 

Mr. Parman. Where is it? 

Mr. Martin. I would have to get our counsel to give it to us. 

Mr. Parman. I would like him to cite the law. Maybe I have over- 
looked something. 

Mr. Martin. | have read the Federal Reserve Act a good many 
times, but I still confess I still have to refer to it. 

Mr. Parman. I do the same thing. I may be in error about this, 
but I would like the information if it is available. 

Mr. Martin. Mr. Hexter will comment on it. I can assure you we 
have done nothing that we don’t think we have the legal authority 
for. 

Mr. Parman. The retirement system was set up before you came 
in, Mr. Martin. In fact, it was set up before any of the present Board 
came in. 

Mr. Hexrer. With respect to the Federal Reserve Board, section 
10 of the act states that its members’ and employees’ “employment, 
compensation, leave, and expenses shall be governed solely by the 
provisions of this act, specific amendments ‘thereof and rules and 
regulations of the Board not inconsistent therewith,” and the act 
authorizes the employment. of employees, and it is an element in the 
compensation of those employees, a retirement system. 

Mr. Parman. Where is that authorized in the act? Do you mean 
to say that because you have the authority to employ people, you have 
the right to set up a retirement plan ? 

Mr. Hexrer. Employ and compensate them. 

Mr. Parman. But doesn’t it say that you are confined to just those 
words unless specifically authorized? Read that again. 

Mr. Hexrer (reading) : 





Imployment, compensation, leave, and expenses shall be governed solely by 
the provisions of this act, and rules and regulations of the Board not inconsistent 
therewith. 

Mr. Parman. And from that you assume the power, at least the 
Federal Reserve System has, to set up a system that, of course, uses 
Government money to make a payment, which is not objectionable— 
I am not making a point of that—and pays retirements of up to 
$45,000 a year, with no more specific authority for it than what you 
have just read. 

In other words, you say “employment, compensation, and leave,’ 
but it would seem that leave is so closely associated with retirement 
that had Congress wanted to say anything about retirement, when it 
thought about leaves for employees, it would have thought about 
retirement, and said retirement. 
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Do you know of any court constructions of similar language of that 
type‘ 

Mr. Hexrer. I don’t know that offhand. 

Mr. Parman. I will not pursue that further. 

Mr. Murer. May I suggest at that point, Mr. Patman, it might 
be well to get up a proposed amendment to this bill. Everybody is 
in agreement that these people are entitled to pension systems. I 
am inclined to agree that the Federal Reserve Board does not have 
specific authorization to set up a pension fund. And I think the 
law ought to be corrected in that. respect. 

Whether or not you should have a separate one or it should be part 
of the general system, I think should be clarified by an appropriate 
amendment to the statute. 

Mr. Parman. Mr. Martin, it is true that with these funds you actu- 
ally buy stocks and bonds, common stocks and things like that, isn’t it ? 

Mr. Marri. The trustees of the retirement fund do; yes, sir. 

Mr. Parman. Is that fund set off from the Government? Is there 
any audit of that fund ? 

Mr. Martin. Oh, yes; there is a regular audit of that fund. 

Mr. Parman. I am not talking about a self-audit, but an outside 
audit. 

Mr. Martin. Well, Mr. Patman, we get back to this self-audit all 
the time. It seems to me that any business firm selects its auditor. 

Mr. Parman. This is Government business, Mr. Martin. 

Mr. Martin. Well, I think that, as I have pointed out to you a 
number of times, the Congress specifically gave us authority to oper- 
ate this way in the Banking Act of 1933, and I have repeatedly com- 
mented on this. I have just written another long rejoinder to you 
along the lines of our well-known hearing, which I thought you con- 
ducted admirably, in 1952. 

Mr. Parman. Thank you, Mr. Martin. I am not agreeing that it 
was admirably conduc ted, but I am just giving you the date. 

Mr. Martin. I thought you did, and we put all that information 
and background in to it, and I put it down to paper here again in 
response to your request. 

Mr. Parman. If you will hand that to the clerk, I will not inter- 
rogate you further on it. 

Mr. Martin. I will be very glad to have it placed in the record. 

Mr. Parman. I have to examine it because I can only put germane 
material in the record. So I shall have to look it over first. 

Thank you, Mr. Chairman. That is all for the present. 

Mr. Muurer. At this point, Mr. Chariman, I would like to ask Mr. 
Martin some questions about the pension funds, if I may. 

Mrs. SuLLIvAN. Would the gentleman yield / 

Mr. Mutrer. Yes. 

Mrs. Sutiivan. I wanted to ask whether Mr. Martin would be back 
tomorrow, Mr. Chairman. 

Mr. Vantk. Mr. Chairman, has any determination been made on 
Mrs. Sullivan’s question, as to whether Mr. Martin would be back 
tomorrow ? 

The CuarrmMan. Could you come back tomorrow ? 

Mr. Martin. I will be here as long as you want, Mr. Chairman. 
L am at your disposal. 
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The Cuatrman. If it is the wish of the committee that you come 
back this afternoon or tomorrow ? 

Mr. Martrn. I can come back this afternoon. 

Mr. Mutter. I have objected, Mr. Chairman, and other members 
have objected to meeting this afternoon when the House is in general 
debate on the mutual-security bill. 

I think there is a lot of interest in that bill. 

Mr. Martin. I will be available tomorrow morning. 

The CuatrmMan., It is an important measure before the House, and 
if the members of the committee want to be present, I will have to ac- 
cede to it. 

Mr. Mutrer. This legislation is very important, Mr. Chairman, and 
we ought to give it every bit of attention and time that we possibly 
ean, and I think all the members ought to be given the fullest oppor- 
tunity to interrogate the witnesses. 

Mr. Seety-Brown. It would seem to me it would expedite matters 
if we started the hearings promptly. Mr. Martin was here at 10 
o’clock, and we started questioning him at 10:30. If we started 
promptly at 10, and those who wanted to interrogate would be here 
at 10, we would save a half hour right there. 

Mr. Mutter. I am for that. 

The Cuatrman. I don’t think we started at 10: 30. 

Mr. Srety-Brown. 10:26 Mr. Chairman. I stand corrected. 

The CHatrman. Well, the chairman is here at 10 o’clock. 

Mr. Bass. Mr. Chairman, I have a further question on this matter 
of procedure. 

When we question the witness, are we to confine our questions to 
matters germane to this bill, or is the sky the limit? 

The CHatmrMan. Well, if we limited the inquiry to questions which 
are not incompetent, irrelevant, and immaterial, we won’t have many 
questions, [am afraid. We are trying to keep the questions to matters 
pertinent to the bill. 

Mr. Bass. ‘Thank you. 

Mr. Mutter. Now may I ask the question I wanted Mr. Patman to 
vield to me for, with reference to the pension system? May I continue, 
Mr. Chairman ? 

The Cuatrman. You may proceed. 

Mr. Muurer. Mr. Martin, specifically with reference to the pension 
systems which have been set up, is it not a fact that all of the Federal 
Government pension systems set up by law prohibit a Government 
official or other Government employee from drawing his pension and 
at the same time occupying and receiving salary from the Federal 
Government, in a Government position. 

In other words, once a man goes to retirement and starts drawing his 
pension pay, the law now prohibits that man from receiving compen- 
sation in another job, working for the United States Government or 
any of its agencies, while continuing to draw his pension. If he takes 
anatinan job his pension ceases while holding the other job; isn’t that 
sof 

Mr. Parman. May I offer a suggestion, Mr. Multer? I think the 
law is that the pension ceases if earnings exceed more than a hundred 
dollars per month, or $1,200 per year. 

Mr. Mutter. Yes, sir, with that amendment correcting my question, 
that is the law as you understand it, is it not, Mr. Martin ? 
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Mr. Martin. I don’t know the law, Mr. Multer. I am sorry. But 
our counsel will check into it. 

Mr. Murer. Do you have any similar rule in your pension system 
which prohibits the man from drawing his pension and at the same 
time drawing compensation from the Government, so that he draws 
both his salary from the job and his pension? 

Mr. Kirsurn. Would the gentleman yield? 

Mr. Mutter. Yes, sir. 

Mr. Kitpurn. I would like to inquire. Maybe I don’t understand 
this bill. This bill, to my understanding, has absolutely nothing to do 
with the pension system of the Federal Reserve, or even with the gen- 
eral policy of the Federal Reserve. 

Mr. Mutter. If I thought it did not apply or had nothing to do with 
this bill, I would not have asked the question. 

I am asking because I think if the law doesn’t cover it, we must write 
something into the Federal Reserve Act to cover the situation which 
I have in mind. 

Mr. Kitgurn. But there is nothing now in the bill. 

Mr. Mutter. It is not in the bill. I say we should consider it so 
as to put it in the bill, or consider an amendment, just as there are 
several other things, as Mr. Martin himself recommended, certain 
things which are not in this bill and which he says ought to be in. 
This is another matter which should be covered by this bill if we are 
to do the full job. 

Now, may we get back to the question. 

Mr. Martin. We certainly may. All I cansay is I will have to take 
a look at the rules. I don’t know them offhand. 

Mr. Mutter. Do you know of anybody who is drawing a pension 
from any of the three systems you told us about, Federal Reserve 
pensions, who occupies another position in the Government, drawing 
his full salary while drawing full pension ? 

Mr. Marttn. I just don’t know, Mr. Multer. 

Mr. Mutter. Will you check that too for us and give us some in- 
formation on that? 

Mr. Martin. I will be gald to. 

Mr. Mutter. It will help you some if you refer to our correspond- 
ence some time ago—it may be 2 years ago, I will try to give you the 
exact date, I will have my office call your secretary—when we had 
correspondence on this, and you can check from that date on, because 
you gave me that information at one time. 
~ Mr. Martin. I will be very glad to get the information for you. 

(The information is as follows :) 

Neither the Board nor the Federal Reserve banks have any information with 
respect to a retired employee who occupies a position in the Government. There 
is, of course, Mr. Gidney, Comptroller of the Currency, who is a retired employee 
of the Federal Reserve Bank of Cleveland. 

Mr. Mutrer. Now so no one will think I am trying to trick any- 
body into making an answer, it is my information, and I would have 
you check this, too, there is only one man in Government today who 
is drawing his full pension of approximately $13,000 a year from 
the Federal Reserve pension system, and at the same time drawing a 
salary of $20,000 a year in his Government job. 

I am referring now to the Comptroller of the Currency. He is 
drawing full pay as Comptroller of the Currency and a full pension 
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at the same time. I know of no other instance in Government where 
that has happened. 

Mr. Coap. Mr. Chairman, will the gentleman yield ? 

Mr. Mutter. I yield. 

Mr. Coap. Is it not a fact that the President can, by his appoint- 
ment, appoint people to the various positions in Government, even 
though they are still on civil-service retirement, and they can draw 
both full salary and retirement 

Mr. Murer. Except for military retirement, I know of no instance 
where that can be done under the law. 

When he takes the other job, by appointment of the President or 
otherwise, he must stop drawing his pension while drawing full pay 
in Government. 

Mr. Coan. I will have some further information for the gentleman 
on that. 

Mr. Mcutrer. Thank you. 

That is all I have on the question of pensions, Mr. Chairman. 

Mr. Sreety-Brown. Am I correct in my understanding, Mr. Multer, 
that you are not objecting necessarily to the desire of the Board to 
set up a proper retirement system, but you are determined to make 
sure that that program of retirement is consistent with other Govern 
ment programs of retirement, including those affecting Members of 
Congress ¢ 
ernment agency, or quasi-Government corporation. I am in favor of 
pension system for everybody working in Government, or in a Gov- 
ernment agency, or quasi Government corporation. Iam in favor of 
a pension system in private industry. 

But I think they should be consistent, so far as the Government 
is concerned, and all of these people should be on a par, so far as 
benefits are concerned, so far as retirements are concerned and so far 
as double pay is concerned. 

The CuarrmMan. I think we ought to use up the time which is avail 
able. There seems to be objection to going on this afternoon be- 
cause of the importance of a bill on the floor. But in the future, if 
there is general debate in the House, I am going to endeavor to get 
the privilege of sitting in the afternoon in order that we can proceed 
with the hearing. 

Notwithstanding that some members can’t attend we must expedite 
the hearings. 

Mr. Mutrer. Mr. Chairman, for the record, I, and I know other 
members too, reserve the right to object to ay We will consider 
that in connection with what is on the floor on each particular day 
when the request is being made. 

But I for one will not go along with any general consent to sit here 
while the House is in debate. We are nearing the end of this session, 
I hope, when bills will be coming up so fast our heads will swim. 

The Cuarrman. I think, many times, the debates on the floor are 
not essential for all of the members to be present. If we can use the 
time to expedite this hearing, I think we ought to do so. 

Mr. Muurer. So far as I am concerned, Mr. Chairman, I am vitally 
interested in every aspect of this bill, and I want to be here, if possible, 
throughout the entire hearings from beginning to end. 

Mr. Vantk. Mr. Chairman, I have a question I would like to ask. 

The Carman. Mr. Vanik. 
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Mr. Vanix. I would like to ask Mr. Martin whether or not you 
have the power, under present authority, to determine the extent in 
dollars of the internal generation of investment capital by American 
corporations, through the sale of corporate Treasury-he ld stock, and 
what the percentage of increase in such capital generation has been 
during the past 5 years. Is it within the province or scope of your 
office, the functions of the Board, to determine this generation of 
internal capital by corporations ¢ 

Mr. Martin. I don’t think we have that power, Mr. Vanik. We 
could request it. 

Mr. Vanik. Would it be a desirable power, since you are endeavor- 
ing, in some measure, to control credit throughout the Nation, in 
order to balance the Nation’s fiscal condition ? 

Mr. Martin. Well, every bit of information is helpful, but I ques- 
tion very much whether it would be necessary for us to get that. Let 
me ask Mr. Thomas about it. 

Mr. Vanix. Well, the internal generation of capital would certainly 
have an effect on the money supply and the inflationary spiral, 
wouldn't it? 

Mr. Martin. It will have some. You may comment on this, Mr. 
Thomas. 

Mr. Tuomas. The powers of the Federal Reserve relate to the crea 
tion of money through the banking system, and once you extend 1 
beyond that, there are almost no limits to which you can go. So to 
try to regulate every use the corporations make of their money would 
be quite an extensive power to give to any agency of Government. 

Mr. Vani. Right. But in order that you should be in a position 
to judicially determine the money supply, or the function of the 
banking system, isn’t it also imperative and essential that you should 
know and know the full effect of the internal generation of credit 
in our economy ¢ 

Mr. Tomas. It has very little bearing upon the actual money sup- 
ply. It has a bearing upon the use of money. But the powers of the 
system relate to the money supply that is created through bank loans. 

Mr. Martin. In other words, it would be quite an extension of our 
power to get this, Mr. Vanik. 

Mr. Vanik. Merely to have this as a matter of information, as a 
guide, and to have it a part of your consideration in determining the 
administration of the mone y supply ¢ ¢ I am suggesting that you have 
the power to obtain the information. I don’t say that you should 
have additional power to do something sia it. 

But shouldn’t it be within the scope of your money-management 
power to be also fully familiar with the internal generation of credit 
through private enterprise ? 

Mr. Tuomas. I am sorry. I misunderstood your question. 

The information, of course, does have a bearing, as any information 
on the flow or use of funds has a bearing on what happens in the 
economy and has to be taken into consideration by the System in 
determining its policies. Such information would be used. 

Mr. Vanix. Do you have such information ? 

Mr. Tuomas. The Securities and Exchange Commission and the 
Federal Trade Commission, together, now get some information in 


that field. It might be useful to have more adequate statistics on that 
subject. 
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Mr. VanrxK. But at the present time does the Federal Reserve ac- 
cumulate that kind of information ? 

Mr. Tuomas. No, we use information that is available from other 
sources. 

Mr. Vanix. My next question—and this is one which has concerned 
me for some time—is there any foundation in reports that substan- 
tial amounts of investment capital have gone into temporary refuge, 
pending a stabilization of the current inflationary spiral, thereby 
avoiding entailment before interest rates reach their most productive 
levels in a free money market ? 

Mr. Martin. I don’t know that I fully understand your question, 
but it would seem to me that in essence you are asking whether there 
has been some flight from the dollar, aren’t you? 

Mr. VaANIK. Flight from investment, because of the current infla- 
tionary spiral. 

Mr. Martin. Well, it would amount, it seems to me, to the same 
thing. It would mean hoarding. 

Mr. Vant«. In your analysis of the money supply, are you able to 
determine that any substantial amounts, or any amounts, of invest- 
ment capital have gone into refuge, avoiding investment ? 

Mr. Martin. No, we haven’t found any substantial amounts. We 
haven’t uncovered anything of that sort. 

Mr. Tuomas.: It is more the other way. There is idle money that 
is coming into investment, in order to profit by potential inflation. 
There is less saving in the form of idle money and more investment. 

Mr. Vantx. But wouldn’t that money seek to wait for the highest 
possible productive level of income, and wait, pending developments 
of the current inflationary spiral, for an even better market ? 

Mr. Tuomas. The quicker they get in, the more advantage they can 
get of rising prices. 

Mr. Vanik. The quicker they get in, the more likely they are to be 
entailed when the higher prices come along. 

Mr. Tuomas. They profit by it. 

(The following letter is in answer to questions submitted by Con- 
gressman Vanik ‘to Mr. Martin :) 

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, July 25, 1957. 
Hon. CHARLES A. VANIK, 
House of Representatives, Washington, D.C. 


DEAR Mr. VANIK: This is in response to your request of July 16, 1957, in 
which you asked for my comment on two questions that you had submitted in 
the hearings before the House Banking and Currency Committee on the Fi- 
nancial Institutions Act of 1957. 


1. Is there any foundation in reports that substantial amounts of investment 
capital have gone into temporary refuge pending a stabilization of the 
current inflationary spiral, thereby avoiding entailment before interest 
rates reach their most productive levels in a free money market? 

There is no evidence that investment funds have gone into “temporary 
refuge.” In fact, the rise in interest rates over the past year and a half has 
attracted a record volume of funds into capital markets. Funds made available 
to corporate borrowers in the first half of this year were one-third larger than 
in the first half of 1956, and funds provided to State and local government bor- 
rowers have been one-tenth larger than last year. 

In meeting these large demands for funds, many financial institutions appear 
to have become heavily “loaned up.” It is reported that forward investment 


commitments by life insurance companies are at record levels relative to the 
companies’ cash inflows. Holdings of cash and of United States Government 
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securities by commercial banks, savings and loan associations, and mutual sav- 
ings banks are a much smaller share of the total assets held by these institu- 
tions than earlier. Individuals are allocating much more of their savings to 
direct investment in corporate and municipal securities than they did a year 
ago. All the evidence available indicates that the rise in returns offered to in- 
vestors has substantially increased the volume of savings made available to 
borrowers seeking long-term funds. 

Demands for funds, however, continue to exceed the total amount of savings 
the community is willing to make available for these purposes. As can be ex- 
pected in a free market economy, the intense competition for funds has resulted 
in increases in the price of money for most borrowers, and a drying-up of funds 
available for those investments where rates are set, through administrative 
order or legislation, below prevailing market levels. 


2. What is the extent in dollars of the internal generation of investment capital 


by American corporations through the sale of Treasury-held stock, and 
what is the percentage increase in such internal generation during the 
past 5 years? 

No statistics are available as to the issuance or sale of Treasury-held stock 
by corporations. Data compiled by the Securities and Exchange Commission on 
security issues do not distinguish sales of Treasury stock from other issued. We 
have no information that would enable us to answer this question. 

I am sorry that we cannot give you more definite replies to these specific ques- 
tions. If there is any further information that we can supply you, we shall be 
glad to endeavor to do so. 

Sincerely yours, 
WILLIAM McC. Martin, Jr. 


The Cuarrman. If there are no further questions at this time, the 
committee will now adjourn, to meet tomorrow morning at 10 o’clock. 

Again, thank you for being present, Mr. Martin. 

Mr. Martin. Thank you, Mr. Chairman. 

The CuarrmMan. The committee will adjourn. 

(Whereupon, at 12:03 p. m., the committee adjourned, to reconvene 
at 10 a. m., Wednesday, July 17, 1957.) 
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WEDNESDAY, JULY 17, 1957 


House or REPRESENTATIVES, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence, chairman, 
presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Multer, Addonizio, Mrs. Sullivan, Mrs. Griffiths, Messrs. Ashley, 
Vanik, Coad, Breeding, Talle, Kilburn, McDonough, Betts, Mumma, 
McVey, Seeley-Brown, Siler, Henderson, and Chamberlain. 


FURTHER STATEMENT OF CHAIRMAN WILLIAM McC. MARTIN, ON 
BEHALF OF THE BOARD OF GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM, ACCOMPANIED BY WOODLIEF THOMAS, 
ECONOMIC ADVISER; AND D. B. HEXTER, ASSISTANT GENERAL 
COUNSEL 


The CHatrman. The committee will be in order and we will resume 
the hearings. 

Mr. Martin, could you insert in the record a list of the banks that 
charge for exchange, and where they are located, and whether there 
are any States which have provided by law for par clearance. 

Mr. Martin. We will get you up a sncumiteanin covering every- 
thing we have on the subject, Mr. Chairman. 

The Crarrman. I think that might interest the committee. Thank 
ou. 

. Mr. Martin. You don’t want a list by name, do you, Mr. Chairman ? 

The Cuamman. No; just the number, where they are located, and 
whether ar not State banks, by State law, are prohibited from 
charging exchange. 

Mr. Martin. We will be glad to do it, Mr. Chairman. 

(The material requested above follows:) 


State Laws REQUIRING PAR CLEARANCE OF CHECKS 


A question has been raised as to the number of States that have laws requiring 
that banks clear checks at par. 

The Board does not maintain a current compilation of laws on this subject 
and, accordingly, it could not be certain as to the laws of all 48 States without 
undertaking more research than, it is assumed, was contemplated by the question. 
It is understood, however, that at least the States of Iowa, Nebraska, and Wis~ 
consin have such statutes. 
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Number of banking offices on Federal Reserve par list and not on par list for 
selected States, Dec. 31, 1956 (States not shown separately have no nonpar 
a offices ) 








Total banking of- 
fices on which On par list Not on par list 
checks are 
drawn ! 




















Banks | Branches} Banks | Branches| Banks | Branches 
‘siememaial oe . 

Alabama_-_.. . | 237 53 145 52 92 1 
Arkansas 236 | 27 125 7 | 111 20 
Florida : 252 | 12 | 205 11 47 1 
Georgia : 412 67 | 133 65 | 279 2 
Illinois... 925 | 4} 923 4} 2 
Kansas 598 3 596 | 3 2 | 
Louisiana -- 180 129 | 73 | 104 107 | 25 
Minnesota. 681 | 6 | 278 | 6 403 | 
Mississippi- - -- 196 | 103 | 49 38 | 147 65 
Missouri 606 4 | 549 4 57 | : 
North Carolina | 202 357 111 213 91 144 
North Dakota 154 | 26 57 | 7 97 19 
Oklahoma 385 6 379 6 6 | 
South Carolina 148 | 95 73 | 89 75 6 
South Dakota 171 | 54 72 | 29 gy 25 
Tennessee 295 152 213 | 137 82 15 
Texas_ ‘ 947 | 22 907 | 22 40 
Virginia 312 199 311 199 1 
West Virginia___. 182 181 1 
29 States and the District of Columbia 2 6, 427 6, 257 6, 427 6, 257 

United States total 13, 546 7, 576 11, 807 7, 253 1, 739 | 323 
Alaska and Hawaii 23 65 8 61 15 4 

Total wethedacas 13, 569 7, 641 11,815 7,314 1, 754 327 








1 Comprises all commercial banking offices in the contiental United States, Alaska, and Hawaii on which 
checks are drawn, including 227 banking facilities (other than branches) that are provided at military and 
other Government establishments through arrangements made by the Treasury Department. Number of 
banks and branches differs from table on p. 23, vol. 1, because this table includes banks in Alaska and Hawaii 
and banking facilities, but excludes banks and trust companies on which no checks are drawn. 

2 Listed separately in 1956 Annual Report of Board of Governors of the Federal Reserve System, table 


No. 19. 

The Cuatrman. The Chair is willing to recognize a member if he 
desires to interrogate the witness. 

Mr. Mutrer. Mr. Chairman, if no one else is ready, I am ready to 
go on. 

The Cuamman. Mr. Multer. I hope we may be able to get through 
with Mr. Martin today. 

Mrs. Suuuivan. Mr. Chairman. 

Mr. Muurer. I yield to Mrs. Sullivan. 

The Cuamman. Mrs. Sullivan. 

Mrs. Sutuivan. Mr. Chairman, I have just one short question I 
would like to ask Mr. Martin. 

The CHarrMANn. You are recognized. 

Mrs. Sutitvan. I received a letter from the Missouri Banks Asso- 
ciation at St. Louis, expressing their concern regarding several sec- 
tions of the pending bill, and I would like you to comment on the 
language contained in the bill on page 99, Mr. Martin, title II 24 (c) 
which relates to all banks members of the Federal Reserve System, 

I will read this section to you. It is very short. 

Mr. Martin. All right. 

Mrs. Sutiivan (reading) : 

In any case in which the Board determines it necessary, either because of 
inadequacy of examination or for any other reason arising in the course of 
supervision of any State chartered member bank, the Board may require at 
such times as it deems necessary, that such member bank have an audit by an 
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independent individual or firm approved by the Board. The expense of any 
such audit shall be borne by the bank so audited. 


May I have your comments on that particular section, Mr. Martin? 

Mr. Martin. Well the idea of that, Mrs. Sullivan, was that it would 
preserve our right in the case of a situation that we thought was dif- 
ficult, to do whatever was necessary, but at the same time we would 
save expense, current expense, to the individual banks, and would not 
be required to have the number of reports that might otherwise be 
exacted from the banks. 

Mrs. Sutiivan. You say it would save expense of the banks? 

Mr. Martin. Well, the expense, if we deemed it necessary, would of 
course be borne by the bank, but if we just made it a blanket operation 
without any exceptions, then it would be a continuing expense. 

There are some cases where we don’t think there is a need for it. 

Mrs. Suuiivan. Well, if it had to be done by the bank, then that 
expense would have to be passed on in some way, would it not, to the 
depositors ¢ 

Mr. Martin. Just like any other expense that the bank bears, yes. 

Mrs. Sutiivan. Well, that is one of the things that they were object- 
ing to, and I wanted your comment on that. 

Mr. Chairman 4 

The CHarrman. Mrs. Sullivan. 

Mrs. Suttivan. With your permission, I would like to submit for 
the record, the letter sent to me by the Missouri Bankers Association. 

The CuarrmMan. That may be incorporated in the record. 

(The letter referred to follows:) 


MIssoURI BANKERS ASSOCIATION, 
Columbia, July 12, 1957. 
Re the Financial Institutions Act of 1957. 
Hon. Leonor K. SULLIVAN, 
Congresswoman from Missouri, 
House of Representatives, Washington, D. C. 

Drar Mrs. SULLIVAN: According to recent advice, we understand that the 
captioned act, being S. 1451, has been docketed by the House Banking and Cur- 
rency Committee for hearings later this month. 

We wish hereby to record our opposition to 3 sections of the bill, being the 3 
sections which came into the bill by way of a Senate floor amendment which 
was offered by Senator Payne (see Congressional Record of March 19, 1957, 
at p. 3495). The sections to which we refer are as follows: 

1. See page 44 of the bill, title I, 48 (c), which relates solely to national 
banks ; 

2. See page 99 of the bill, title II, 24 (c), which relates to all banks which 
are members of the Federal Reserve System; and 

3. See page 154 of the bill, title III, 8 (b), which relates to all banks the 
deposits of which are insured by the Federal Deposit Insurance Corporation. 

These 3 sections provide in substance that the particular Federal supervisory 
agency—that is, the Comptroller of the Currency with respect to national banks, 
the Board of Governors of the Federal Reserve System with respect to banks 
which are members of the Federal Reserve System, and the Board of Directors 
of the Federal Deposit Insurance Corporation with respect to banks the de- 
posits of which are insured by FDIC—may in any case they “deem necessary” 
require that the particular bank involved, at its expense, “have an audit by an 
independent individual or firm” of accountants. 

We object to these 3 sections for the following, among other, reasons: 

(a) Each of the 3 Federal supervisory agencies under present effective 
law has ample power to ascertain the true condition of any bank under their 
supervision by means of the agencies’ own examiners taking appropriate ac- 
tion ; thus there is no need to impose upon the stockholders and depositors of 
the bank the additional expense of accountants’ fees (each bank pays for 
the examination made by the supervisory agency in the first instance) ; to 
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say the least if the reason behind the determination that an outside audit is 
needed is because of the “inadequancies of the examination” made by the 
supervisory agency, then the cost of the audit should not be on the bank 
but rather should be paid by the supervisory agency concerned ; 

(>) The language of the 3 sections gives the supervisory authorities the 
power to require an outside audit where they deem the audit “necessary * * * 
because of the inadequacy of examination”; thus impliedly the proposed law 
contemplates that the supervisory authorities may conduct bank examina- 
tions which they, the supervisory authorities, deem inadequate, and we 
think that such implication is detrimental to the public interest in that it - 
adversely (and we think, eroneously) reflects upon the ability of the super- 
visory agencies to provide the protection for stockholders and depositors, 
which protection is the primary reason for the existence of the power of “ex- 
amination” in the historical meaning of the term as applied to bank super- 
vision ; and 

(c) The language of the 3 sections gives the supervisory authorities the 
power to require an outside audit in effect for any reason; we feel that this 
is much too broad authority to lodge with the supervisory authority in the 
absence of the statute giving the bank a right to be heard on the question. 
Thus if the power is to be granted, its exercise should be subject to statutory 
safeguards in order to prevent an abuse of the power. 

As it appears that it will be impossible for representatives of the Missouri 
Bankers Association to attend the hearings on the Financial Institutions Act of 
1957, I am authorized to request that you cause this letter to be placed in the 
record of the hearing on this bill, and it will be greatly appreciated if you will 
accede to this request. 

Very truly yours, 

MIssoURI BANKERS ASSOCIATION, 
By CarRroLy F. Burton, President. 

Mrs. Suttivan. That is all I have, Mr. Martin. 

Mr. Mutter. Now, Mr. Chairman, if I may. 

The Cuarmman. Mr. Multer. 

Mr. Mouurer. Mr. Martin, what regulation is there, if any, on solici- 
tation of proxies by banks that are members of the Federal Reserve 
System and by national banks? 

Mr. Marrtrn. I don’t know any specific regulations. Mr. Hexter 
might know. 

Mr. Hexrer. Are you referring, Mr. Multer, to solicitation of prox- 
ies for meetings of shareholders ? 

Mr. Muurer. Y es, sir, 

Mr. Hexrer. There is no specific statute or regulation under the 
Federal supervision of banks. There may be in some of the States, 
relating to State member banks. 

Mr. Mouter. Is it not a fact that stock and shares of national banks 
and of banks that are members of the Federal Reserve System are 
traded in quite extensively ? 

Mr. Martin. Yes, sir; they are traded in. If they are listed on a 
stock exchange, of course, they would be subject to whatever rules and 
regulations the stock exchange might have. Most bank stocks are 
traded over the counter now. 

Mr. Mutter. They are therefore not subject to either—I shouldn’t 
say “therefore’—but they are not subject to the regulation of the 
Securities and Exchange Commission. 

Mr. Martin. That L don’t know offhand. Are they, Mr. Hexter? 

Mr. Hexter. I believe the Securities and E xchange Commission 
regulations relating to proxies relate only to securities registered on a 
national securities exchange, and relatively few banks are in that 
situation. 
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Mr. Mutter. Practically all the trading that is done publicly is done 
over the counter, in bank stocks, is that not so ¢ 

Mr. Martin. That is correct. 

Mr. Motrer. So the fact is that today there is no regulation over the 
solicitation of proxies of stock from shareholders in national banks or 
banks that are members of the Federal Reserve System ? 

Mr. Martin. I don’t know. I think that is probably true. 

Mr. Muurer. As a matter of policy, Mr. Martin, don’t you think 
there should be some regulation of such solicitation of proxies ? 

Mr. Martin. Well, the banks, you see, have special regulatory agen- 
cies, Mr. Mutter, the Comptroller, the FDIC, and the Board; we are 
all in pretty close touch with the situation of each of these banks, and 
if there were abuses in solicitation of proxies that were brought to our 
attention, it would seem to me that we could exert considerable in- 
fluence on that, and I question very much, without having thought 
about it very much, the necessity for any specific regulation governing 
the solicitation of proxies of banks. 

Mr. Mumma. Mr. Multer, isn’t that the only way a bank has of let- 
ting their stockholders know when there is going to be an annual meet- 
ing? They submit with the notice a proxy. You don’t need to sign 
it. Some of them have names. 

Mr. Mutter. There is absolutely nothing in practice or law that 
requires them to solicit a proxy in order to give notice of a meeting of 
any kind whatsoever. 

hat is a practice that has grown up in more recent years in order 
to permit management to retain control. 

Mr. Mum. It has been going on ever since I have been of age. 

Mr. Marin. Could I have Mr. Hexter comment on this also? 

Mr. Mutter. Certainly. 

Mr. Hexrer. On occasion the supervisory authorities, Mr. Multer, 
have adversely commented with respect to a proposed proxy solicita- 
tion by banks; the Comptroller of the Currency has done that on 
occasion. 

Apparently it has rarely been considered necessary to criticize a 
solicitation as in any way improper. 

Mr. Mutter. Don’t you think that one reason why you get so few 
complaints about the solicitation of proxies is because there is no 
Federal agency that has jurisdiction over the matter ? 

Any jurisdiction that any agency, whether the Federal Reserve 
System, or the FDIC, or the Comptroller of the Currency, may as- 
sume in the matter is purely voluntary; is it not? 

Mr. Marttn. I wouldn’t say that. I think each of these agencies 
has a very definite responsibility for the way these banks conduct 
themselves, and I would think as few regulations as possible would 
be desirable, and I know of no abuses in proxy solicitation at the 
moment that have come to our attention. 

Mr. Kirsurn. Would you yield? 

Mr. Mutter. I yield. 

Mr. Kireurn. I am not dead sure about this, but my understanding 
is that the banking law covers that. 

Mr. Martin. The State law, you mean. 

Mr. Kirpurn. Yes, sir. 

Mr. Marttn. In some instances I think that is true. 
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Mr. Kirsurn. The bank has to be extremely careful that it does 
solicit proxies in a proper manner and gives proper notice. 

Mr. Motrer. I am not addressing myself so much to a misstate- 
ment, either intentionally or unintentionally, in connection with the 
solicitation of proxies. 

I am addressing myself primarily to the fact that there is no regu- 
lation of any kind whatsoever on the national level, of member banks, 
or of national banks, and anything that is done is done purely volun- 
tarily and as often as not the answer goes back to a person who com- 
plains, “We have no jurisdiction over solicitation of proxies.” 

Mr. Berrs. Would you yield? 

Mr. Mutter. I yield. 

Mr. Berrs. In this connection you would state categorically what 
is wrong with the solicitation of proxies. We are in a free country. 

Mr. Motrer. Of course we are in a free country. That is why we 
regulate the railroads, the stock exchanges, the commodity exchanges. 
In some instances some people may think we m: iy not go far enough 
and in some instances we go too far. 

But if people behaved we wouldn’t need any regulatory agencies, 
neither the Federal Trade Commission nor any of the others. 

Mr. Bertrs. What is inherently wrong in proxy solicitation ? 

Mr. Mutter. What is inherently wrong with the proxy solicitations 
is exactly the same thing that was wrong in connection with the solic- 
itation of proxies before the SEC Act was enacted, and before we 
regulated proxies for those corporations. 

If it is necessary to regulate the solicitation of proxies for an ordi- 
nary business corporation, it is much more important in the public 
interest to regulate them so far as banks are concerned. 

A bank is a quasi public institution. The average business corpo- 
ration, while it may consider itself as such, is stric tly a business cor- 
poration. 

Mr. Krizurn. I think that the solicitation of proxies is now regu- 
lated by the banking law. 

Mr. Murer. You mean in the State of New York? 

Mr. Kirsurn. Yes, sir. 

Mr. Mutter. I won’t argue the question with you, Mr. Kilburn. 
I don’t know whether it is or not. I know of no instance in the State 
of New York where the State supervising authority has taken any 
action with reference to solicitation of proxies. 

Mr. Kizsurn. You have to put in your notice of a meeting, what 
you are going to bring up. If there is going to be a change and all 
that. 

Mr. Motter. That is required by law as to notice of meeting. 

Mr. Kirisurn. As to what is going to be brought up. 

Mr. Mutter. That is what the law requires. You must give notice 
of a meeting, and except as to the annual meeting, every other meeting 
you are going to call, you must set forth what you may bring up, and 
there may also be a provision as to annual meetings about specific 

matters. I am not directing myself to that. I am ‘directing myself 
now to the solicitation of proxies. 

Mr. Martin. May I ask Mr. Hexter to read one thing on the 
national-bank situation here ? 

Mr. Mutter. Yes, sir. 
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Mr. Hexrer. This doesn’t go to the point you are raising, Mr. Mul- 
ter, but to complete the record, thé National Bank Act, section 5144 
of the Revised Statutes, provides. with respect to national banks, 
that— 

Shareholders may vote by proxies duly authorized in writing, but no officer, 
clerk, teller, or bookkeeper of such bank shall act as proxy— 
indicating that the Congress has adverted to this matter. 

There is no similar provision with respect to member State banks. 

Mr. Mutrer. That is right. Now that language is carried over into 
this codification of the law; is it not? There is no change in that 
section. 

Mr. Hexrer. I believe that is right, but I am not too well ac- 
quainted with that part of the bill. 

Mr. Mutter. Well, if I am wrong, you can correct me at a later 
time. I think I am right. 

Now the next question is why shouldn’t the solicitation of proxies 
for member banks and for national banks be subject to the same re- 
quirements as prevail with reference to business corporations? I am 

talking now about business corporations whose stock is dealt in pub- 
licly, over the counter or on any of the national exchanges. 

Mr. Martin. The only comment I could make on that is that the 
banks have the three supervising agencies following them all the time. 

Mr. Mutter. But they don’t follow proxy situations. 

Mr. Martin. That isn’t so. We follow proxy situations, I am talk- 
ing about the Federal Reserve Board now. 

Mr. Mourer. To what extent ? 

Mr. Martin. Quite regularly. 

Mr. Motrer. Tell me just what you do. 

Mr. Martin. Our examiners cover it. 

Mr. Mutter. Just what do the examiners do? What do they look 
for. What dothey do? 

Mr. Martin. Well, they determine whether it is in order, whether 
the solicitation has been proper; they give us a report on it which is 
contained in the examination report. As to State member banks it 
is usually a matter of State law. 

I don’t know that they do anything specifically in the way of— 
I don’t know what more they should do. After all, a lot of these 
banks are small banks that don’t have too many shareholders. 

Mr. Motrer. That stock is not traded in over the counter or any 
national exchange. I am not directing myself to the small bank or 
the family owned bank. I am directing myself to the bank whose 
stock is traded in regularly, over the counter or on one of the ex- 
changes, and there are many, many such banks, aren’t there ? 

Mr. Martin. Well, there are many small banks that are traded 
over the counter. By over the counter, I mean whenever anybody 
makes a trade in the stock; it is being traded in. 

Mr. Kiisurn. Would the gentleman yield? 

Mr. Mutter. I yield. 

Mr. Kirsurn. Isn’t it true that the Federal Reserve examiners—I 
know in our bank they do—go through our minutes with a fine-tooth 
comb, to see that everything has been handled exactly according to the 
banking law: that our notices have gone out on time and properly, 
and that we have fulfilled all the provisions of the law ? 
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Mr. Martin. They most certainly do, Mr. Kilburn. 

Mr. Mutter. And do they examine the letters of solicitation of the 
proxies ? 

Mr. Martin. They do if they have any question about it. 

Mr. Muurer. That is just the point I raise. There is nothing in 
the law requiring them to do it, and they don’t do it unless somebody 
roints a figure at it and says, “There is trouble here.” 

y shouldn’t they examine it the same as they examine everything 
else ? 

Mr. Kizsurn. Will the gentleman yield? 

Mr. Mutter. Yes, sir. 

Mr. Kirgurn. The letter of solicitation is right in the minutes. 

Mr. Motrer. The letter of solicitation does not have to be in the 
minutes, and most of the time it is not in the minutes. 

Mr. Mutter. The notice of the meeting is not in the soliciation, I 
am talking about. If the bank sends out the solicitation as part of 
its notice of meeting, then it is there. But what they do in most 
instances, is to send a separate letter of soliciation of the proxies. 
Then it is not part of the minutes. 

Mr. Kiisurn. All right. 

If you are a stockowner of a bank and you want to solicit proxies, 
your letter of solicitation isn’t in the minutes either. 

Mr. Moutrer. That is precisely the point I am coming to. There 
is no regulation now as to a stockholder who is not an officer or director 
of a bank, soliciting proxies. 

Am I right? 

Mr. Martin. I think you are right, Mr. Multer. 

I have a question as to whether there should be. I think it is a 
question now of judgment as to desirability or undesirability of it, but 
generally I favor as few regulations and as few rules as it is necessary 
to have to protect the public interest. 

Mr. Mutter. Mr. Martin, I think generally speaking you are right, 
but there are certain phases of activity in this economy of ours that 
require regulation, and I think proxy solicitation is one of them. 

Now, if I am a stockholder of General Motors, and not a member of 
management, nor a director or officer, and I want to solicit proxies 
for their annual meeting or for any other meeting, whether in order 
to go in and fight management or otherwise; I must comply with the 
SEC regulations as to solicitation of proxies, and the SEC has a right 
to review that matter, and if any proxy solicitation is improper in 
any way, they have a right to call me to the task and require that 
the solicitation be withdrawn or I forfeit the right to use the proxies. 

That is, generally speaking, correct, is it not ? 

Mr. Martin. I believe that is correct. 

Mr. Muurer. Now there we are dealing with a business corporation. 
I don’t care how big a giant it is or how small a giant it is, it comes 
within those regulations. Every person who seeks a proxy must come 
within those regulations and comply with them. 

But if I am a bank stockholder and not part of management, you 
have no control over my actions at all. Neither the Federal Reserve 
Board, nor the comptroller, nor the FDIC has any control over it. 

Am I not right? 

Mr. Martin. Well, I think we have some control. 
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Mr. Mvurer. What control do you have over it? 

Mr. Martin. Well, we have our general supervisory authority. 

Mr. Muurer. What can you do about it? I am only a stockholder. 
I am not a member of management, nor a director or officer, nor 
employee. I am going to go out and solicit proxies to upset manage- 
ment at the next meeting. What can you do about my solicitation ? 
What supervisory power does any agency of Government have over 
that solicitation by me? 

Mr. Martin. Well, we have our general supervisory authority, and 
I think that, if we felt that the public interest was being injured, 
I think we could not only bring moral suasion to bear on the situation 
but if we felt legislation was needed, we would be up promptly 
asking for it. 

Mr. Mutrer. Should we wait for some scandal to occur or some 
situation to occur where good management is turned out by an un- 
scrupulous stock operator before we take care of the situation? 
Shouldn’t we take care of it now in this recodification? Shouldn’t 
we put something into this bill which will give you and the other 
supervisory authorities the right to supervise and regulate proxy 
solicitation by stockholders who are not part of management ? 

Mr. Martin. Well, I haven’t studied this. It never occurred to 
me, Mr. Multer. But the point I am raising is that I don’t think the 
danger requires the cure that you are suggesting. The danger may 
be there, but I don’t see it. 

If it is as acute as you suggest, perhaps there should be some specific 
regulation, but I question that, and I think generally—and you seem 
to agree with me—that we should have as few regulations as necessary 
to protect the public interest. We already have a good many. 

ur examiners cover these banks, as Mr. Kilburn has pointed out, 
with a fine-tooth comb, and I go through these reports from time to 
time. They make a great many comments, and we are making a full- 
time job of it. It is one of our primary responsibilities. And our 
Board, for example, meets every day of the week except when I am 
up here testifying in the Congress. And we can bring to attention 
any of these matters that come up. 

This is a working board. It is not like a board of a corporation 
that meets periodically. 

Mr. Mutter. This matter that I am presenting to you here today on 
proxy solicitation, it is the first time you have given any thought to 
the matter? 

Mr. Martin. I won’t say it is the first time I have given any thought 
to it, but it has never entered my head that there was ever any ne- 
cessity, on the basis of what I have seen during the time I have been 
with the Federal Reserve Board, for specific rules and regulations on 
solicitation of proxies by banks. 

The CuHatrman. Isn’t it customary, when a stockholder of a bank 
is notified of a stockholders’ meeting, that a proxy is enclosed ? 

Mr. Martin. Yes, sir; that is correct. 

The Cuarrman. Well, there is nothing improper about that. 

Mr. Martin. There have been no abuses that have come to my 
attention on this. 

The CHarman. But there is no letter urging the stockholder to 
sign—there is nothing improper in the letter that goes out? 
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Mr. Martin. Whatever letter goes out, we see it. That is con- 
tained in the minutes or in the records of the bank in such a way that 
we get hold of it. 

The Cuamman. Has it not always been the practice of banks, to 
send a letter stating there is a stockholders’ meeting and enclosing a 
proxy ? 

Mr. Martin. That is correct. 

The Cuamrman. And you can vote the proxy for whom you please? 

Mr. Martin. That is correct. 

Mr. Tatiz. Mr. Chairman. 

Mr. Muurer. [I still have the witness 

Mr. Taiz. Will you yield to me? 

Mr. a. Surely. 

Mr. Tau.e. I raise the question as to whether it wouldn’t be rea 
sonable that we should first determine whether there is any abuse. 
First of all, we should be satisfied, by competent evidence, that there 
is need for regulation. Then, if we find there is such need, we can 
consider tie adv isability of regulation. 

Mr. Mutter. That is what I am trying to establish. I don’t ex- 
pect Congress to regulate without reason. I have a pet theory on 
some of these things. I don’t expect you to go along with me until 
I have established the case. I am trying to establish the case. I may 
not succeed. 

Mr. Martin. I was just questioning the basis of the theory, Mr. 
Multer. 

Mr. Mutter. Well now, to direct your attention to something that 
you may have overlooked in connection with cumulative voting. I 
think you and I see eye to eye on that, although there are others who 
take a contrary view on cumulative voting. 

Isn’t one of the major complaints that. you get from those who 
would like to prevent cumulative voting, that they »y don’t like the way 
people who are not part of management solicit proxies, and the 
things they say to stockholders in connection with solicitation of 
proxies, in order to get them to band together so that they can get 
representation through cumulative voting on the Board ? 

Mr. Martin. We don’t know of any—we don’t know that that is 
the case, Mr. Multer. That hasn’t been brought to my attention. 

Mr. Mutter. Well, maybe my recollection is wrong. I thought 
that was one of the objections that moved most of these people, who 
testified before this committee last year in support of the bill, to 
prohibit—if not prohibit, at least change the statute which, in effect, 
would have prohibited cumulative voting. 

Mr. Kirgurn. It doesn’t prohibit it. 

Mr. Mutrer. Well, let’s take that for a moment. 

I think the statement was made, while you were talking about cu- 
mulative voting, that the change sought to ‘be made in the statute is to 
make it permissive instead of mandatory. 

The effect of making that change in the statute, if Congress should 
go along with it, actually would prohibit cumulative voting; would 
it not ? 

Mr. Martin. No. 

Mr. Mutter. It would be permissive language, but effectively and 
practically, it would prohibit it, would it not ? 





¢ 
& 
¢ 








yn- 
at 


ww 
eo 


2a- 


are 
an 


on 
til 
ay 


Lat 
ho 


ho 
ay 
he 
of 


ret 

is 
rht 
ho 


to 
ct, 


su- 


ild 
ild 


nd 





a 


FINANCIAL INSTITUTIONS ACT OF 1957 101 


Mr. Martin. No; I don’t think so. A bank, under the language, 
could have cumulative voting if they wanted to. 

Mr. Muurer. Can you see many of the banks of the country, where 
51 percent of the stock is owned by or controlled by management, 
voluntarily permitting the other 49 percent to have representation ¢ 

Mr. Martin. I know of one bank where they would. 

Mr. Mutter. Do you know of any others besides the one ? 

Mr. Martin. No; I have made no survey of it. 

Mr. Motrer. I go further than that. I can name more than 1, 
probably 3, who take the position that they would continue to do it, 
but they also say, “We don’t want the pressure put on us so that we 
have to do it voluntarily. We would much prefer that it be manda- 
tory as it is in the statute now.” 

think it is asking too much of anybody in control of a big insti- 
tution, who has 51 percent of the stock, to say, “You who have the 
other 49 percent, you may come into my management anyway.” 

The CuarrMan. Will the gentleman yield to the chairman? 

Mr. Mutter. I yield to the chairman. 

The Cuarrman. The effect of the act was to make it optional, and 
to prophesy what is going to happen is merely prophesying what 
future action will be taken by various banks. 

Mr. Motrer. Well, let’s see if that is so. 

The Cuarrman. There is nothing to prevent a bank from continu- 
ing to have cumulative voting if they desire to do so. 

Mr. Mutter. Let’s see if that is so. 

If this bill is enacted in the present language, then cumulative 
voting is banned until the articles of incorporation or the charter of 
the bank provide for cumulative voting. 

Isn’t that the effect of it, Mr. Martin ? 

Mr. Martrn. I don’t know how it would work, exactly. 

I will ask Mr. Hexter to comment on that. 

Mr. Hexrer. I will read the provision of the new bill on that. 
It is section 26 (c) of title I: 


In all elections of directors, each shareholder shall have the right to vote the 
number of shares owned by him for as many persons as there are directors to 
be elected, or, if the articles of association so provide, to cumulate such shares 
and give one candidate as many votes as the number of directors multiplied by 
the number of his shares shall equal, or to distribute them on the same principle 
among as many candidates as he shall think fit. 

Mr. Mutter. That is precisely the point I make, and the language 
bears it out. Unless the articles of association so provide, there can 
be no cumulative voting. Am I right? 

Mr. Hexter. That is right. 

Mr. Mutter. So that the day this act becomes effective, cumulative 
voting will be banned in every national bank, unless and until they 
amend their articles of association so as to require it. 

Isn’t that so? 

Mr. Martin. That is the only way the law could be drawn, be- 
cause it is now on the books, you see, but it is still optional. 

Mr. Mutter. Let’s see if that is the only way it could be drawn. 

Mr. Martin. I don’t say the “only way,” but, in order to make it 
optional, you have got to place the language in terms of the fact that 
it is now mandatory, and it becomes permissive under this statute. 
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Mr. Mourer. Is it not the fact that up to about 1933—I think 
that is when mandatory cumulative voting was put into effect—few 
if any national banks or associations had in their charters a pro- 
vision requiring or permitting cumulative voting. 

Isn’t that correct ¢ 

Mr. Hexrer. I don’t know. 

Mr. Martin. We don’t know. 

__ Mr. Mutter. I think you will find, if you do the research, that few 
if any national banks or associations permitted cumulative voting up 
to 1933, and then the law was changed and made it mandatory that 
these banks and associations permit cumulative voting, and directing 
that it be mandatory didn’t mean that everybody had to vote cumu- 
latively; it gave the stockholder the option. But as of 1933 the law 
required that every one of these associations permit cumulative 
voting. 

Now, if we change the law as indicated by section 26 in this pro- 
posed bill, we would then go back to the situation in all of those asso- 
ciations and banks as it existed up to 1933. 

Mr. Martin. I presume that is correct. 

Mr. Mutrer. So that until the charters of those banks would sub- 
sequently be amended, they couldn’t have cumulative voting even 
under this permissive provision in the new bill. 

That is so, is it not? 

Mr. Martin. I don’t think they couldn’t. That I question very 
much. 

Mr. Murer. They couldn’t have cumulative voting unless the ar- 
ticles of an association so provide. 

Mr. Martin. But I am talking about before 1933 now. I thought 
you were saying that before 1933—— 

Mr. Mutter. Any bank that was organized before 1933, which was 
required by law in 1933 to permit cumulative voting, when you repeal 
that statute, goes back to where it was before ? 

Mr. Martin. That is correct. 

Mr. Mutter. If there is nothing in the articles of an association, 
there was no cumulative voting until 1933. 

Mr. Martin. That is right. 

Mr. Mutter. They didn’t change their bylaws or articles of asso- 
ciation. They just complied with the new law. 

Mr. Martin. That is correct. 

Mr. Mutter. Now, in order for the stockholders of those banks to 
take advantage of this permissive provision in the new bill, they 
would have to call a meeting, either a special meeting, or give notice 
that they were going to do it at the annual meeting, and at that time 
we would have to get at least 51 percent of the shareholders to agree 
to permit cumulative voting? 

Mr. Martrn. That is correct. 

Mr. Mutter. Doesn’t that, then, effectively give complete control 
to the majority of these banks, as to whether or not they will ever 
permit cumulative voting? 

Mr. Martin. It gives it to the majority stockholders. 

Mr. Mourer. And all the minority stockholder would have would 
be the persuasive powers that he might try to exert. He would have 
no way of getting the right to vote on the propositions to permit him 
to vote cumulatively. He could not even propose it as an amend- 
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ment. So that from that day on, the 51 percent of the control of the 
bank stock could deny the other 49 percent as much as a single direc- 
tor on the bank. I think you at agree that that would not be 
good for banking? 

Mr. Martin. That is correct. 

Mr. Kitsurn. Will you yield? 

Mr. Mutter. Yes, sir. 

Mr. Kitsurn. Do you and I agree from a practical standpoint, re- 

ardless of law, that cumulative voting would never affect a great 
Ge bank ? 

Mr. Mutter. I do not agree. 

Mr. Kirpurn. I do. 

Mr. Moutrer. The only reason the National City Bank had cumu- 
lative voting was because of the mandatory provision. And they 
would like to have it eliminated today. It does affect them. There 
are people on that board who are doing a good job, on the National 
City Bank, whom they wouldn’t want on there and wouldn’t have 
there if it weren’t for cumulative voting. That is the biggest bank. 
And there are many smaller banks in the same position. 

Mr. Kitpurn. I don’t see how any individual in this country could 
go out and buy 10 percent of a big bank. 

Mr. Mutrer. He can have his friends get together and vote their 
stock for him, can’t he? 

Mr. Kizpurn. Sure, he can, but I am talking about the abuses. 

Mr. Moutrer. If you and I own 10 percent together, is there any 
reason why we shouldn’t have any representation on a bank? 

Mr. Kitpurn. It depends. 

Mr. Mourer. If you and I were going to go in and disrupt the bank, 
I agree with you; we don’t belong. 

Mr. Kirpurn. That is where we agree. 

Mr. Moutrer. Who is going to make that determination? Because 
you and I want representation on the bank and because the bank 
officer doesn’t like how you ran your bank, or how I ran my bank, 
or we weren’t using them as correspondents, should that give them 
the right to keep us off the board of their bank ? 

Mr. Kirgurn. According to the witness, the abuses were brought 
out very effectively by people forcing themselves onto a bank and 
hurting the bank. 

Mr. Mutrer. Let’s take the Denver National Bank. Anybody who 
knows that bank will say it is a better bank today than it was 10 
years ago. And for 5 of those 10 years they resisted putting a gen- 
tleman on that bank board. They began to move forward after they 
put him on the bank board. They reduced the number of directors 
from 15 to 7, to keep that man off the board, and then because of the 
en yeoman, increased it to 15 again and put him back on the 

oard. They are doing a much better job today with him on it. 

That is part of the testimony that we had last year. 

Mr. Kirtzpurn. I just felt that the abuses would greatly outweigh 
the advantages. 

Mr. Muurer. Then we ought to direct ourselves toward the abuses 
and prevent the abuses, rather than take away a part of the law which 
gives these people what they have a right to have, and that is repre- 
sentation in the management of their property, the management of 
their company, the management of their bank. 
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Now, let me pass on to another topic, Mr. Martin. 

Incidentally, in connection with proxy solicitation by banks, there 
have been any number of bills introduced over the last 4 or 5 years for 
regulation of solicitation of proxies. I am rather surprised that 
your Board has not considered those bills and has not made some rec- 
ommendation with reference to them, either affirmatively or nega- 
tively. 

Mr. Martin. I will take a look at them, Mr. Multer. 

Mr. Mutter. What, if anything, Mr. Martin, is recommended in 
this bill with reference to reserve requirements ? 

Mr. Martin. Mr. Multer, we have had that one up, as I have indi- 
cated to this committee, a number of times. 

Mr. Mutter. Here is my file of correspondence with the Federal 
Reserve bank over the years. 

Mr. Martin. Well, I have larger files. 

Mr. Mutter. I know you have. 

Mr. Marttin. I can assure you, with others. 

I will ask Mr. Thomas to comment on that, because we are working 
right now on a reply to you, as a matter of fact, in connection with 
the proposal you have m: ade. We have not yet reached a satisfactory 
reserve requirement plan that the Board is willing to present to the 
Congress, but we have really slaved on this problem. 

I would like Mr. Thomas, if he will, to review this for you very 
briefly. 

Mr. Mutter. Before you touch on that, am I right that this pro- 
posed bill makes no change in the statute as to reserve requirements? 

Mr. Martin. That is correct. 

Mr. Mutter. Now, I would like to direct ourselves as to why we 
shouldn’t put something into this bill as to that, and there I think 
Mr. Thomas can be helpful. 

Mr. Tuomas. Well, I suppose the answer to your question as to why 
there should not be something in this bill is that it is considered a more 
substantive matter and requires much more careful study of the sub- 
stance, and the results than you would want to consider in a bill 
designed for the purpose for which this bill is designed. 

The matter of reserve requirements is a subject that is important 
to the operation of the monetary policy of the System, because it is 
through the control over the supply of reserves, and the control over 
the amount of reserves that banks are required to hold, that the Fed- 
eral Reserve can exercise its influence over the money supply and the 
volume of credit. 

The matter of the particular requirements that individual banks 
have to carry, the percentages, the classification of banks, and so 
forth, is another question. That is a question of the equitable dis- 
tribution of the volume of reserve requirements as among different 
banks. That is related to, but somewhat different from, the question 
of the total volume of reserves, or the total volume of reserve require- 
ments. 

The latter is the primary concern from the standpoint of monetary 
policy. From that standpoint, the Federal Reserve has, you may 

say, adequate a It has enough ability to expand the supply of 
reserves, and with $23 billion of Government securities, it has a con- 
siderable amount of ability to contract the supply of reserves. It 
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also has the ability to change the percentage requirements, so that they 
could reduce the amount of reserves that banks have to hold and 
thereby release reserves, or increase their requirements and absorb any 
excess reserves the banks may have. 

Now, the second question is what each individual bank should 
hold, whether it is equitable to require New York City banks to hold, 
say, from 13 to 26 percent against their demand deposits, while the 
banks in the reserve cities hold from 10 to 20 percent, banks i 
smaller places would hold from 7 to 14 percent. 

That is a matter of equitable distribution as between banks, and 
whether there is any basis for a different requirement as between 
one bank and another. 

The system we have is inherited from the National Banking Act. 
It is a system that was evolved at a time when banks were re- 
quired to hold a part of their resources in other banks. Therefore, 
those banks which carried those reserve balances were required to 
hold larger amounts of cash until finally you got up from the cen- 
tral reserve city banks, that had to hold 25 percent of their deposits 
in cash with no credit given for balances carried with other banks. The 
others would hold a certain amount of their reserves in cash and a 
certain amount in balances with other banks. 

So that our present system of reserve requirements, in effect, is 
based upon the one rational principle—that is, it is related to the 
amount of interbank deposits that the banks hold. That is the basis 
for the present system of the classification of banks for reserve re- 
quirement purposes. That factor is not really as important as it was 
under the National Banking Act, because now banks carry all of their 
reserves with the Federal Reserve banks, and the amount that they 
carry with other correspondent banks is carried for what we call sec- 
ondary reserves or liquidity purposes. It gives them a source of cash 
which they can draw upon when they need to make loans or adjust 
their reserve balances with Federal Reserve banks, or to meet deposit 
withdrawals, and they hold them for liquidity purposes; but they 
have continued to hold substantial balances with other banks. 

Also, before the prohibition of interest on demand deposits, and 
before the regulation of stock market loans, a lot of the banks carried 
balances with the New York C ity banks, and the city banks paid 
interest on those deposits and invested the funds in call loans which 
they could draw upon at will. That gave rise to certain abuses which 
have been more or less removed by the subsequent changes in law. 

Correspondent bank balances are not as important as they were, 
but they are still an essential part of our banking system. 

Now, the question of changing the system of classification of banks 
for reserve requirement purposes raises the question as to what ra- 
tional basis requirements might be based upon. 

Should we still make allowance for the fact that city banks do 
carry large balances of other banks? Should they, therefore, con- 
tinue to have to carry higher reserves against those deposits, and if 
so, would they be related. only to the interbank deposits, or should 
the higher reserves be also carried, as is true’ now, on all demand 
deposits ( 

Or is there a difference in the money quality between the deposits of 
one set of banks as against the deposits of another set of banks? 
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Do the big city banks—we know that the deposits of those banks turn 
over more rapidly; they are used more rapidly. Should there be a 
reserve requirement based on classification of cities that takes into 
consideration that principle? That was the principle that was recom- 
mended as a result of a study of reserve requirements in 1930-31 by 
a system committee, which recommended at that time, that velocity, 
as well as volume of deposits be used in computing reserve require- 
ments. 

Should size of banks make a difference? Some people think big 
banks carry larger percentage reserves than small banks. 

So you can see that the problem is one that is not very simple. 
And then, once you change your system, whatever it is, some banks 
are going to be affected more than ‘others. Some banks are going to 
have their requirements raised somewhat; others may be lowered 
somewhat. And that raises a question. 

So all this shows is that the problem is a complicated one, that re- 
quires careful study, and we are making a study of it. 

The American Bankers Association has recently made a study of 
reserve requirements, and has come out with a suggestion which would 
have uniform requirements for all banks, abolishing completely the 
reserve classifications that now exist. They recommend that the 
Board be given authority to put that scheme into effect gradually, 
over a long period of time. 

The proposal would amount to a substantial reduction in the volume 
of reserves that the banks would be required to hold, but they say 
that that could be done a little bit at a time, as the growth of the 
economy requires additional reserves, or even—they go so far as to 
say, also—it could be done in a larger amount, and the Federal Reserve 
could offset the excess by selling Government securities in the market 
so as to absorb any redundant reserves. 

It is one of the schemes that the Board is now in the process of 
studying to see how it would affect individual banks, what would be 
the relationships, the changed relationships as between banks that do 
different types of businesses and have different types of deposits. 

They would reduce the requirements gradually to 10 percent on 
demand deposits, for all banks, and to 2 percent on time deposits. 

Another one of the difficult questions in this problem is to what 
extent there should be a differential between the requirements against 
time deposits and demand deposits. 

Under the National Bank Act, there was no difference. Under the 
laws of most other countries, there is no difference. We have had a 
ditference here, but there is a question as to how big that difference 
should be. 

That is another one of the problems that we face, and we are study- 
ing the ABA proposal now, but have not completed our study as of 
the moment. 

Mr. Martin. The long and short of it, Mr. Multer, is—and I want 
you to get that review—that we have really worked hard on this, but 
we haven't come to any agreement. 

Mr. Mutrer. I thought I saw a statement in one of the trade 
publications or daily a that the Board had completed its 
study on the subject. Did I misread something ? 

Mr. Martin. They were jumping the gun, ‘if they published that. 

Mr. Mutter. How soon do you think it may be ready ? 





a 


\ 
\ 
; 
f 





m 
ya 
ito 
m- 


ts 
re- 


ig 


le. 
ks 
to 


ed 
re- 


of 
ild 
he 
he 


ly, 


me 
ay 
he 

to 
‘ve 
cet 


of 
be 
do 
its. 
on 


rat 
ast 


the 
la 
nce 


ly- 
of 


int 
yut 


ide 
its 


at. 


REI 


FINANCIAL INSTITUTIONS ACT OF 1957 107 


Mr. Martin. I just couldn’t make any commitment on it. It is 
complicated, in part, by the general credit situation, also, because, 
under present conditions, we have to determine how we would put 
any new plan into effect, and what the impact of the suggestion would 
be on the present credit ‘situation. 

Mr. Muurer. Two of the devices that are used to control inflation, 
and also to control deflation, for that matter, are, one, the interest 
rates, and the other, bank reserves. Am I not right? 

Mr. Martin. Those are two of the tools. They are related, how- 
ever, Mr. Multer. Let me comment on that. 

From time to time we hear people say, “Why don’t you raise re- 
serve requirements, instead of the discount rate?” Well now, under 
present conditions, my own judgment is that we would really have had 
a rise in interest rates if we had raised reserve requirements. That 
is just another way of putting pressure on. 

‘he delicate adjustments that have been made in the open market, 
by the discount rate, have, I think, permitted a healthy, strong bond 
market to continue. If we really | wanted to put the kibosh, not on 
the market—it wouldn’t have been destroyed by it—but on letting 
interest rates rise gradually, we would have just raised the reserve re- 
quirements bluntly, and I think you would have an interest rate con- 
siderably higher than the present one. 

Mr. Mutter. The immediate effect of raising the reserve require- 
ments is to tighten the money supply. 

Mr. Martin. That is right. 

Mr. Tuomas. It should be pointed out, though, that any rise in re- 
serve requirements, when banks don’t have excess reserves, makes it 
necessary for those banks to obtain the additional reserves ; they would 
either have to borrow very large amounts form the Federal Reserve 
banks or they would have to sell Government securities to the Federal 
Reserve Bank, and, if the Federal Reserve did not buy those Govern- 
ment securities and if the banks didn’t want to borrow, they would 
have to liquidate their assets, in very large amounts. "They would 
have to liquidate assets equaling six times the amount of the increase 
in their reserve requirements, and that would be a severe process of 
adjustment. 

Mr. Mutter. If one of the elements required the banks to sell Gov- 
ernment securities, that would depress the market and the Open Market 
Commitee might than be compelled to step in and support the market. 

Mr. Martin. If the market became disorderly, we unquestionably 
would have to. But, if it were an orderly market, it would be merely 
rising interest rates. 

Mr. Mutter. Of course, if a rise in bank reserves forced these banks 
to sell a substantial amount of Government securities, they could very 
well become insolvent, if most of the investment portfolio was in 
Government obligations, and you let the market run away, and, as 
they offered them, the market continued to drop, they could become 
insolvent; isn’t that so? 

Mr. Martin. They would tend toward insolvency. 

Mr. Murer. I hope nobody is going to be scared by what I said 
and run to the bank to take their money out. It is a theortical possi- 
bility. I hope it will never be a reality. 

Mr. Martin. That is right. 
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Mr. Tuomas. That is when they could borrow at par on Govern- 
ment securities. 

Mr. Mutter. The alternative would be for the Open Market Com- 
mittee to peg the market or let them borrow at par from the Federal 
Reserve. 

Mr. Martin. That is right. 

Mr. Moutrer. That creates a discriminator y situation as to a man 
who owns Government bonds; he can’t borrow at par, but has to 
borrow on a percentage of what the market value might be. Isn’t that 
so? 

Mr. Martin. That is back to our discussion of yesterday. 

Mr. Srety-Brown. Do I understand, from your questioning, that 
you would favor or would not favor a change in the reserve require- 
ments ? 

Mr. Mvtrer. I am trying to develop that, Mr. Seely-Brown. I 
think it is high time that the Federal Reserve Board and the banks 
and other agencies came in here with definite recomendations. If we 
are going to consider substantive changes in this codification, I think 
reserve requirements should get priority in the treatment of changes in 
substantive law. 

Mr. Martin. I know, and the members of the Board probably feel 
they ought to move slowly. I am beginning to think that they are 
moving ‘too slowly. This is not a new problem, but I started talking 
to the Federal Reserve about it back in January 1954, and we are still 
talking about it, and still corresponding about it, and I have been 
putting bills in on it for some time, in order to get some discussion 
about the problem. I think our chairman, Mr. Spence, has asked the 
Federal Reserve Board to send up a report to us on my pending bill, 
which I introduced early in this session. 

Just to pursue the subject a little further, I think everybody is in 
agreement, are they not, that the existing statutory reserve requirement 


limitations—and there are limitations as to how high or how low your 


bank reserve may be—that those, however, are fixed so far as statute 
is concerned, today, geographically ? 

Mr. Martin. We have central reserve, reserve in city and country 
banks. 

Mr. Muurer. The sole standard is the geographic situation that must 
be taken into account in setting reserve requirements. 

Mr. Martin. That is right. 

Mr. Mutrer. When was that law first enacted; do you remember ? 

Mr. Martin. I will ask Mr. Thomas to comment on the history of 
it. In 1863, the National Bank Act provided it, and, as Mr. Thomas 
outlined, it was because of a different system of reserves, and a differ- 
ent purpose for reserves, because reserves were to provide the solvency 
for the banking system. They were not, primarily, a credit and mone- 
tary device. 

Now, that has been carried on in all of our legislation, right up to 
and through the Federal Reserve Act. I think there were some 
changes made in 1887, and then in the Federal Reserve Act we still 
have, again, the designation of these cities, with these percentages, 
which we’ presently. have. 

Mr. Mutrer. Except for the change in the percentages, minimum 
and maximum limitations, there has been no change in the three Re- 
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serve cities designations, that is, the rural, Reserve city, and central 
teserve city. 

Mr. Martin. Not in the broad classification. There have been in- 
dividual changes. 

Mr. Muurer. Have they been by virtue of statute or regulation ? 

Mr. Martin. I think they have been by virtue of both over the 
period. 

For example, St. Louis was a central Reserve city until a number 
of years ago. Then it was dropped out. 

Then we have worked on a iecaake of central Reserve and Reserve 
cities. Today there are only two central Reserve-cities, New -Y ork and 
Chicago. 

Mr. Mutter. Is there any good reason why those two cities should 
be set aside as central Reserve cities ¢ 

Mr. Martin. Is there a good reason today ? 

Mr. Mutrer. Yes, sir. 

Mr. Martin. In my judgment, no. 

Mr. Murer. Now, within those two central reserve cities, is there 
any difference as to the bank reserve requirements within those two 
cities ? 

Mr. Martin. The outlying areas 

Mr. Thomas will comment on that. 

Mr. Tuomas. The Board has authority to classify cities. It also 
has authority to exempt banks located in outlying areas in those cities, 
or to give them a lower requirement classification, and there are any 
number of cases of that. 

For example, the only Central Reserve city banks in New York City 
are banks that have head offices or branches in Manhattan Island, I 
think below Canal Street. 

Mr. Muurer. No; I think it is below 42d Street. 

Mr. Tuomas. Maybe below 42d Street. 

So there are in New York City proper some Reserve city banks. 
There may be even a country bank on Staten Island. I am not sure 
of that point. 

In Chicago there are a great many banks, but they don’t have a 
branch banking system, and only the banks in the Loop district or 
very close thereto are counted as Central Reserve city banks, and the 
others are Reserve city banks. 

Also, from time to time, there have been changes in the classification 
of individual cities. We have given Mr. Patman, in answer to one 
of his questions, an analysis of the changes that have been made and 
the reasons for those changes, which, if he wishes, he can put into 
the record. 

But the general basis of it was, first, the banks that requested re- 
classification were reclassified, and at first the Board ruled that all 
banks in Federal Reserve bank cities and Federal Reserve branch 
cities should be called Reserve city banks, and then there were some 
changes on the basis of requests of individual banks. 

Then, in 1947, the Board adopted a sort of a rule or working prin- 
ciple for the classification of cities, which in brief is that any ¢ ‘ities in 
which banks hold more than a certain percentage of the total inter- 
bank demand deposits of the country—I think it is one-third of one 
percent of all the interbank demand deposits of the country—or hold 
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interbank deposits that amount to more than 25 percent of that bank’s 
total deposits, those cities are automatically called Reserve cities. 

Any cities in which the banks hold less than those percentages shall 
be called non-Reserve cities or country bank cities, except that—this is 
called the grandfather clause—banks in those cities that had previ- 
ously been called Reserve cities could retain their Reserve city status, 
even though they did not meet these minimum requirements, provided 
every bank in that city voted to retain it. If one bank wanted to have 
a lower classification, the city was not retained in the higher classifi- 
cation. 

Now, under that provision, there are now five cities that do not 
meet those minimum requirements but still retain the Reserve city 
classification on the basis of the choice of the banks in the cities. 

One city has been classified from a country bank to a Reserve city 
bank—that is, National City, Ill., and one other city, Miami, has been 
reclassified, but it will not be effective until next year. 

And there have been 11 cities that have had their classification low- 
ered, have shifted from reserve city status to country bank status. 

Mr. Parman. Would you yield to me, Mr. Multer ? 

Mr. Mutter. I yield. 

Mr. Parman. If I understand the minimum reserve requirements 
of the country banks, reserve city banks and central reserve city 
banks, are 7 percent, 10 percent, and 13 percent respectively, and they 
may be doubled under the law. That law was passed in 1935 or 1936, 
was it not? 

Mr. Tuomas. 1933, and then amended in the Banking Act of 1935. 

Mr. Parman. All right. 

Now, you have had them up to the limit. Of course, there was one 
special situation in 1948-49 where it would even be more, but that was 
a special situation. But when you had them up to the limit, that was 
14 percent, 20 percent, and 26 percent, you began to reduce them. 

Now you have reduced the central reserve city banks 6 points, down 
to 20; you have reduced the reserve city 2 points, down to 18 percent; 
you have reduced the country banks 2 points, down to 12 percent. 

Why do you give the central reserve city banks that advantage, 
with, what you might call, high-powered dollars ? 

Mr. Martin. Well, that is the whole reserve situation, Mr. Patman, 
that we have been over a number of times before. 

My own view—and I always say this with hesitation, if there is 
some newspaper reporter here—I think all reserve requirements are 
too high. That doesn’t mean that we are going to reduce them 
tomorrow. 

Mr. Parman. I am not talking about whether or not they are too 
high. I am talking about the discrimination. Why discriminate 
against the country banks! Why don’t you give them the same per- 
centage of high-powered dollars that you give the central reserve city 
banks, and why not give the reserve city banks the same percentage of 
high-powered dollars as the central reserve city banks? 

Mr. Martin. Well, the increase—it was proportional right along— 





the increase, as you have rightly said, was from 7, 10, and 13, and you 
go up to 26. 

Mr. Parman. You double that. 

Mr. Martin. All right. You come down on the others somewhat 
proportionately. 
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Mr. Parman. Oh, no, that isn’t right. You see, 2 points on coun- 
try banks; 2 points on reserve city banks; 6 points on central reserve 
city banks, that doesn’t seem to be in proportion. 

Mr. Tuomas. Central reserve city ‘eae are still 7 points above the 
minimum. Reserve — banks 8 points above the minimum, and coun- 
try banks are 5 points above the minimum. 

Mr. Mutter. For a moment I was afraid I was going to be blamed 
for that, because I have pressured so much to equalize these require- 
ments and to get rid of some of the inequities and inconsistencies. 

Mr. Parman. Thank you, Mr. Multer. I will not press the point 
now, but I want to come back to it. 

Mr. Martin. I hope you will, Mr. Patman. 

Mr. Parman. All right. 

Mr. Mutter. Are we in agreement, Mr. Martin, that this present 
system, as set up by the statutes, does create inequities and inconsist- 
encies, and ought not to exist in our banking system ? 

Mr. Martin. You and I are in complete agreement on that? 

Mr. Mutrer. And I do hope you will be thle to come up with some 
suggestion in the very near future as to how we can correct it and 
get rid of those inequities and inconsistencies. 

I have no pride of authorship in my bill. As I said, when I intro- 
duced the first bill some 4 years ago, I am doing it in order to get 
oe to talk about it, and get some discussion and study of the 
subject. 

But with my last bill I am getting serious about this. While I have 
no pride of authorship, I would like to have some good bill come be- 
fore this committee, either as part of this bill or separately, so that 
we can do something about the situation. 

Now, just to point up for the record the inconsistencies that do 
occur, in a ‘caps like the city of New York, or Miami, any of the big 
cities, you have small banks and big banks operating side by side. 
Isn’t that so? 

Mr. Martin. That is right. 

Mr. Murer. And you have the inconsistency of the reserve require- 
ment being fixed not because of the size of the bank, or the amount 
of its deposits, or the relationship of liabilities to assets, or capital 
structure to liabilities but solely by the fact that they are in a Reserve 
city and that is their reserve requirement. 

hat is the requirement of the law, and I think we are in agree- 
ment that something should be done about that, and I hope it can be 
done soon. 

Mr. Srety-Brown. Would the gentleman yield? 

Mr. Motrer. Certainly. 

Mr. See.y-Brown. Are you handicapped by the requirements of 
the law or by the difficulties which were explained earlier, in reaching 
a fair decision which would not throw the economy out of kilter too 
much ? 

Mr. Martin. Well, I don’t think you can a separate them, 
Mr. Brown; I think that they are related. But it is a little bit of both. 

Mr. Srety-Brown. That is what I am getting at. In other words, 
you are facing a problem on this particular score which you must 
not overlook. 

Mr. Martin. That is right. 
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Mr. Tuomas. Well, there are two problems in the law. The law 
does not permit banks to include their cash in vault as reserves, which 
might be equitably counted. And country banks hold more cash in 
vault than city banks. Or banks remote from Federal Reserve banks 
hold more cash than those close to Reserve banks because they can’t 
get it so easily. 

So any fully equitable adjustment in requirements would either 
have to permit vault cash to be counted as reserves, or would have 
to make some allowance for the fact that some banks would have to 
hold more cash than others. 

Mr. Srrny-Brown.-It also-seems to me you are going to run into 
the problem of determining what is a city bank and what is a country 
bank, and with America on the move, you face a very real problem 
in making that definition. 

Mr. Tuomas. That is the second difficulty in the law, that it makes 
it necessary for the Board to classify cities, and not individual banks. 

Now, classifying individual banks would be an awful headache, 
but at least it would permit somewhat more flexibility than classify- 
ing cities. 

Maybe the best thing is to do away with the classification entirely. 

Mr. Martin. Mr. Seely-Brown, may I make one additional com- 
ment, that we have been able to agree from time to time on specific 
things. One of them is the vault cash that Mr. Thomas has men- 
tioned. 

Our Board is pretty unanimous in feeling that vault cash should be 
permitted to be counted as reserves, but our feeling has been that the 
subject is broader than one item, and that we would try, when we 
came up here, to have a well-integrated reserve plan, because we ought 
not solve the problem piecemeal. 

Mr. Srety-Brown. I agree with you. 

Mr. Martin. And I think the ABA proposal, which I think all of 
us ought to read, is one that points up the concepts involved very well. 
T am not endorsing it, but I think the concepts, the problems, and 
modern concepts, they put into very excellent focus. 

Mr. McVey. Mr. Martin, I notice comments from time to time re- 
ferring to redeemable currency. I think there are 2 questions in- 
volved in the matter, at least 2. One is, Do we have a suflicient ratio 
of gold to deposits and money, or to support the gold standard? And 
the other question is, Should we return to the gold standard ? 

With regard to the first one, we find the 1915 to 1932 ratio of gold 
to deposits of money was 8.6 percent and today it is 9.9 percent. So 
it does seem that our ratio of gold to deposits and money is sufficient 
to support the currency. 

Now, the question is, Is it advisable to try to return to a redeem- 
able currency ? 

Mr. Martin. I think it would be advisable to return to the redeem- 
able currency basis, or to move in that direction. I question its wis- 
dom at the present time because of the unsettlement in interest rela- 
tions, and I refer specifically to our Russian friends. 

Now, gold is used in international trade, and it is used in areas 
like Tangier and Kuwait, and we have been operating, whether we 
were wise or unwise, under the Gold Reserve Act, in making the 
arbitrary adjustment that was made at that time, we have been 
operating on a modified gold standard, and some of our domestic 
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people could easily be led down the trail of misunderstanding what 
is involved, and thinking that they ought to redeem our currency 
in gold and play right into the hands of the Russian agents or others. 

I am just throwing out the possibility of a wild operation there, 
with no particular control on our part, and it seems to me that we, 
under these circumstances, ought not to make any changes in our 
present operations unless we are certain that we have a more stable 
world condition than we have today. 

Now, as I tried to point out in talking to Mr. Coad the other day, 
I look on gold as a relationship. It has to have st: ibility that comes 
with continuity, and we have changed the price of gold from $20 to 
$35 an ounce under the Gold Reserve Act of 1934. “We left it high, 
wide, and handsome in that act as to whether the price of gold could 
be changed by the Executive or the Secretary of the Treasury, and 
then when the Bretton-Woods Agreement Act came along, we specifi- 

cally wrote into the law a provision that, without the permission of the 
Congress, this would continue as the price of gold. 

Now, $35 an ounce as the price of gold, and the ratios that we are 
presently operating on, through the period that we have been oper- 
ating in, convinces me that the wisest course to follow is the one that 
we are following, until we find that we have either inadequate 
reserves, or that we are not satisfactorily fulfilling the function or 
gold. 

No, we have adequate gold, in my judgment, for our needs at the 
present time, provided we don’t let inflation and fear as to our cur- 
rency, and its stability, by mismanagement, become a major factor. 

I don’t think there is any likelihood of that, but I think that is the 
key to it. 

You can operate on surprisingly low gold reserves, or reserves of 
any sort, provided you are operating soundly. 

The Bank of England, for years, had a very small gold reserve, 
and had the currency circul: ating all over the world on ‘that. reserve. 

But once you impair the confidence in reserves, or you mismanage 
your own currency, then you need a great deal more reserves, and 
reserves then become of paramount importance. 

Mr. McVey. Do you think we have enough reserve presently ? 

Mr. Martin. At the present time, I do. 

Mr. MoVey. You think there wouldn’t be a run on that gold if we 
had redeemable currency ¢ 

Mr. Martin. I wouldn’t say there might not be a run on the gold. 
I would think we could meet it. But ify we had redeemable currency, 
I think we could meet the requirements of it. But I don’t think that 
there is any necessity for us to take that step, and I think that some 

of our Russian friends would just like to put us in that position. 

Mr. McVey. Well, I think, from what you say, that you think the 
international situation is such that it wouldn’t be advisable to return 
to redeemable currency at the present time. 

Mr. Martin. To the old-fashioned gold standard, I would not. 
Redeemable currency, domestically, seems to me of no importance. 

Mr. McVey. There is one other thing I would like to have you 
clear up and then I am through, Mr. Multer. 

There seemed to be an impression abroad among some pretty well- 
informed people that the present erosion of the dollar is caused by 
a rise in the interest rates. 
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It is my feeling that the rise in interest rates is due to factors 
which may cause an erosion of the dollar, but I don’t think the rise 
in interest rates has anything to do with the erosion of the dollar, is 
that correct ? 

Mr. Martin. Quite the reverse. The rise in interest rates comes 
from overspending and undersaving, at the present time. 

Mr. McVey. Now, wait a minute. I know that is true, but the 
rise in interest rates in itself does not cause erosion of the dollar. It 
is the spending. 

Mr. Martin. That is correct. I may have misunderstood you. 

Mr. McVey. I think there is the impression among well-informed 
people that because we have — raising the interest rates, we have 
caused erosion of the dollar. I don’t think that is the case, because 
if you take the period from 1939 to 1953, we had the gre: atest erosion 
of the dollar that we have ever experienced i in this country, and we 
had low interest rates during that period. 

Mr. Martin. That is correct. 

Mr. McVey. The drop in the dollar value during that period was 
48 percent, which I think is conclusive evidence that the rise in inter- 
est rates is not the cause of erosion of the dollar. 

Mr. Martin. I agree with you completely on that, sir. 

Mr. Coan. Mr. Chairman, will the gentleman yield ? 

Mr. Vantk. Will the gentleman yield ? 

Mr. Motrer. I have the witness, but I will be glad to yield. 

May I just ask this question, and then I will yield the witness to 
any member who wants him. 

Let me on this very point ask this question, Mr. Martin: 

What do you mean by erosion of the dollar? 

Mr. Martrn. Decline in its purchasing power. 

Mr. Mutter. Well, can you name a single commodity or service, 
anywhere in the world, where interest paid on borrowed money is not 
a part of the cost ? 

Mr. Martin. It isa part, Mr. Multer. 

Mr. Motter. It is a part. 

Mr. Martin. That is the difficulty of this problem. It is a part, 
but it is an insignificant part. You can’t completely disassociate any 
increase in cost as a factor. But in this particular factor, it is work- 
ing in the opposite direction. It is working in the direction of— 
interest is a wage to the saver as well as a cost to the borrower. 

Mr. Motrer. That is right. 

Mr. Martin. It is an equalizing factor. 

Mr. Motrer. But if I paid four percent interest on my capital 
loans and you raised it to 5 percent, I have had a 25 percent increase 
in the cost of my money. Do you mean that the 4 percent and the 
5 percent is just an insignificant part of my overall cost ? 

Mr. Martin. Well, in terms of the cost, in terms of the general 
rise of prices today, you will find that that interest charge is a very 
smali portion, and the only way that we bring supply and demand 
into balance is through the price mechanism, and this is the governor 
on that mechanism. 

Mr. Mutrer. What is the increase in the interest rate paid by the 
Government in the last 4 years? 
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Mr. Marrin. The cost of interest to the Government? I don’t 
have the precise figures, but it has gone up several hundred million 
dollars. 

Do you have the figures, Mr. Thomas ? 

Mr. Tuomas. No, I don’t. 

Mr. Murer. What is the percentage increase ? 

Mr. Tuomas. An average from over 2 percent to an average of 
less than 3 percent, I think, now. 

Mr. Muurer. Less than three. 

Mr. Tuomas. Average. The average interest paid on outstanding 
obligations. 

Mr. Mutter. One of the members of this committee made a speech 
on the floor the other day saying the Government is now paying 
334 percent for its money. 

Mr. Tuomas. That is for new loans. But a very large volume of 
the debt that is outstanding, a lot of it still carries 214 percent interest. 

Mr. Mutter. Can you supply, for the record, the total amount in 
dollars of increased interest paid by the Government today as 
against—in our budget as of this year as against 4 years ago. 

Mr. Tuomas. Yes, sir. 

(The data to be furnished follows :) 


Computed interest charge and computed interest rate on Federal securities 


[Dollar amounts in millions] 


/ l j 
| Computed | Computed | Actual inter- 


End of fiscal year or month | Total public | annual inter- | annual inter- | est payments 

debt est charge | est rate fiscal year 
ree 263, 946 | 6, 431 | 2. 438 | 6, 504 
1954 | 268, 910 | 6, 298 2. 342 | 6, 382 
1955 xi 271, 741 | 6, 387 | 2. 351 | 6, 370 
1956 269, 883 | 6,950 | 2. 576 | 6, 787 
2. 725 7, 200 


1957, April 1-_- 272, 066 | 7, 408 


Source: Daily Treasury statement and Treasury bulletin. 

NotEe.—The computed annual interest charge represents the amount of interest that would be paid if 
each interest-bearing issue outstanding at the end of each month or year should remain outstanding for a 
year at the applicable annual rate of interest. The charge is computed for each issue by applying the appro- 
en annual interest rate to the amount outstanding on that date. The aggregate charge for all interest- 

earing issues constitutes the total computed annual interest charge. The average annual interest rate is 
computed by dividing the computed annual interest charge for the total, or for any group of issues, by the 
corresponding principal amount. 


Mr. Parman. Take short-term securities, 90-day paper; if you com- 
pare 1939 with today, the cost for the paying of that time interest 
is worth 7 mills, compared to 1939. It costs that much more. 

Mr. Martin. I never question your mathematics, Mr. Patman. 

Mr. Parman. You figure it out for yourself. 

Mr. Coap. Will the gentleman yield, Mr. Chairman ? 

Mr. Vanik. Mr. Multer, will you yield? 

Mr. Mutter. I yield to Mr. Coad. 

Mr. Coap. Mr. Martin, getting back to Mr. MecVey’s questioning 
awhile ago about gold, yesterday, you stated that the price of steel is 
priced in relationship to the price of gold, and as we all know the 
price of steel has of late, and over the past many months, gone up. 

Now has the price of gold gone up during this period of time? Is 
that what vou attempted to indicate? 
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Mr. Marttn. No, and I wasn’t limiting it to steel. I am saying 
that the one price that we keep fixed, and “around which all relation- 
ships revolve today, is the price of gold, whether it be steel, tin, copper, 
or lead. 

Those prices are fluctuating, but the price of gold we have arbi- 
trarily kept fixed, and it is its relationship that is our one guidepost. 
Now we can change that relationship, but—— 

Mr. Coan. All right. And you also stated yesterday in answer to 
my questions, that ‘the fixing of the price at $35 an ounce back in 
1934 was an arbitrary adjustment based on the consensus thinking 
of some people. 

Do you mean to indicate by that phraseology that you are not in 
agreement with that arbitrary setting of the price? 

“Mr. Martin. Well, Mr. Coad, it is pretty hard to pass judgment 
on that particular period, but I have grave question in my mind as 
to whether that was a wise adjustment when it was made in 1934. 
I lived through that period, as both of us did. 

Mr. Coap. Now, if it were in your prerogative to change the price 
of gold, would you change it or would you not? 

Mr. Martin. I would not. 

I think the very fact of continuity—as I pointed out to you, I don’t 
know what the price of gold would be on an actually free market 
today, where the United States stepped out as one of the buyers and 
sellers, and everybody stepped out, and we just let the price go up 
and down. 

Our gold friends from time to time tell you that it is undervalued at 
the present time, that it ought to be $40 an ounce. It might actually 
be $25 an ounce; I don’t know. I spent a lot of time on it because I 
was in charge of this in the United States Treasury for a couple of 
years, and I worked a great deal on it, and I came to the conclusion 
that there just wasn’t any way short of actually stepping out and 
making a completely free market in gold, of knowing what the actual 
supply and demand price would be. 

fr. Coan. Is there a way at all to determine a supply and demand 
price on gold? You say there is a market price, which we all agree 
with, and there is also the United States set price for monetary 
valuation. 

Would there by a way of actually setting a world price on gold? 

Mr. Martin. Well, if you took—if as a monetary unit you decided 
that you wouldn’t buy or sell at any fixed rate, and all countries just— 
and gold became just the same as steel or any other commodity, then 
in due course you would get closer to a world price than we are today. 

But that would take a complete change in thinking the world over, 
because gold has traditional aspects that affect the price level, and in 
certain areas of the world still, a handful of gold is worth more than 
anything else. 

Mr. Coap. But now we have a two-price system on gold; do we 
not ? 

Mr. Martin. Yes, sir, we have a two-price system, but for all prac- 
tical effects, the two-price system is a fringe operation which is related 
to the use of gold for ornamental purposes, for subversive activities, 
and for a wide variety—hoarding, and a wide variety of general uses 
that are not specific, and we have the monetary price of gold which 
hinges at the moment, I think, pretty largely on the American dollar. 
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Mr. Coan. All right, inasmuch as the monetary price of gold is set 
now at $35 an ounce, do you believe that that would tend to make 
the free market price of gold higher, or does it peg it at a lower place 
than where it would be if gold were on the supply and demand basis? 

Mr. Martin. I don’t know, Mr. Coad. I really don’t know. I 
have thought about it a good many times. It is a difficult thing to say. 

It is the s sort of thing you ought to be very responsible about 1 making 
loose comments on when you are in a position such as mine, and 1 
wouldn’t want to tell you what my innermost thinking is because it 
might be misconstrued by the public. 

Mr. Coan. I appreciate your conscientiousness on that point. 

Mr. Martin. But I don’t think the present price is unreasonable. 

Mr. Coav. Thank you. That is all. 

The Cuairman. When we pegged the price of gold at $35, didn’t 
that practically make the world price of gold $35 ? 

Mr. Martin. It did pretty much, Mr. Spence. That is just the 
point. Now I say that the price was arrived at largely by, I think, 
arbitrary determination. 

Would you say that, Mr. Thomas? 

Mr. Tuomas. Yes, sir. 

Mr. Mumma. Mr. Multer, will you yield? 

Mr. Mutter. I have got three requests now. Can we take them in 
order. I think Mr. Vanik asked me first. 

Mr. Mumma. This is a very short question. 

Wasn’t the price of gold the result of matching at the breakfast 
table, as to what it was to be. 

Mr. Martin. I have heard that story, Mr. Mumma. I don’t know 
whether it is true or not. 

Mr. Mumma. It has never been denied. 

Mr. Martin. I tried to be generous in my comments to Mr. Coad 
yesterday by saying that it was set by the conscientious efforts. 

Mr. Vanix. A few moments ago you made a statement that the 
rise in interest was the result of ‘overspending and undersaving. 

Mr. Martin. That is my conclusion. 

Mr. Vanix. Am I correct in believing, that net individual savings 
have increased in America ever since the depression, and has not the 
individual ownership of property, both tangible and intangible, in- 
creased for Americans on a per capita basis / 

Mr. Martin. Yes, sir. 

Mr. Vanik. Then how can you reconcile that with the statement 
that we are overspending and undersaving ¢ 

Mr. Marrin. Well both the supply of money and the volume of 
savings have increased, but the demand for the savings has far out- 
passed the increase, and that has been persistently reflected in the 
requirements for capital expenditures for plant and equipment ex- 
pansion. 

Mr. Vanix. Is this demand for capital based on individual demand, 
or is.it a corporate demand? Do you have charts that differentiate 
the demand between individual demand and corporate demand ? 

Mr. Martin. It is based on all demand, total demand, State, mu- 
nicipal, private, corporate, and so forth. 

Mr. Vanux. Well, have you graphically demonstrated the demand 
for credit, from an individual basis, from a corporate basis, and from 
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a Government basis, so that we would be in a position to know the 
relative pressures for credit ? 

Mr. Martin. Let me ask Mr. Thomas to comment on that. He has 
worked on these figures. 

Mr. Tuomas. I think the best indications of that are the Depart- 
ment of Commerce estimates of the total debt in the United States. 
That shows $600 billion of total debt, which has been increasing at a 
rate of $30 billion to $40 billion a year. 

Some of that increase is in State and local government debt, around 
$4 billion; mortgages, around $13 billion; other consumer debt, $3 or 
$4 billion; corporate long- and short-term borrowing, around $12 
billion or so, but it all adds up to a big total, and it varies from time to 
time. 

A few years ago the Federal Government was borrowing, and now 
the Federal Government is repaying debt on balance, and that money 
is available to go into other sources of credit. But in the aggregate, 
there has been a very large volume of demand for borrowing. 

In addition to that, and not included in these figures, are the changes 
in equities, the holdings of corporate stocks, purchases of real estate, 
and so forth. But they are a smaller part of the total. 

Mr. Vantx. Are you in a position to classify for us, or differentiate, 
the pressure there is for private credit as distinguished from pressure 
for corporate credit, as distinguished from pressure for governmental 
credit. Which of these would appear to be out of line? Are you 
in a position to tell us? 

Mr. Tuomas. I can’t say which are out of line. All you have are 
the figures, or amounts that they get in each period. The expansion 
in their debt—of course, the biggest expansion, relatively speaking, 
has been in the real-estate field. Non-farm-mortgage indebtedness 
has increased from $27 billion to over $120 billion since the end of 
the war. 

Consumer short- and intermediate-term credit has increased from 
$9 billion to over $40 billion. These two areas of consumer debt 
show the biggest expansions, relatively. 

Mr. Vanrx. Now on a per capita basis, has the pressure for indi- 
vidual credit increased proportionately in the last year as compared 
to the last 5 years? Are you prepared to tell us that? 

Mr. Tuomas. Yes, sir; we can get the figures. 

Mr. Vanrk. And you could, of course, give us the same kind of 
figure for the corporate debt and Government debt, could you not? 

Mr. Tuomas. Yes, sir. 

Mr. Vanix. Will you supply that for the record ? 

Mr. Tuomas. Yes, sir. 

(The data to be furnished are as follows :) 


INCREASE IN TOTAL DEBT 


Total public and private debt in the United States increased by more than 
70 percent in the postwar decade from 1946 to 1956 and by 30 percent since 
1951. All of the growth has been in the debts owed by State and local govern- 
ments, businesses, and individuals. Federal debt is lower now than in the 
immediate postwar years and little larger than 5 years ago. 

The: sharpest increases have been in the debts‘owed by consumers. Short- 
and«intermediate-term,credit, incurred mainly in purchases of automobiles and 
other durable goods, has increased fourfold in 10 years: and. almost doubled in 
the past 5 years. Non-farm-mortgage debt, owed mainly on owner-occupied 





eS 


2, 
re 
al 
ru 


re 
mn. 
g; 


of 


an 
ce 
n- 
he 


rt- 
nd 


FINANCIAL INSTITUTIONS ACT OF 1957 119 


homes, has increased 2% times in the decade and by 80 percent since 1951. 
State and local debt has tripled in the past decade. 

Increases in business liabilities have been smaller than the rise in obligations 
owed by other sectors. Farm debt has increased about 1144 times and corporate 
debt about 114 times since 1946. In the past 5 years corporate indebtedness 
has increased by little over a quarter. Long-term corporate debt has increased 
at a somewhat faster pace than short-term debt, particularly in more recent 
years. Corporate debt now represents a smaller share of all private debt than 
at the end of the war, and consumer liabilities account for a much larger part 
of the total. 

Net public and private debt 











Percent- 
Borrower 1946 1951 |} 1955 1956 | age in- 
| | crease, 
} | 1946-56 
| | 
ae ee eer ey ee ee re Toeery en , A 
| Billions | Billions | Billions | Billions 
OEE GO rencamcosncun« Sanat ee alle $397.4 | $524. 0 | $655.8 $683. 8 | 72 
Federal Government_. cea a 229.7| 218.5 | 231.5] 225.4 | —2 
State and local governments 13.6 23.3 38.4 | 42.7 | 214 
Corporate business - -- ; 93.5 | 162.5 | 195.9 | 208. 2 123 
Long-term bteadalis : 41.3} 66.6 | 80.3 | = 97.3 | 136 
Short-term... _..........- Bee 52.2 | 95.9 | 106. 5 110.9 | 112 
Individuals and noncorporate business 60.6 119.7 | 190.0 | 207.5 42 
Farm businesses__.......--- 7.6 13.6 | 18.7 | 19.4 155 
Consumer 8.4 22.6 | 38.6 41.9 399 
Mortgage (nonfarm) 32.5 67.4 108.8 | 121.7 | 74 
Other 12.1 | 16.1 23.9 | 24. 5 | 102 





Source: U. 8. Department of Commerce. 


Mr. Seety-Brown. Mr. Vanik, your questioning I think is good 
questioning, but is this not true also, that there is a tremendous dove- 
tailing of the pressures you are talking about. 

For instance, I as an individual could go down to a bank to borrow 
money with which to buy an item. If enough people do what I do, 
then some firm is going to expand its plant to provide the item we all 
want. So the pressures can hardly be separated to the degree you and 
I might like it. 

Mr. Vani. Yes, but the same principles of fiscal integrity must be 
applied to the individual as to the corporation and the Government. 

Mr. Sre_y-Brown. I agree with you. 

Mr. Vanix. I am inclined to believe that the individual demand for 
credit is not any more reasonable and perhaps less out of line than has 
been the corporate demand for credit during the past 3 or 4 years. 

Is my statement correct or not? 

Mr. THomas. Some of the corporate demand grows out of the indi- 
vidual demand. That is one of the complications in the debt figures. 

There are duplications. A lot of businesses, for example, will 
finance their customers. They will extend consumer loans, and then 
they turn around and borrow. Is that an individual credit or is it 
a corporate credit? 

Mr. Vantx. If a corporation makes the loan, it is corporate credit. 
Each must rely. on his own fiscal integrity. In other words, for the 
purpose of demanding credit, a corporation is in no different status 
than an individual. It must présent the isame qualjfication, same 
justification, and same fiscal stability and security to require the credit. 

Mr. Tuomas. Those are the decisions that the lenders make, as to 
whom they ‘want to lend to. Now a lot of the larger companies, for 
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example, are financing smaller companies through trade credit, and 
the larger companies are borrowing in the capital markets and from 
the banks. So that you have a tremendous increase in trade credit, 
which is the extension of credit from the big companies to the little 
companies, from retailers to consumers and so forth. 

Mr. Vantx. Here is the next question I would like to submit. 

If the interest rates continue to rise, and they apparently will 
again-—the latest report is that they are going to raise the FHA inter- 
est rate—do you contemplate that the usury laws of the several States 
will soon have to be changed so that there is some area left for the 
marginal loans? In my State, the limit of usury is 8 percent. Duri ng 
the past number of years, when money could be borrowed for 4 or 41/ 
percent, there was a 4 or 314 percent margin for the marginal loan. 

Now what area will be left for the marginal lending, which is es- 
sential in our economy, particularly because small business is depend- 
ent upon it. 

What area will be left for the marginal lenders, as the basic inter- 
est rate pushes up against the usurous limits ? 

Mr. Martin. I don’t know the usury laws. I would hope that we 
get this under control, Mr. Vanik, before we push too much higher. 
But you never know. 

Mr. Vanik. Well, isn’t the pressure always against the marginal 
loan ? 

Mr. Martin. Yes, sir. 

Mr. Vanik. And isn’t it true that small businesses, generally, rely 
on the marginal lending facilities? It is more likely to than large 
businesses ¢ 

Mr. Martin. Well, interest rates have always recognized that. 

Mr. VaniK. As is the basic rate approaches the usury limit, what is 
there left for marginal lending, or will that cease. 

Mr. Tuomas. For one thing the interest rate on marginal loans has 
risen less than on other loans, because the others went down more. 

Mr. Vantx. Well, it is up against the ceiling. The laws says the 
‘ate must stop there. 

Mr. Tuomas. Well, for instance interest rates on small-business 
loans have risen much less than the proportionate rise on larger loans, 
because the interest rates on small loans didn’t go down as much. 

A lot of the country banks throughout the country have continued 
to lend at 6 percent, and they have loaned at 6 percent during the 
twenties, thirties, and forties, and they are still lending at 6 percent. 

Mr. Vanrk. That is only a small phase of banking in the national 
picture. 

Mr. Tuomas. The usury laws, I don’t know that they have been 
changed since the 1920’s, and our interest level is still not anything 
like up to the level of what it was in the twenties, and I don’t know 
that there was any serious problem at that time with respect to usury 
laws. 

I am not familiar with the usury laws and what changes have been 
made in them, but I wouldn't think that that would be a problem, his- 
torically speaking. It is not a problem that would be any worse now 
than it was, say, in the 1920’s or in earlier periods of interest rates 
that conformed to the high level of activity. 
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Mr. VantK. Would it be your position that they ought to be main- 
tained at their present levels? Because pressure may soon develop 
to raise usury rates. 

Mr. Tuomas. If the pressure arises then you would have to con- 
sider it. 

Mr. Vantk. What is that? 

Mr. Tuomas. If the pressure arises, then it would have to be con- 
sidered by the proper State authorities. 

Mr. Asutey. What is the picture as far as the demand for credit 
is concerned. You just stated that you hoped the situation would be 
brought under control. I would like to know on what you base that 
hope, particularly with respect to the picture in the immediate future 
as far as the demand for credit is concerned. 

Mr. Martrn. I can’t forecast the future, but I think you can make 
this general statement, Mr. Ashley. 

You can make the statement that in a country as strong and vigorous 
as this one, it doesn’t take too long for savings to accumulate. It is 
a time factor that we are dealing with. And I believe that if we finance 
this expansion on a sound basis, out of savings, and don’t rush before 
we have accumulated savings, to try to do things too fast, that we will 
get more stable interest rates and everything else. 

Mr. Asuuiey. Theoretically that is certainly true. But we have got 
to consider the situation that we are in realistically. Isn’t it true that 
we are in a period of tremendously increasing population, with a 
tremendous demand for goods, services, homes, and commodities of 
every sort ? 

This demand is going to increase in the next 20 years, perhaps, to a 
much greater extent, almost certainly to a much greater extent than 
in the last 20 years. 

Mr. Martin. I couldn’t agree with you more, and that is why I 
think it is so important to have as stable a price level as we can have 
for that demand. 

Now one of the problems is that I still think that the future, with 
this population growth that you are pointing out, hasn’t been 
scratched. 

I think our problem is that when you lose in 1 year, 1955 to 1956, 
as we did last year, roughly 50 percent of the increase Nice 1 year to 
the next in your gross n: ational product, in a markup of prices, without 
any additional goods and services to the community, you are placing 
an imbalance in the price structure, which has to be eliminated at some 
point or another. 

Now most of those eliminations have to come about by people taking 
losses. And the quicker those losses are absorbed, the less important 
they are. 

A fellow who has stocked his shelf with too much of a product which 
no one wants, and is doing a fairly good general business, whether in 
a grocery store or something else, the quicker he moves that off, 
recognizes the fact that the demand is for something else, when you 
have : a period of rising disposable income, and there “has been no set- 
back in that all through this period—whereas, if he just keeps, for 
example, borrowing money trying to hope that at some time the de- 
mand for this product will not cause him to have to cut the price or take 
a smaller profit margin than he wanted, then sometimes we come to a 
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point in the cycle where instead of having rolling adjustments we have 
a cumulative period of despair on the p: art of ever yone, and then the 
liquidation that ensues is considerably more painful for everyone, and 
sometimes creates a psychological atmosphere of a depression and 
recession, which takes months, and sometimes years, a overcome. 

Mr. Asuury. I think that is a very good statement, Mr. Mar‘in. I 
wish I could share your optimism that interest rates won’t continue 
to go up, on the basis of the economic factors that are at work today. 

They have gone up in the past year and those same factors are at 
work. I don’t see that there is any chance of that. 

Mr. Martin. I don’t say they won’t go up. I don’t know. I am 
not forecasting the future. But I say “that they should be related, 
that stability is what we are struggling for here, and that also, 
when you get an imbalance, and there is overspending and undersav- 
ing, interest is a wage to the saver as well as a cost to the borrower, 
and with seventy-odd-billion dollars now in pension funds of one 
sort or another, you must recognize that this interest isn’t altogether 
to bankers and to rich individuals 

This interest is also a part of the overall economy, in the sense that 
the man who puts aside a little bit of money is getting more for it. 

There are some people who say that thrift has no relationship to 
the rate you get on savings. It isn’t entirely, of course, but it is a 
matter of degree. 

But I still think that the only balancing factor we have in our 
economy is the price mechanism. Unless we try to be arbitrary about 
it, and use direct controls of one sort or another—and I hope we 
won’t have to come to that—but the major problem, as I said yes- 
terday, in my own thinking at the moment, is the cost of living. 

I think we have got to get the cost of living into better balance, 
so that the distribution of this growth that you are talking about, 
in this country, won’t be hampered by pauperizing the great mass of 
the people through the erosion of their savings and the purchasing 
power of their dollar. 

Now, I insist that the big man, and the big corporation, is the per- 
son that benefits the most by instability in your price level and by 
erosion of the dollar. He can protect himself. I think the little 
man is pretty helpless, as the little-business man is also helpless. I 
have been a little-business man on a small scale, and I know what 
instability of prices does to your operations. 

Of course, you don’t want to pay any more interest than you have 
to, either. That is another factor. But don’t forget, that is bor- 
rowed money, and when you borrow money—this idea of glorifying 
debt is a mistake—when you borrow money, the lender expects you to 
pay it back, and one of the things we have noticed around the Board 
is that some of the people that come in and talk about how terrible it is 
that they can’t borrow money, and then they get money from someplace, 
on the fringe level, that the first people we find who are re ally tough 
with them are the people who gave it to them on the easiest terms, 
and they don’t expect to forgive them a nickel, when the payment 
comes due. 

That is part of human nature, I suppose. But a lot of people are 
running around and talking about, “Oh, my, I can’t borrow this 
money.” And in some instances a service is being rendered to them, 
that they can’t borrow the money at a given point, because if they 
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get into debt beyond what they can repay, the community doesn’t 
seem to have any mercy on them. 

I just feel that one of the major things for people to understand 
is the proper role of debt. Debt is a very useful thing. Consumer 
installment credit is a very useful thing. But there 1s some point 
at which there is a breaking point, and it puts people into a bad 

osition just as well as a good position. We want the people who 
car these houses—and there is an unlimited demand for housing— 
we want the people who buy these houses to keep them. We don’t 
want to go along to some period when there is a slight recession— 
and anybody who thinks sometimes there won’t be a slight downturn 
in this country, is just foolish—and at the first slight downturn that 
comes along, then all of these people are just over the barrel, and at 
that time the people who gave them the long-term mortgages at low 
interest rates and one thing or another are not going to be generous 
and say, “You can have another 3 months to pay it off.” 

The CuHarrman. I understand Judge Hansen is coming here to- 
morrow. He is going to be out of the country for a few days after 
that, and it is the only time he can come. 

Can you return on Friday, Mr. Martin ? 

Mr. Martrn. I have been asked to attend, at 11 o’clock on Friday, 
a cabinet meeting in connection with the alert that the Defense 
Mobilization Board is conducting. 

I suppose I could get out of that, but I would prefer to come back 
on Monday of next week, if that meets with your approval. 

The CHarrman. We will try to arrange it. We would be glad to 
continue your testimony tomorrow, but it is the only time Judge 
Hansen can come, and he represents the Department of Justice. 

The House will be in session in a few minutes, and they are reading 
a bill, so we will adjourn, to meet tomorrow morning at 10 o’clock. 

We will try to arrange a time for you to come back which will be 
satisfactory. 

Mr. Vanrk. Mr. Chairman, before we do, I would like to ask one 
question. 

The CHatrman. Go ahead. 

Mr. Vantk. Do you have any figures which show that the increase 
in interest rates has resulted in an increase in savings ? 

Mr. Martin. We don’t have any conclusive figures, Mr. Vanik, be- 
cause the aggregate savings are very difficult to check, where there is 
a shift from one institution to another, as to whether it is actually 
new savings, and whether savings in the aggregate have increased, is 
a pretty difficult thing to pull together. iin 

My personal conviction is that savings are increasing at the moment, 
but statistically, I can’t prove it very satisfactorily, except that there 
have been, unquestionably, as a result of higher interest rates on sav- 
ings accounts, some increases in savings. However, some of that ap- 
parent increase in savings has come from other institutions which are 
not paying as much. 

Those institutions, then, on a competitive basis, have upped their 
rates some, and the aggregate level of savings takes a little time to 
put together. 

_ Mr. Vanik. You could tell us pretty quickly what the total depos- 
its are in the Federal Reserve System ? 
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Mr. Martin. I could give you that, but I wouldn’t want to mislead 
you on that basis. 

Mr. VantrK. Do they show an increase under the interest rise ? 

Mr. Martin. Yes, sir. 

Mr. Vanrx. How substantial is it? 

Mr. Martin. We will get that for you. 

Mr. Tuomas. The time deposits in commercial banks have increased 
$31% billion in the first 6 months of this year, compared with less than 
$1 billion in the same period last year. 

Mr. Vanik. Is that related to the interest rate increase ¢ 

Mr. Tuomas. Very directly. ‘The interest rate increase went into 
effect on the first of the year. 

Mr. Vantk. I will follow this up on Monday. 

The Cuarman. The committee will adjourn, to reconvene tomor- 
row morning at 10 o’clock. 

(Whereupon, at 11:58 a. m., the committee adjourned, to reconvene 
at 10 a. m., Thursday, July 18, 1957.) 
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THURSDAY, JULY 18, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) pre- 
siding. 

Present: Chairman Spence, Messrs. Brown, Patman, Barrett, Ash- 
ley, Vanik, Coad, Breeding, Talle, Kilburn, Betts, Mumma, Seely- 
Brown, Henderson, and Chamberlain. 

The CHarrMan. The committee will be in order. 

We will resume the hearings on the bill before us. 

We have this morning Judge Hansen of the Department of Justice. 

Mr. Parman. Mr. Chairman, before we proceed, may I make a 
request ¢ 

I understand Mr. Martin will not be able to be here Monday but will 
be here Thursday of next week. I would like to make a request, Mr. 
Chairman, that he be requested to bring with him further specific 
information about the retirement systems in the Federal Reserve Sys- 
tem, among the banks and the Board, including the reports of the last 
2 years on these retirement systems, for either fiscal or calendar years, 
whichever is more convenient for them, and the investments that are 
made by these funds. 

The latter part I suggest not be made a part of the record but be 
made available for the Members to see, and then if they want to put it 
in the record, of course, that is up to the committee. 

Will you please request that that be furnished 4 

The Cuatrman. I will ask for it. 

Mr. Parman. Thank you, Mr. Chairman. 

The Cuamman. Judge Hansen, you may proceed with your testi- 
mony. 

If you desire to read your statement without interruption, I am 
sure the committee will accede. 

Mr. Hansen. I would prefer if that may be done, thank you. 

The CuarrmMan. You may proceed. 


STATEMENT OF HON. VICTOR R. HANSEN, ASSISTANT ATTORNEY 
GENERAL IN CHARGE OF THE ANTITRUST DIVISION, DEPART- 
MENT OF JUSTICE; ACCOMPANIED BY ROBERT A. BICKS, FIRST 
ASSISTANT, ANTITRUST DIVISION 


Mr. Hansen. I appear today at the request of your chairman to 
present Justice Department’s views on certain aspects of the pro- 
posed Financial Institutions Act of 1957 (S. 1451 and H. R. 7026), 
which would revise statutes governing financial and credit institutions. 
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Most of this proposed legislation is not of direct concern to this De- 
partment. The provisions found in section 23, chapter 5 of title III, 
covering bank mergers and consolidations, however, cover problems 1 in 
which we do have a vital interest. And it is this provision that I plan 
to concentrate on today. Since this proposal is identical in both bills, 
my remarks are, therefore, addressed to both S. 1451 and H. R. 7026. 

Section 23 would, first, require premerger consent to most banking 
mergers by the appropriate banking agencies. “In granting or w ith- 
holding consent,” that proposal specifies “the appropriate agency 
shall also take into consideration whether the effect thereof ma y be to 
lessen competition unduly or to tend unduly to create a monopoly.” 
Finally, proposed section 23 specifies “the appropriate agency may 

(and here let me emphasize the word “may”) also request the opinion 
of the Attorney General with respect to such question. 

Commenting on this provision, I plan, first, to stress the recognized 
need for more effective curbs on bank mergers—a need recognized by 
the President of the United States, this Department, and Federal 
banking agencies alike. 

Second, I shall treat why we believe section 23 in its present form 
fails to meet this need. 

Third, I shall offer certain alternatives which, in the main, meet 
the major objections the Department has to presently proposed sec- 
tion 23. 

First, the need for reasonable curbs on bank mergers. 

This need stems from present section 7’s failure to cover asset ac- 
quisitions by banks, as distinguished from stock acquisitions. The 
section provides, as to stock acquisit ions, that it applies to all corpora- 
tions “engaged in commerce.” Section 7’s asset acquisition portion, in 
sharp contrast, covers only corporations “subject to the jurisdiction 
of the Federal Trade Commission.” Further, section 11 of the Clay- 
ton Act exempts banks from Federal Trade Commission jurisdiction 
by specifying “th: at author! ity to enforce compliance” with section 7 
“is hereby vested * * * in the Federal Reserve Board where applicable 
to banks, banking associations, and trust companies.’ 

On the basis of these provisions, the Department of Justice, as 
well as most other authorities, has concluded that asset acquisitions 
by banks are not covered by section 7 as amended in 1950. Reaching 
the same conclusion, the House Judiciary Subcommittee staff report 
explained that, because in revisions to amendments to section 7— 
it became impracticable to include within the scope of the act, corporations other 
than those subject to regulation by the Federal Trade Commission. Sanks, 
which are placed squarely within the authority of the Federal Reserve Board 
by section 11 of the Clayton Act, are therefore circumscribed insofar as 
mergers are concerned only by the hold of section 7 * * * (staff report to 
Subcommittee No. 5 of the Committee on the Judiciary, House of Representa- 
tives, 82d Cong., 2d sess. (September 1952) ). 

As a result, section 7 is for practical purposes useless to cope with 
a bank merger trend that the Chairman of the Board of Governors 
has indicated has been of considerable concern to the Federal Re- 
serve Board (hearings before Antitrust Subcommittee (Subcommit- 
tee No. 5) of the House Committee on the Judiciary, 85th Cong., 
Ist sess., March 8, 1957, p. 229) 

The Comptroller of the Currency has also recently described the 
number of bank mergers as “fairly large” (ibid., p. 182). 
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The historical sketch of this bank merger trend bears out this 
concern by banking agencies. In 1952, Chairman Martin of the 
Board of Governors revealed that there were 100 bank mergers. 
This number jumped to 116 in 1953 and more than doubled to 207 
in 1954. During 1955 bank mergers had reached a total of 232 
(hearings on current antitrust problems, before House Antitrust 
Subcommittee, 84th Cong., 1st sess., June 13, 1955, p. 2159, see also 
Annual Report of Board of Governors, F ederal Reserve System, for 
1955, p. 7 79). 

Our latest information indicates that during 1956 the number of 
bank mergers were again near the 200 mark (hearings before Anti- 
trust Subcommittee (Subcommittee No. 5) of the House Committee 
on the Judiciary, 85th Cong., 1st sess., March 8, 1957, p. 229). 

In highlighting the Federal banking agenci ies? concern over this 
merger problem, “Board Chairman Martin has stated: 

The current trend in bank mergers and consolidations is a matter which 
deserves careful consideration and one to which the Board of Governors has 
given a great deal of thought * * * (hearings on a study of the antitrust 
laws, before Senate Antitrust Subcommitee, 84th Cong., Ist sess., June 24, 
1955, p. 681). 

Consider for a moment this bank-merger trend against the back- 
ground of present commercial bank-asset concentr ation. In 11 of 16 of 
America’s principal financial centers, 1 bank owns more than 30 per- 
cent of all commercial bank assets. In 9 of these 16 centers, 2 banks 
own more than 60 percent. And, in each of these 16 centers, the first 2 
banks own more than 40 percent of all commercial bank assets (hear- 
ings on current antitrust prone, before House Antitrust Subcom- 
mittee, 84th Cong., 1st sess., June 8, 1955, p. 1995). From these figures 
a clear picture of a steadily increasing bank-asset concentration 
emerges. 

It is true that the Department may proceed to a limited extent under 
the Sherman Act to check the tide of mergers. But mergers may meet 
Sherman Act standards and yet fall before the Clayton Act’s more 
stringent bans. The clear objective of Congress in its 1950 amend- 
ment to section 7 was to strike at mergers beyond reach of the Sherman 
Act. The Senate report accompanying this amendment explains that 
the— 
bill is not intended to revert to the Sherman Act test. The intent here * * * is to 
cope with monopolistic tendencies in their incipiency and well before they have 
attained such effects as would justify a Sherman Act proceeding (S. Rept. 
1775, 81st Cong., 2d sess., pp. 4-5 (1950) ). 

This report continues by stating that the act’s intent is to have 
“broad application to acquisitions that are economically signifi- 
cant ** >" Tie 
various additions and deletions, some strengthening and others weakening the bill, 
are not conflicting in purpose or effect. They are merely different steps toward 
the same objective; namely, that of framing a bill which, although dropping por- 
tions of the so-called Clayton Act test that have no economic significance, reaches 
far beyond the Sherman Act (ibid.). 

It is our clear aim to apply a competitive standard to bank asset ac- 
quisitions paralleling those now found applicable to bank stock 
mergers. This broad aim apart from disagreements over means is en- 
dorsed—in principle—by the President of the United States, the De- 
partment of Justice, the Federal Trade Commission, and appropriate 
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banking agencies. The President in his most recent economic report to 
Congress r reiterated— 

the need for extension of Federal regulation to cover bank mergers by asset 
as well as by stock acquisitions (Economic Report of the President, January 
1957, p. 51). 

Similarly, Gov. J. L. Robertson of the Board of Governors of the 
Federal Reserve System stated during the last session before the House 
Antitrust Subcommittee, in consideri ing like legislation (hearings be- 
fore Antitrust Subcommittee (Subcommittee No. 5) of the House Com- 
mittee on the Judiciary, 84th Cong., 1st sess. ., On A. R. 5948, p. 50): 
“The Board favors the objective of this legislation.’ 

Similarly, the Comptroller of the Currency has renewed his recom- 
mendation for legislation aimed at curbing bank mergers via asset 
acquisitions. (Hearings before Antitrust Subcommittee (Subcom- 
mittee No. 5) of the House Committee on the Judiciary, 85th Cong., 
1st sess., March 8, 1957, p. 129.) In the course of an: iyzing various 
differences over methods, this broad agreement on principle should 
not be obscured. 

This widespread agreement on a need for reasonable restraints on 
bank mergers the proposed language of section 23 fails to meet. The 
proposed provision, I suggest, is basically deficient in at least two ways. 
First, it would set up compet itive tests for bank mergers different from 
those that apply to other sectors of American business. Sec ond, it 
might, even beyond the banking area, seriously dissipate enforcement 
efforts by decentralizing responsibility for decisions affecting Clayton 
Act, section 7. Both objections, to my view, are rooted in firm prin- 
ciples of equitable enforcement and uniform administration of justice. 

First, weaker section 7 standards for bank mergers. According to 
proposed section 23, competitive factors would be only one of numerous 
considerations to be taken into account by a banking agency scanning 
a merger. Beyond that, the competitive considerations specified, 
whether the acquisition may “lessen competition unduly or tend un- 
duly to create a monopoly,” are novel and intended simply to be less 
stringent than those specified by Clayton Act, section 7, for other 
American business. As a result, not only does that proposal sSahal tie 
pale antitrust standards, but even that lesser standard is only one of 
many factors banking agencies must consider. 

Banking agencies, themselv es, realize the difficulties inherent in con- 
struing such a competitive standard. While the relevant language 
of Clayton Act, section 7, has been on the books for almost a half cen- 
tury, proposed section 23’s “unduly” phrasing is completely novel. 
Recognizing this, Chairman Martin has stated : 

We recognize * * * that you have a legal groundwork for substantial less- 
ening competition already in the framework of the law and that it may not be 
possible to use “unduly lessening competition” (hearings on legislation affecting 
corporate mergers, before Senate Antirust Subcommittee, 84th Cong., 2d sess., 
May 23, 1956, p. 52). 

Testimony recently before the House Antitrust Subcommittee high- 
lighted the ambiguity attached to the phrasing “tend unduly to create 
a monopoly”: 


The CHAIRMAN. Now you want to change that “tend unduly to create a monop- 
oly.” I don’t for the life of me understand how you could have something in the 
nature of an undue monopoly or anything that tends to undue monopoly. 
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Mr. Keatine. Or an undue tendency. 

The CHAIRMAN. All tendency to monopoly is undue, is it not? You do not 
want monopolies. 

Mr. GIDNEY. No. 

The CHAIRMAN. And if there is a tendency to monopoly, it must be undue 
in and by itself. 

Mr. GrpNney. I want to have that definition of tendency not so rigid that every 
time—if you want to say there shall be no bank mergers, well and good, do so, 
but we don’t want——— 

The CHAIRMAN. Yes, but do you not have it flexible when it says “tends to 
monopoly”? It does not say monopoly. Anything that tends toward monopoly. 

Mr. GIpNEY. Well, I had thought so, and I had hoped it would be so that even 
the “substantially” and the “tend” are statements which have rule of reason in 
them. Iam sure they have. 

The CHAIRMAN. You do not want to wait until a monopoly descends upon 
you. If there is a tendency toward a monopoly, it violates the antitrust law. 

“You add something else now, not only “tend” but it must be an “undue 
tendency.” 

Mr. GIpNEY. I have noticed—— 

The CHAIRMAN. Pardon me. 

It strikes me every tendency toward a monopoly is an undue tendency, because 
we all abhor monopolies in business or banking. 

Mr. Gipney. Well, I wonder when the tendency occurs. Is that a simple 
arithmetic—is that a problem—— 

The CHAIRMAN. That is a matter of judicial interpretation or interpretation 
by your administrative agency. It must be left flexible, I should think, because 
of changing conditions, changing times, changing circumstances. 

But I think you weaken the definition that has been on the books for so many 
years by the addition of the word “unduly.” 

Mr. GIpNEY. It may be that we—I don’t know whether we need that. (Hear- 
ings before Antitrust Subcommittee (Subcommittee No. 5) of the House Com- 
mittee on the Judiciary, 85th Cong., 1st sess., March 8, 1957, p. 179. See also, 
Attorney General Brownell’s comments, ibid., p. 14.) 


Further, when a leading advocate of the “unduly” language was 

questioned by this same subcommittee on the difference between the 

“unduly” standard of the Financial Institutions Act and the “substan- 
tial” standard of the Clayton Act, he conceded: 

* * * Well, I think it would add up to a great—to pretty much the same 
thing—my interpretation of “substantially” might have been more generous 
than that of someone else. We are thinking about the same thing—we want 
healthy competition. We don’t want to lessen competition in an unhealthy 
manner (ibid., p. 177). 

In urging adoption of a different and novel standard, which I 
repeat, is but one of several factors to be considered, the Comptroller 
of the Currency has stated : 

That even though a sizable and even substantial reduction in competition 
were to be involved, the Office of the Comptroller of the Currency would favor 
and approve consolidations, mergers, and purchases involving the absorption by 
stronk banks of weak banks or those facing imminent or ultimate failure because 
of important asset or unsolvable management weaknesses, lack of an adequate 
banking field as reflected by their earnings, usually located in overbanked cities 
or areas or in communities too small to support a banking institution. 

However, upholding such an approach to banking acquisitions need 
not require abs indoning traditional section 7 standards. For situations 
such as the C omptroller specifies squarely fall within the so-called 
failing-corporation exemption, an exemption firmly embedded in 
section 7. As the House committee reporting on amended section 7 
putin: 


The argument that a corporation in bankrupt or failing condition might not 
be allowed to sell to a competitor has already been disposed of by the courts. It 
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is well settled that the Clayton Act does not apply in bankruptcy or receivership 
cases. In the case of International Shoe Company v. The Federal Trade Com- 
mission (260 U. 8. 291). 


The House report continues : 

The Supreme Court went much further (H. Rept. 1191, 8ist Cong., 1st sess. 
(1949), p. 6). 

The Court there reasoned that where the corporation acquired is— 
a corporation with resources so depleted and the prospect of rehabilitation so 
remote that it faced the grave probability of business failure * * * we hold that 
the purchase of its capital stock by a competitor (there being no other prospec- 
tive purchaser), not with a purpose to lessen competition, but to facilitate the 
accumulated business of the purchaser and with the effect of mitigating serious- 
ly injurious consequences otherwise probable * * * does not substantially lessen 
competition or restrain commerce within the intent of the Clayton Act (280 U.S. 
291 (1940) ). 

Likewise adopting this exception, the Senate committee report 
deemed this proviso would come into play when the acquired corpora- 
tion is “heading in” the “direction” of bankruptcy (S. Rept. 1775, 
81st Cong., Ist sess. (1940), p. 7). 

Further ‘indicating the absence of need for standards different from 
section 7 is this department’ s view of the International Shoe exception. 
Thus, mergers have not been prosecuted where, either because of in- 
adequate management, obsolete equipment, or a failing market, the 
acquired corporation’s prospects for survival seem dim. Gaging the 
likelihood of a future business success, of course, may involve different 
factors in different industries. And, considering banking mergers, the 
Attorney General has assured the Senate Banking and Curr ency Com- 
mittee in their hearings on S. 1451, (Study of Ba anking Laws, Finan- 
cial Institutions Act of 1957, hearings before a Senate Committee on 
Banking and Currency, 85th Cong., Ist sess., February 18, 1957, p. 
1014) just as I assure you now, the Department of Justice w ould with- 
out doubt pay great heed to each banking agency’s judgment of a 
bank’s chances to prosper. This anticipated pattern of section 7’s 
enforcement against bank-asset acquisitions should go a long way 
toward meeting the problem of “failing” banks some b: anking agencies 
have raised. 

But even more basically, I urge this committee to carefully consider 
the wisdom of tailoring section 7 strictures to the assertedly unique 
needs of the banking industry. 

It has already been suggested that selective legislation of this nature 
for banks would create a ‘precedent for parceling out specialized anti- 
trust legislation to other Government agencies (premerger notifica- 
tion hearing before the Antitrust Subcommittee (Subcommittee No. 
5) of the House Committee on the Judiciary, 85th Cong. Ist sess., 
March 6, 1957, p. 43). 

In the more than 60 years since the passage of the Sherman Act, no 
one has suggested its provisions did not apply to banks as to other 
sectors of American business. And in fact, some banks have been a 
party to prosecution under this law. (Four complaints under Sher- 
man Act in which banks have been named as defendants: United 
States v. Henry S. Morgan, et al. and the Investment Bankers Associ- 
ation of America (D. C.S. D. N. Y.) ; United States v. The Mover 
Conference of New York, et al. (D.C. S. D. N. Y.) ; United States v 
Investors Diversified Services, et al (D. Minn.) ; United States v. 
Chicago Mortgage Bankers Association, et al. (D.C. N. D. Ill.). 
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Similarly, in the Transamerica case (Z7'ransamerica Corporation v. 
— of Governors of the Federal Reserve System (206 F. 2d 163 
1953) ), cert. denied, 1953), never was it urged that unamended sec- 
tion VII did not apply with equal force to both banks and nonbanking 
corporations. And finally, in amending section 7 in 1950, Congress 
reiterated prohibitions on stock acquisitions to fit banks the same as 
all other corporations. Against this background, I suggest that Con- 
gress move most slowly in overturning precedent and creating or en- 
couraging special antitrust treatment for banks. 

Beyond equitable coverage, enactment of section 23 in its present 
form raises the serious problem of insuring uniform antitrust advice. 
This proposed section, you will recall, provides merely that “the ap- 
propriate agency’ "if it desires “may * * * request the opinion of the 
Attorney General.” The banking agency, however, is not obliged to 
doso. This despite the fact that the Attorney General’s responsibility 
and advice treat issues different from those of the banking agencies. 
Chairman Martin, for example, in his recent statement before a 1 House 
Antitrust Subcommittee characterized Federal Reserve Board func- 
tions as follows (hearings before the Antitrust Subcommittee (Sub- 
committee No. 5) of the House Committee on the Judiciary, 85th 
Cong., lst sess., March 8, 1957, p. 227 

The principal functions of the Federal Reserve System lie in the fields of 
monetary and credit policy and bank supervision * * *, 

However, the prosecuting and adjudicatory functions involved in the enforce- 
ment of the antitrust laws are only indirectly related to the Board’s principal 
responsibilities. They are of a character quite different from the functions 
normally exercised by the Board in passing upon particular transactions in the 
bank supervisory field. 

In other words, enforcement of the antitrust laws and the function of bank 
supervision represent, we believe, different spheres of governmental operations. 

Under present law, in addition to the Board’s authority to bring proceedings 


= 


for the enforcement of section 7 of the Clayton Act where applicable to banks, 
the Attorney General has an injunctive authority; and the Board believes, for 
the reasons indicated, that the enforcement of this section (H. R. 2148), whether 
with respect to acquisitions of bank stocks or acquisitions of bank assets, is a 
function which should not be vested in the Board. 

To the same effect, Comptroller Gidney has acknowledged (hearing 
on legislation affecting corporate mergers, before Senate Antitrust 
Subcommittee, 84th Cong., 2d sess., May 23, 1956, p. 80) : 

I have not any competency in that (the antitrust) field. I do not 
know what the courts have done. From this it can be concluded that 
proposed section 23 would fail completely to insure informed advice 
and a uniform approach to competitive questions involved in bank 
mergers 

Failure to insure informed advice on competitive factors could have 
effects far beyond the banking field. Without a — in this Depart- 
ment to intervene in bank mergers, there might be many different 
views of section 7’s standards and scope as there are pai charged 
with its enforcement. The result could well be disparities in view 
which in turn spell real enforcement inequities. 

‘nforcement effectiveness as well necessitates some procedure for 
the Department’s intervention. Otherwise, in the overall responsi- 
bility for enforcement of section 7—and here I refer to responsibility 
entirely outside of the banking area—we would be saddled with bank 
merger precedents we had no voice in picking or shaping. For all these 
reasons, then, enactment of proposed section 23 in its present form 
must be opposed by this Department. 
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Instead, this Department favors simply amendment to the Clayton 
Act’s section 7 to cover bank assets, as it now does bank stock acquisi- 
tions. As a spokesman for the Independent Bankers Association, 
which represents more than 5,000 independent banks, related to the 
Senate Banking and Currency Subcommittee (hearings before Senate 
Subcommittee on Antitrust and Monopoly (Subcommittee No. 5), 
85th Cong., Ist sess., January 30, 1957, p. 554): 

The Independent Bankers Association prefers (bank merger) legislation that 
would place the administration of antimerger legislation in the Justice De- 
partment. 

Even more broadly, I suggest, such amendment of Clayton Act 
section 7 seems required by our basic belief in a uniform application 
of our Nation’s laws to all groups alike. In more than a half cen- 
tury of Federal antitrust history, competition in banking and its 
widespread effect on all character and forms of American business 
and commerce, has been deemed as important as any other section of 
our economy. No good or justified reason appears for departing 
from that view now. 

As I have already indicated, the Department of Justice favors the 
treatment of bank mergers, like other mergers, under Clayton Act 
section 7—and amendment of that provision to cover bank assets, as 
it now does bank stock acquisitions. Should this committee and 
Congress conclude, however, that bank consolidations should, ini- 
tially at least, be treated under this section of the Financial Institu- 
tions Act, then I suggest the adoption of standards and procedures 
roughly paralleling those adopted last year and reiterated in title 
II, chapter 9, section 54 of S. 1451 and H. R. 7026 controlling the 
formation of, and acquisitions by, bank holding companies. 

(1) The Bank Holding Company Act in its entirety is adopted 
without change by the proposed legislation before this committee. 
Briefly put, the Bank Holding Company Act requires the Federal 
Reserve Board, in passing on any proposed bank holding company 
merger, to consider among other factors, the standards of Clayton 
Act section 7. As the Vice Chairman of the Federal Reserve Board 
wrote January 18, 1957: 

Section 3 (c) of the Bank Holding Company Act requires the Board, in 
passing upon each application by a bank holding company for approval of its 
acquisition of bank stock, to consider certain specific factors, including whether 
or not the effect of the proposed acquisition would be to expand the size or 
extent of the holding company system beyond limits consistent with the public 
interest and the preservation of competition in the field of banking. The con- 
cept involved in this factor is a broad one, and in the Board’s opinion adequate 
consideration of the facts in this regard necessarily involves consideration of 


the standards mentioned in section 7 of the Clayton Act—that is, whether in 
any line of commerce in any section of the country the effect of such acquisition 


might be substantially to lessen competition or to tend to create a monopoly. 
As a result, the Federal Reserve Board Vice Chairman concluded: 


You may be assured that the Board in consideration of * * * (holding com- 
pany mergers) will take into account * * * whether the proposed transactions 
might involve a violation of section 7 of the Clayton Act or other statutes. 
(Letter dated January 18, 1957, from C. C. Balderston, Vice Chairman of the 
Federal Reserve Board, to Congressman Emanuel Celler, Chairman of the House 


Judiciary Committee. ) 


We can see from this that the standards of section 7 of the Clayton 
Act under present law as well as pending proposals must be considered 





FINANCIAL INSTITUTIONS ACT OF 1957 133 


by the Board in passing on formations of, or acquisitions by, bank 
holding companies. Nearly all Federal bank agency officials accept 
this consideration of section 7’s competitive tests in the holding com- 
pany context. In light of this background, an amendment to section 
23 to require section 7’s standard, rather than the pending proposal’s 
novel “unduly” phrasing, to be considered, along with other factors, 
by appropriate banking agencies in passing on bank mergers, should 
raise smal] concern. 

(2) In addition to establishing uniform competitive standards un- 
der both the antitrust and banking laws, section 23 should be revised 
to specify for bank mergers the same procedures or cooperative liaison, 
advice, and intervention this Department and the Federal Reserve 
Board have evolved for bank holding company mergers. As you may 
know, the Department has been working closely with the Federal 
Reserve Board in its present consideration of the first application for 
approval of a bank holding company merger under the 1956 act. By 
way of illustration, let me depict briefly the sort of mutually advan- 
tageous cooperation the Board and this Department have followed, 
which I believe underscores the usefulness of incorporating the same or 
similar procedures under section 23. 

After this Department’s initial communication to the Board indi- 
cating knowledge of the proposed company formation, the Board on 
November 29, 1956, replied : 

* * * (We) will be pleased to advise you (of any hearing) and notice of the 
hearing will be published in the Federal Register. 

On December 11, 1956, the Department responded to this Board com- 
munication as follows: 

We appreciate your advice that, should the Board of Governors determine to 
hold a hearing on this matter, you will give us notice. In the event the Board 
determines not to hold a hearing, we would also appreciate being advised in 
advance of the Board’s ultimate decision to approve or disapprove the application. 

As you know— 


this Department’s letter went on to emphasize— 


our responsibilities under the antitrust laws require us to remain conversant 
with this matter. It would be helpful, therefore, and might avoid a duplication 
of work by two different agencies on the same matter, if you would be able to 
furnish us with any basic competitive information you have collected or com- 
piled relating to these banks * * *. 


The Board replied on January 18, 1957: 


We will be very glad to have you submit a statement or file a brief at the 
appropriate time if you decide to do so. In the meantime, the Board or its 
staff will be glad to be of any asisstance it can to the Department in connection 
with any aspects of this matter. 


Finally, the Department on May 8, 1957, forwarded to the Board 
a summary of the Antitrust Division’s investigation of this matter, 
the attached letter of transmittal reading: 


After reviewing this material your counsel may wish to supplement evidence 
already introduced on certain competitive aspects which may not have been pre- 
viously considered. Our respective staffs have evolved this procedure, and the 
Attorney General and I have approved it, so that opposing counsel would have 
the opportunity, if they so desire, to offer for the record answering data. 

Beyond transmitting this investigative memorandum, in light of our shared 
antitrust enforcement responsibilities, this Division stands ready to cooperate 
with the Board and its staff in all ways we properly can. Specifically, for exam- 
ple, we would be glad to discuss any antitrust issues you deem revelant. In any 
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event, after your staff has decided what, if any, action it plans to take im the 
course of hearing as a result of this memorandum, we would appreciate your 
advising us. Then we can reach some informed judgment as to what, if any, 
further steps our enforcement obligations require. 

From this brief narration of dealings between this Department and 
the Federal Reserve Board in the course of a consolidation under the 
Bank Holding Company Act, it can be seen how two different Govern- 
ment agencies can effectively work together on a common problem in- 
volving two different sets of responsibilities. However, this bit of 
history suggests, even more br oadly, appropriate roles for this Depart- 
ment and each banking agency in consideration of, not only bank hold- 
ing mergers, but all bank mergers. Section 23 should be amended, 
therefore, specifically to require notice to the Attorney General and 
to enable him to intervene, or at least offer his views, to the banking 
agency considering any bank merger. 

~(3) Finally, beyond competitive standards and the question of in- 
tervention, section 23 should be further amended, again paralleling 
the Bank Holding Company Act, to specify some sora rine 
provision. The Bank Holding Company Act (70 Stat. 133, May 9, 
1956) and the pending proposals specify in title II, ch: apte r 9, sec- 
tion 61, that— 

Nothing herein contained shall be interpreted or construed as approving any 
act, action, or conduct which is or has been or many be in violation of existing law, 
nor shall anything herein contained constitute a defense to any action, suit, or 
proceeding pending or hereafter instituted on account of any prohibited anti- 
trust or monopolistic act, action, or conduct. 

This saving clause should be made applicable to all bank mergers as 
it now is to the formation of, or acquisition by, bank holding com- 
panies. Such application would carry out the recommendations ad- 
vanced by the Federal Reserve Board C hairman that (statement by 
Federal Reserve Board Chairman Martin, explaining the Board’s pro- 
posal for handling bank mergers, p. 691 of hearings of Senate Anti- 
trust and Monopoly Subcommittee, “to study the antitrust laws of the 
United States, and their administration, interpretation and effect pur- 
suant to Senate Resolution 61” (84th Cong., 1st sess.) : 

The Attorney General * * * would continue to have full authority to in- 
stitute proceedings under the Clayton Act, if he should deem it desirable, with 
respect to any situation resulting from the particular merger or consolidation. 

Accordingly, I suggest that this committee write into the provisions 
of section 23 the same antitrust saving clause contained in Bank Hold- 
ing Company provisions (reiterated in title II, ch. 9, sec. 61 of the 
proposed legislation). As a corollary, of course, since the saving 
clause refers to “existing law,” this committee should also make clear 
its support of amendment to section 7 to cover bank assets as well as 
stock acquisitions. Only thus would the antitrust saving clause have 
real meaning. 

Summing. up, acceptance of my suggested revisions would maintain 
banking agencies’ primary initial ‘responsibility to pass on bank 
mergers, and go a long way toward insuring effective application of 
uniform competitive e standards. They would put banks on a par with 
bank holding companies by making ‘all mergers in this field subject 
to competitive provisions Congress has specified for bank holding com- 
panies. These suggested revisions, taken together, would mitigate, if 
not minimize, the force of the Department’s objec tions to present sec- 
tion 23. 
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The Cuamrman. Judge Hansen, mergers are usually effected by the 
acquisition of assets and not by acquiring stock; isn’t that true ¢ 

Mr. Hansen. I think that is because they hope to avoid the pro- 
visions of section 7 as far as banks are concerned. 

The CuarrmMan. Do you know of any mergers that have been made 
other than by the acquisition of assets ¢ 

Mr. Hansen. In the banking field ? 

The CHAIRMAN. Yes, sir. 

Mr. Hansen. I can’t name them specifically. There have been one 
or two. But again I reiterate, I assume the reason is that they hope 
to avoid the provisions of the Clayton Act, which exempts acquisitions 
of such nature. 

The Cuarrman. Do you think the reason that they have pursued 
that course is to avoid the effects of section 7 of the C layton Act? 

Mr. Hansen. Very definitely. I don’t think there is any question 
about it. 

The Cuarrman. What is your opinion of the effect of the word 
“unduly” ? 

Mr. Hansen. “Unduly” is a term that we have no legal definition of, 
and it is a different standard from that which is set forth in the C lay- 
ton Act’s section 7. 

The Cuatrrman. And “unduly” can be construed in many different 
ways. 

Mr. Hansen. It certainly can. 

The Cuarrman. According to the views of the construer. 

Mr. Hansen. That is correct. 

The Cuarrman. Now there is a provision in this bill which pro- 
vides that a member bank may acquire the stock of other banks, and 
hold it, I believe, for a period of not more than 90 days in contempla- 
tion of merger. 2 

What is your opinion of that? I asked Governor Robertson about 

. that, and he said “Strike it out if you don’t like it.” Why was that put 
in the bill ? 

Mr. Hansen. I can’t understand why it would be put in there be- 
cause Clayton Act, Section 7, covers the mergers where there is 
acquisition by stock. I don’t see that it adds anything. 

The Cuamman. There certainly must have been some reason for 
putting it in. 

Mr. Hansen. I didn’t draft the bill, and I don’t know what the 
reason was behind it. I don’t see any sound reason for it. 

The CrarrmMan. If you would proceed to—— 

Mr. Hansen. On second thought, there might be some advan- 
tage; if the notice was given of the intended merger, it might well be 
that we could move in under section 7 of the C layton Act for an in- 
junction, rather than have to try to unscramble it after the merger had 
taken place. 

The Cuarrman. Wasn’t the pur pose to make mergers easy ? 

Mr. Hansen. Clayton Act, section 7. 

The Cuamrman. I mean the purpose of the amendment in the bill, 
under which the bank could acquire the stock of other banks in con- 
templation of merger. Wasn’t the evident purpose of that to make 
mergers easier ? 
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Mr. Hansen. Well, I wouldn’t think it would, unless the bill also 
would attempt to exempt, or amend, in effect, the Clayton Act, section 
7, which holds banks under stock acquisition. 

The Cuarrman. Is the Clayton Act now, as it is written, sufficient 
to prevent mergers that are c ontrar y to its provisions 4 

Mr. Hansen. Yes, sir; I think it is, very definitely, sir. 

The Cratrman. So the only additional power you would like to 
have is the power to prevent mergers by the acquisition of assets. 

Mr. Hansen. Yes, sir, and, in the ultimate result, I see no difference. 
T can’t see, for the life of me, why acquisition of stock should be placed 
in a different category than acquisition of assets. They both result 
in a merger. 

The CHarrmMan. Was there any other reason why the mergers 
would be effected by reason of the acquisition of assets rather than the 
acquisition of stock, except to evade the law ? 

Mr. Hansen. I am convinced that the purpose of the elimination of 
the bank mergers by stock acquisition was to make the Clayton Act 
ineffective as far as banks " concerned. 

The Cyamman. Well, it certainly is very much easier to effect 
these mergers by the : thes ion of assets than by stock. 

Mr. Hansen. Yes, sir. 

The Cuatrrman. After we passed the Bank Holding Company Act, 
Transamerica Corp. acquired, I think, at least 10 banks across State 
lines by the purchase of assets. Now, that could not have been effected 
quite that rapidly by the purchase of stock, could it ? 

Mr. Hansen. I would think not. 

The Cuatrman. How far can you go under the provisions of the 
Clayton Act? The merger must substantially lessen competition or 
tend to create a monopoly. 

Mr. Hansen. Yes, sir. 

The Cuarrman. Take for example, the bank mergers that have 
taken place in New York. They didn’t tend to create a monopoly, 
did they ? 

Mr. Hansen. Which one? 

The Cuarrman. The Chase Manhattan bank, for instance. Notwith- 
standing their size, did that merger tend to create a monopoly ? 

Mr. Hansen. I wouldn’t want to commit myself on that until I 
know all the facts. 

The CHarrmMan. Well, this is just a curbstone opinion. There are 
so many large banks with immense assets, that even the merger of 
banks of that character didn’t create a monopoly because there is 
competition. 

Mr. Hansen. If they don’t come under the provisions of the Clay- 
ton Act, there is no objection to the merger. 

The CyHarrmMan. Would you say that the concentration of economic 
power is a bad thing? 

Mr, Hansen. Well, it depends on how much concentration there is. 

The Cnamman. Would you say that a merger such as that would 
lessen competition ? 

Mr. Hansen. I would have to have the specific facts before I could 
voice an opinion as to whether or not I thought it tended to create 
a monopoly or whether it substantially lessened competition. 
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I think you have got to take the facts in each case. We have 
literally hundreds of mergers that are brought to our attention, and 
there are only relatively few that we ever take action on. 

For example, we now have pending only eight merger cases, and 
we have reviewed literally thousands of mergers. So, we have come 
to the conclusion that, certainly, those mergers did not substantially 
reduce competition or tend to create a monopoly. 

The Cratrman. Did not the word “unduly” render the whole 
section cloudy and indefinable ¢ 

Mr. Hansen. Yes, sir. 

The Cuarrman, Mr. Talle. 

Mr. Tatie. Thank you, Mr. Chairman. 

Judge Hansen, may I a what the chairman discussed in a 
different direction. Instead of New York, a large city, let us look 
ata small community where there may be 2 banks, or 3, or possibly 4 
Now in the event that you apply this standard of “subst: antially lessen- 
ing of competition,” would you not be obliged to find in practically 
every instance that there would be a substantial lessening of com- 
petition ? 

Mr. Hansen. We haven’t so done. 

Mr. Tarte. It could be that for economic reasons, the mergers might 
be desirable. I have in mind that a bank is limited as to what it may 
lend to one borrower. I believe my State has more small banks, per- 
haps, than any other. That is a result of our State banking laws 
which permit savings banks to do commercial banking. Most of them 
are small. And, therefore, to any one borrower, such a bank cannot 
lend a substantial amount. For economic reasons, therefore, merg- 
ers, in some cases, might be desirable. 

Mr. Hansen. I can conceive of desirable mergers. There are many 
mergers we have never opposed. 

Mr. Tatxe. Don’t you think, if this standard is applied it would be 
practically impossible for them to combine ? 

Mr. Hansen. Oh,no. Certainly not. 

Mr. Tatie. Well, I respect your opinion, although I am not fully 
convinced. Now, may I turn to another matter? 1 gather from your 
statement that you believe that the Comptroller of the Currency and 
the Federal Reserve Board go along with the thinking of the Depart- 
ment of Justice on this question. I would like, therefore, to read 
from the Senate oe arings on the bill. 

Mr. Hansen. I didn’t mean to give the impression that the Comp- 
troller of the Currency would go along with all of our positions here 
atall. Iam satisfied he probably would not. 

I simply quoted certain language on the general existence of the 
problem and general thinking with reference to it. 

Mr. Tauie. I see. Perhaps it would be appropriate then, inas- 
much as I have raised the question, that I read what appears in the 
Senate Hearings, on page 1011: 

Senator RonerTson. Will the witness yield at this point? Governor Robertson 
testified before this committee this year also. 

Mr. Browne... Did he? 

Senator Rornerrson. Yes; he said that he not only favored the objective, but 
he favored the plan. 

Mr. Browne... As outlined in section 23? 


Senator Ropertson. As written in the tentative bill, the Federal Reserve 
Board gave its emphatic endorsement, and so did the Comptroller also. 


95375—57—pt. 1———10 
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So the administration seems to be just a little bit at cross-purposes on this 
proposal. The provision in the bill was endorsed by a fine group, which I call 
my advisory group, of 27 men: bankers and credit men. It was endorsed by 
the American Bankers Association. It was endorsed last year by this com- 
mittee, and is passed the Senate. 

So we have all the testimony so far except yours, in favor of the bill, and we 
have all of the Federal agencies, except yours, in favor of the bill. We have 
the record here; we have all of the big banking associations and credit associa- 
tions in favor of the bill. We have it as a matter of record that the Senate 
voted last year and passed it, but I still say you have the right to renew your 
objections to it. 

In the light of what you have stated, Judge Hansen, perhaps 
my reading from this isn’t quite so pertinent as I though it might be. 

‘Would you like to make any comment? 

Mr. Hansen. No, I think that is a fair statement. We are cer- 
tainly not at cross-purposes. I think we certainly think alike, that 
there has been a substantial increase in mergers. There is an in- 

crease in concentration in the area, and I think we all agree that there 
should be control of it. We have differences of opinion possibly as 
to method, and as to language. 

Mr. Tatre. That is all. Thank you, Judge Hansen. 

The CHarrmen. Mr. Brown. 

Mr. Brown. Mr. Hansen, as to your objections to section 23, State 
banks come under supervisory authorities. It is the State authority 
that makes these decisions. 

Mr. Hansen. Well, if they are engaged in interstate commerce 
they would be subject to Federal laws. 

Mr. Brown. Do you care to make any other comment on it? 

Mr. Hansen. Well, maybe I misunderstood your question, sir. 

Mr. Brown. In other words, State-chartered banks now, as far as 
jurisdiction is concerned, for consolidation or merger, are under State 
law, under the State supervisors of banks. 

This bill changes that and puts the authority in the Federal super- 
visors. 

Mr. Hansen. No, it simply makes them subject to the general anti- 
trust laws of the United States, to which all other commerce and in- 
dustry engaged in interstate commerce are subject. 

There are many State regulations and regulatory bodies. 

Mr. Brown. That is true. But they are taking it all away from 
the State bodies now. 

Mr. Hansen. Certainly our amendment to Clayton Act section 7 
would not interfere with the supervision and control of State banks 
by State supervisors, except in instances where the State bank is en- 

gaged i in interstate commerce, and in our opinion violates the antitrust 
fave ,and then we would have a right to step in. 

Mr. Brown. Of course all State banks do business out of the State. 

Mr. Hansen. I think that is true. Therefore I think it would fol- 
low that they would be subject to the antitrust laws, just as any other 
local industry that is under regulations by States. 

Mr. Brown. I don’t have any other questions. 

The Crateman. Mr. Kilburn. 

Mr. Kirzurn. Judge Hansen, it would appear to be your contention 
that section 7 of the Clayton Act covers stock acquisition of all corpora- 
tions engaged in commerce. 

Mr. Hansen. Yes, sir. 
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Mr. Kitsurn. Would you say that it also includes savings and loan 
associations, where they are stock associations ? 

Mr. Hansen. We have not had an instance since I have been in 
office of a Federal savings and loan merger problem. 

Offhand, I would assume under stock acquisition it would be appli- 
cable to them, unless there is some saving clause somewhere which I 
am not familiar with. 

Mr. Kitsurn. I don’t see any reason why they shouldn’t. 

Mr. Hansen. I don’t either. There might be more reason why they 
should be than banks. 

Mr. Kirsurn. Your recommendation seems to be that you would 

vant section 7 of the Clayton Act to cover asset acquisitions as well as 
acquisitions covered by stock purchase. 

Would this not subject all savings and loan associations, whether 
they be stock or mutual associations, to the provisions of section 7 of 
the Clayton Act, whenever an acquisition of assets is involved in a 
merger or ¢ onsolidation ? 

Mr. Hansen. I would think it w ould include all savings and loan 
associations that were corporations, since section 7 applies only to 
corporations. 

Mr. Kireurn. On page 4 of your statement, you point out that there 
is aneed for such authority because— 

In 11 of 16 of America’s principal financial centers, 1 bank owns more than 30 
percent of all commercial bank assets. 

I call your attention to the fact that here in the District of Columbia 
1 savings and loan association owns more than 28 percent of all the 
assets of savings and loan associations in the District of Columbia. 

The bill, of course, deals with banks, savings and loan associations, 
and credit associations. And I should think what we did with respect 
to banks should also be made applicable to other types of financial 
institutions. 

Mr. Hansen. I concur in that a hundred percent. 

Mr. Kirpurn. Thank you, Mr. Chairman. 

The CuarrmMan. Mr. Patman. 

Mr. Parman. Thank you, Mr. Chairman. 

Judge Hansen, I want to commend you on this excellent statement. 
I think it is in the public interest and I think it is a good statement. 

Mr. Hansen. Thank you, sir. 

Mr. Parman. I am glad to know that you are on the alert about these 
important matters, and I think that you are really seeking to protect 
the public interest in presenting this statement in the way you have. 

Your suggestion about the word “unduly” is certainly a good one. 

Why should we bring in new definitions when we have the word 
“substantial,” which has been passed on by the courts for a long time? 
If we bring in this word “unduly” it will be 25 years before it can be 
determined by the courts exactly what it means, and all during that 
time there will be mergers, and certainly we can’t unscramble the eggs 
after the merger takes place. I think your suggestion is a good one, 
that it is not a good word to use. 

And in your statement also you suggest that— 

Congress move most slowly in overturning precedent and creating or encourag- 
ing special antitrust treatment for banks. 
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I think that is certainly a fine statement. 

Also that— 

In more than a half century of antitrust history, competition in banking and its 
widespread effect on all character of American commerce and business and 
commerce has been deemed as important as any other section of our economy. 
No good or justified reason appears for departing from that view now. 

The fact 1 1s, Judge Hansen, I think if you place too much power in 
these supervisory agencies to handle b: nk mergers, that we shall have 
a conflict of interest in administration. 

The Comptroller of the Currency and the FDIC have the adminis- 
trative problems, and they are naturally looking at it from the stand- 
point of administration. 

It would be a lot easier administratively for them to have big banks. 
I just don’t know that they feel charged with the public duty of pre- 
venting mergers so much as they are with keeping their eye on ease 
»f administration. 

It looks like a conflict there. 

I believe you will agree with me that before a merger of any im- 
portance is consummated, arrangements must be made somewhere for 
financing that merger. That is the first thing to be done, isn’t it, Judge 
Hansen ¢ 

Mr. Hansen. No question about it. 

Mr. Patman. After the merger is consummated, the next thing is 
to have huge banking facilities make possible the increased operating 

capital that will be needed to carry on the business. Therefore, that 
being true, bigger banks tend to increase the possibilities and probabil- 
ities of more mergers, making it easier for mergers, by having con- 
centrated banking and availability of more funds, in order to con- 
summate the mergers. 

So I have a feeling that there is a conflict of interest there among 
the Federal supervisory agencies and the public interest. 

There could well be—and I think your suggestions are very fine, 
and I hope that the committee, in considering this bill, will keep them 
in mind. Every suggestion that I noted, I think ought to be adopted. 

I was particularly impressed, too, by the fact that you stated amend- 
ments should be adopted to the bill that would not bind the Attorney 
General ; that if the worst comes to the worst, and this bill should pass 
in its present form, if he confers with these supervisory ¢ agencies, he 
would not be bound by them, and that he would be in a position to 
bring a suit, if he thought, after examination of what actually hap- 
pened, if it was in violation of the antitrust laws. 

I think that is a very good amendment, also. 

So I commend you on the fine statement you have made, and I am 
glad to know that you are looking after these matters. I find myself 
in what I believe to be complete agreement with what you have said. 

Thank you very much. 

Mr. Hansen. Thank you, sir. 

The Cuairman. Mr. Betts. 

Mr. Berrs. Judge Hansen, do I understand from page 11 of your 
statement that it is your feeling that under present law, particularly 
the Sherman Act, that banks can be prosecuted 

Mr. Hansen. Very definitely. 

Mr. Berrs. In your footnote you refer to four cases, and I notice 
the defendants listed are the Investment Bankers Association, Mort- 
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gage Conference of New York, Investors Diversified Services, and the 
Mor tgage Bankers Association. 

Are you citing these cases against associations in support of that? 

Mr. Hansen. Let me see if I get your question correctly. 

Mr. Berrts. Well, what I am getting at is you made a statement 
that you think the Sherman Act applies to banks, and you cite four 
cases to back that up. 

Mr. Hansen. Yes, sir. 

Mr. Berrts. In the cases you cite, it appears that banks were not 
defendants, but associations rather than banks. 

Mr. Hansen. There were individuals involved in each of those 
cases. 

Mr. Berts. Isee. Sothat there were other defendants. 

Mr. Hansen. If you notice, there, we have “et al.” 

Mr. Berts. I thought that ought to be clarified, because as it ap- 
pears, no banks were named as de fendants. 

So in each of those four cases, banks were defendants ? 

Mr. Hansen. Yes, sir. 

Mr. Berrs. Just as a matter of clarification, to pinpoint your state- 
ment, you feel there is no need for section 23; that the present existing 
law should be amended, or if section 23 is adopted, it should be 
amended in accordance with your statement. 

Mr. Hansen. Yes, sir. 

Mr. Berrs. But you first say—— 

Mr. Hansen. We first prefer section 7 of the Clayton Act, amended 
to include banks on acquisitions of assets. 

Secondly, if that doesn’t succeed, we then wish to have section 23 
amended. 

Mr. Berrs. Thank you. 

That is all. 

The Carman. Mr. Barrett. 

Mr. Barrerr. Not at this time, Mr. Chairman. 

The CuatrMan. Mr. Mumma. 

Mr. Mumma. I don’t know that I have anything to add to this dis- 
cussion except that in my hometown, Harrisburg, Pa., it seems to 
me right now the chief interest is bank consolidation. It has been 
done by the acquisition or trading of stock. 

For instance, one bank is taking over another. And I have a 
chance to trade my stock, and add to it with the stock of the other 
bank, and everybody seems happy about it. 

What brings about these consolidations is the fact that business 
needs more money; just as in the large cities, our business friends in 
Harrisburg needed more money than our banks were able to loan. 
Now, that has increased three times. At one time $147,000 was the 
limit they could loan. Now you can get a half-million dollars. 

I think the bank consolidations there have brought about a happy 
situation. Of course, there are two groups, and one is trying to be 
bigger than the other, but I think it is taking care of the greater need 
for loans. 

Mr. Hansen. I don’t think that situation would be in any way 
affected adversely by our recommendations here. 

Mr. Mumma. Well, that is what I found, too, especially in the 
trading of stock. You have the opportunity to trade. And every- 
body seems happy. They take care of the directors of the small banks, 
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and it is an ideal situation, especially due to the new business it brings 
about. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Ashley. 

Mr. Asutry. Judge Hansen, I would like to get clarified in my own 
mind the question of jurisdiction. 

At the present time, does the Justice Department have jurisdiction 
over the merger of national banks, of State member banks, and non- 
member insured banks ? 

Mr. Hansen. Under the Sherman Act, we do. 

Mr. Asuiery. Just under the broad provisions of the Sherman Act. 

Mr. Hansen. And if it is stock acquisition, we have it under the 
Clayton Act, assuming all that you have mentioned are engaged in 
interstate commerce. 

Mr. Asuiry. Do you know what position the Justice Department 
took at the time the Kefauver-Seller bill was before the House and 
Senate? That bill, as you may remember, exempted banks from 
prohibition of mergers resulting from the acquisition of assets. 

Mr. Hansen. I wasn’t aware of an issue at the time. I don’t know 
that we took a position on that point. 

Mr. Asuixry. Do you think the banks should have been exempt from 
that, and if so, why? 

Mr. Hansen. W ell, for the very reason I have mentioned here. We 
don’t feel the banks should be exempted from the antitrust laws. 

Mr. Asuiey. That isall, Mr. Chairman. 

The Cuamman. Mr. Seeley-Brown. 

Mr. Seety-Brown. Judge Hansen, am I correct in my understand- 
ing that you have come up here advocating a uniform application of 
all our laws to all groups alike; that is what you are basically advocat- 
ing ¢ 

Mr. Hansen. That is correct, and not different standards for one 
than for another. 

Mr. Srety-Brown. And while there may be a difference of opinion 
as to which agency of the Government may have the responsibility of 
enforcing these rules and regulations, you would at least insist that 
they all be treated equally, is ‘that the sum and substance of what you 
are advocating ? 

Mr. Hansen. That is correct. 

Mr. Srety-Brown. I wanted to make sure that was so. 

Thank you. 

Mr. Berrs. Would you yield? 

Mr. Srety-Brown. C ertainly. 

Mr. Berrs. You said in these four cases banks were made parties. 

Did the court find that they were within the jurisdiction of the 
Sherman Act in those four cases ? 

Mr. Hansen. As I recall, out of the 4, 3 were consent decrees, where 

they admitted that they were subject to the jurisdiction, and decrees 
were entered accordingly. 

Mr. Berts. And in the other did the court make a finding ? 

Mr. Hansen. I think we lost that one. But there was no question 
of jurisdiction in the Investment Bankers’ case. The court found no 
conspiracy, but it was never argued that there was no jurisdiction. 

Mr. Betrs. Was the case a merger case ? 
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Mr. Hansen. No, none of these four cases were merger cases. They 
were Sherman Act violation cases. 

The Cuarrman. Mr. Vanik. 

Mr. Vanix. Judge Hansen, I have read through the statement, and 
I heartily concur in the position which you have presented. 

I have one question which passes through my mind, and that deals 
with the tremendous number of Trans-America mergers that took 
place last year. 

Is the Government proceeding anew on its case against Trans- 
America? 

Mr. Hansen. That was handled by the Federal Reserve Board. I 
can’t answer for it. 

Mr. Vanix. To your knowledge, is the Government renewing that 
case, or is it being dropped ? 

Mr. Hansen. I can’t answer for the Federal Reserve Board. I 
haven't any information on it. 

Mr. Vanrk. You have no knowledge about it at all 

Mr. Hansen. Some of my staff might, but I am not familiar with it 
at this stage. 

Mr. Vanix. The Transamerica acquisition of banks prior to the 
enactment of restrictive legislation was a glaring disregard of public 
interest. Congress had manifested its intention to do something, 
and right under the wire was a very blatant disregard of what was 
being contemplated as a corrective measure. 

In your opinion, should this case be prosecuted or not? 

Mr. Hansen. If there is a violation, it should be prosecuted, no 
question about it. I don’t know sufficiently of the facts. I have cer- 
tainly seen something in the papers, and know generally what the 
problem is, but I have not personally analyzed the facts. 

Mr. Vanix. How did Federal Trade take over on that? 

Mr. Hansen. Federal Reserve Board, not Federal Trade Com- 
mission. 

Mr. Vanix. And you consider it not a concern of the Justice De- 
partment ¢ 

Mr. Hansen. It is certainly a concern of ours if there is any viola- 
tion of the antitrust laws. But a bank holding company’s acquisition 
of assets may present a jurisdiction problem under the Clayton Act, 
and it was an acquisition of assets, as I recall. 

Mr. VaniKk. Yes, sir. 

Mr. Hansen. In the amendment that we have asked for, we would 
certainly have jurisdiction. 

Mr. VaniK. If you had the power that you would have under your 
proposal, you would have jurisdiction ¢ 

Mr. Hansen. That is correct. 

Mr. Vanik. And it would vest responsibility for enforcement sole- 
ly within the Department of Justice ? 

Mr. Hansen. As far as injunctive relief is concerned; yes, sir. The 
Federal Reserve Board also has section 7 enforcement responsibilities 
in section 11 of the Clayton Act. 

Mr. Vanik. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Henderson. 

Mr. Henpverson. Judge Hansen, what is the technical difference be- 
tween merger and consolidation? I see that both terms are used. 
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Mr. Hansen. Well, I have assumed that they were used interchange- 
ably, that they were meant to be the same. At least I have taken them 
that way. 

Mr. Henperson. Is there any technical difference between the two? 

Mr. Hansen. From an antitrust point of view, I don’t see any. 

Mr. Henperson. What is the difference in effect between a merger 
by stock acquisition or one by acquisition of assets # 

Mr. Hansen. There is none. 

Mr. Henverson. What is the difference in mechanics? 

Mr. Hansen. One is that you get your stockholders to agree to ex- 
change their stock for stock in the other cor poration ultimately, and 
ultim: itely all of the stockholders are stockholders in one corporation 
and the assets of the corporation will follow the stock. 

Mr. Henperson. Well now, you indicated, in answer to the chair- 
man’s question, that you thought that the trend towards ac quisition of 
assets was in order to get away from the prohibition of section 7 against 
acquisition of stock. 

Well, actually, do banks have authority to purchase stock, to acquire 
stock ? 

Mr. Hansen. Well, in some instances they may. 

Mr. Henverson. Do all banks have that authority 4 Q 

Mr. Hansen. That depends on the banking regulation as to whether 
or not they are so restricted, but I know of no antitrust reason why they 

can’t acquire stock. 

Mr. Henpverson. Do they actually have the corporate power to 
purchase stock ? 

Mr. Hansen. In some instances, I would think so. 

Mr. Henperson. You mean purchase stock for investments ? 

Mr. Hansen. For what purpose ? 

Mr. Henperson. For any purpose ? 

Mr. Hansen. Under Federal banking laws, banks cannot generally 
acquire stock in a competing bank. 

Mr. Henperson. Is that a banking function ? 

Mr. Hansen. The acquiring of the stock ? 

Mr. Henperson. Yes, sir. 

Mr. Hansen. Merger, per se, is certainly not a banking function, 
no more than two other businesses, or areas of industry, acquiring each 
other’s assets or stock. 

Mr. Henpverson. Well now, a bank, as I would think of it, would 
not have authority, for instance, to acquire the stock of a filling sta- 
tion. 

Mr. Hansen. Well, we are talking about entirely different things. 

Mr. Henperson. I know, but do they have the authority, then, to 
buy the stock of another bank ? 

Mr. Hansen. If they have the approval of the appropri: ite banking 
agency, and if the situation does not offend the Clayton Act, I would 
say ves, sir, they do. 

Mr. Henverson. Those are all the questions I have, Mr. Chairman. 

The Cuarrman. Mr. Coad. 

Mr. Coap. Thank you, Mr. Chairman. 

Mr. Hansen, I value very highly your remarks here, and I think 
you have probably made one of the most able statements of any of the 
persons we have had coming before this committee, and cert: linly most: 
in agreement with my thinking. 
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I would like to ask you this question about your proposed changes 
in regard to this legislation: Is there a difference between an individ- 
ual acquiring the control by the processes of stock acquisition, so that 
he could, in effect, force a merger but not through the name of a cor- 
poration, and get by with it, and actually be in ‘violation of the anti- 
trust laws, but, because he is an individual, be able to effect it ? 

Mr. HANSEN. Under section 7, I think he could. I don’t know of 
any instance where that has been done, but I don’t think that there is 
any provision in section 7—and I was just checking—that would affect 
the individual. The Sherman Act, however, is another matter. 

Mr. Coap. All right, then, could, also, a given family, of several 
members, but with great resources, also do the same, but, because they 
are not incorporated, get by with it? 

Mr. Hansen. If they dealt as individuals, I think they would be 
included within section 7’s cor porate 1 ‘equirement. 

Mr. Coap. But they could work as a unit but not as a corporate unit? 

Mr. Hansen. They could work as a series of individuals with a 
common purpose. 

Mr. Coap. Are there any laws—— 

Mr. Hansen. Without more facts, I just don’t know how that 
situation could be covered. 

Mr. Coap. Would you feel that that situation ought to be covered 
in this legislation ¢ 

Mr. Hansen. Well, the problem hasn’t arisen to the extent that we 
felt we should recommend any action on it. 

Mr. Coap. But you do admit that the possibility is there that it could 
happen ? 

Mr. Hansen. There is a possibility. But I don’t know how many 
individuals there are in this country that could really, individually, 

effect a merger that would offend the antitrust laws. I am not saying 
there aren’t any. The problem hasn’t come up. We haven’t felt th: ut 
this was something urgent. 

Mr. Coap. A few moments ago, in reply to Mr, Talle’s questioning, 
you said there probably were some circumstances that would be favor- 
able for mergers. 

Would you outline what those circumstances would be ? 

Mr. Hansen. Well, Packard and Studebaker. 

Mr. Coan. Are they banking institutions ? 

Mr. Hansen. Oh, no, I thought you referred to mergers generally. 

Mr. Mumma. Bethlehem and Youngstown. 

Mr. Coap. I was addressing myself to financial institutions, sir. 

Mr. Hansen. Well, the financial institution mergers have been _prac- 
tically all assets. They haven’t been stock mergers. We haven’t had 
the jurisdiction to move in, and we haven’t found a situation yet, at 
least recently, where the test of the Sherman Act was sufficient to move 
in, except we did mention these four cases, but they weren’t mergers. 

Mr. Coap. Do you foresee circumstances that are favorable for banks 
to merge? Are there circumstances in your mind that you think exist 
by which banks ought to merge ? 

Mr. Hansen. Oh, of course, many. Take for example a failing 
bank or too many banks in a small community or a decreasing popula- 
tion or a decreasing industry, where it is not profitable. Say where you 
have 10 or 15 banks, where there is not sufficient industry to support 
five of them. 
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Mr. Coap. Do the proposals as outlined in your statement forestall 
that particular kind of a merger ? 

Mr. Hansen. I don’t think it would affect it at all. 

Mr. Coap. In other words, the kind of a 73, fad that you see as a 
good merger can go ahead as contemplated here 

Mr. Hansen. Of course. 

Mr. Coan. One final question: Are you aware of any particular 
groups that oppose your plans? 

Mr. Hansen. The banking groups, the large banking interests. 

Mr. Coav. The large banking interests oppose what you have out- 
lined here? 

Mr. Hansen. Yes, sir. 

Mr. Coap. That is all. 

The CuHarrMan. Mr. Breeding. 

Mr. Breepinc. Judge Hansen, actually, in your statement, section 

23, chapter 5, title III, would that be chapter 6, title III? 

Mr. Hansen. Just let me check it and see. 

Yes, sir, chapter 6. 

Thank you so much for the correction. 

Mr. Breeptne. I would like to go back to another section in this bill. 

Would you pass your judgment on a question relating to some other 
part of the bill ? 

Mr. Hansen. Unless it is antitrust, I don’t feel qualified, sir. 

Mr. Breeprne. Well, it doesn’t pertain to antitrust, so that is all. 

The Cuarrman. Judge Hansen, you have no authority—— 

Mr. Barrerr. Mr. Chairman, may I ask Judge Hansen just one 
question ? 

The CuarrmMan. Just one moment, please. 

Judge Hansen, you have no authority to enjoin the formation of a 
merger ? 

Mr. Hansen. Generally speaking, yes, sir, we do. 

The CuatrmMan. To enjoin it? 

Mr. Hansen. Yes, sir. That is the difference between us and the 
Federal Trade Commission. We do have the right to enjoin. 

The Cuatrman. And not necessarily to file a suit for dissolution 
after it has been completed ? 

Mr. Hansen. That is correct. 

Mr. Barrerr. Mr. Chairman. 

The Cuatrman. Mr. Barrett. 

Mr. Barretr. Judge Hansen, has your Department received any 
complaint that these mergers have had any adverse monetary effect on 
small business ? 

Mr. Hansen. Hundreds of them. 

Mr. Barrerr. Hundreds of them? 

Mr. Hansen. Yes, sir. 

Mr. Barrett. That is all. 

Mr. Asutey. Mr. Chairman, just very briefly—— 

The Cuarrman. Mr. Ashley. 

Mr. Asnury. Judge Hansen, I am wondering if you could tell me 
what the history of prosecutions under the Sherman Act has been, with 
respect to bank mergers which have been in the nature of a monopoly. 

Mr. Hansen. We haven’t had any. 

Mr. Asuiry. Not a single one? 

Mr. Hansen. No, sir. 
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Mr. Asutey. And that, to your mind, as to mine, I am sure, is the 
best illustration of the ineffectiveness of the Clay ton Act provision ? 

Mr. Hansen. Yes, sir. 

Mr. Asutey. Thank you. 

The Cuarrman. Dr. Talle has a question, Judge. 

Mr. Taiz. Judge Hansen, it is my impression that your record is 
very good. 

Mr. Hansen. Thank you, sir. 

Mr. Tarte. And I would like to commend you, for it. 

Competition is rather difficult to maintain, isn’t it? 

Mr. Hansen. Competition is difficult to maintain, yes, sir. 

Mr. Tattr. Yes, because there are forces working toward mo- 
nopoly. Itis human nature to go that way. 

‘he monopolist seeks the highest net profit per unit, does he not? 

Mr. Hansen. I would assume so. 

Mr. Tatxe. And that is not necessarily in the public interest? 

Mr. Hansen. Well, it is not necessarily bad, or it is not necessarily 
in the public interest, that is correct. 

Mr. Tate. We do have some legal monopolies? 

Mr. Hansen. Controlled. 

Mr. Tatix. That is right; like the post office, for instance, and 
utilities of various kinds which are regulated so that public interest 
may be protected. 

Mr. Hansen. Yes, sir. 

Mr. Tate. And there are some natural monopolies, like the Kim- 
berly diamond mines. Nature made those. So monopoly isn’t nec- 
essarily bad, which leads me to this question : 

Is not your job made more difficult by the problems of war and the 
problems of very rapid economic growth ? 

Mr. Hansen. No question about that. 

Mr. Tate. Because, as we survey the situation, the world of today 
is a world of big wars, big appropriations, big taxes, big debts 

Mr. Hansen. And small salaries. 

Mr. Tatur. Well, we will see what we can do about that, Judge 
Hansen. 

And we have big production plants, big transportation systems, 
communications sy stems. 

Mr. Srety-Brown. Don’t forget to mention big government. 

Mr. Tate. Big unions, big s: ales organizations, “and we have merg- 
ers that result in big church organizations. And big government, too. 

So the picture of today is one of bigness, and we certainly wouldn’t 
want to {nbel everything as necessarily bad because of bigness. 

Mr. Hansen. I certainly wouldn’t want to be in that category. 
Bigness, per se, certainly is not bad. 

Mr. Tatxie. Right. 

Now then, coming back to my original point, the small town, where 
there may be a couple of banks or three, don’t you think that in a soci- 
ety characterized by this bigness I have mentioned, unless we consider 
the economic aspects of a merger—not that I am for them, but I am 
trying to look at the other side, where there is a need for them on 
occasion—don’t you think that unless we keep these economic factors 
in mind, there will be more and more tendency for the people to look 
to Government for loans when they need the big ones? 
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Mr. Hansen. Well, they look to Government for loans for many 
reasons. Whether that would be the only one, I don’t know. But I 
would assume if we had competition that desired to make the loans, 
we would have a better chance of getting them. Applications for 
loans to Government, of course, are quite frequent, because they get 
more beneficial terms, and the Government quite frequently is not as 
strict as to the security that is forthcoming. 

Mr. Tatix. There are many big loans made, of course, that are 
not Government loans, but in this rapidly changing situation, the 
chances are that turning to Government for credit is a stronger 
temptation than under conditions where growth is not so rapid and 
progress proceeds much more slowly. 

Mr. Hansen. I think that is correct. 

Mr. Tate. Thank you, Mr. Chairman. 

The CHairman. I think the small town, if it can support them, 
should have two banks. The merger of banks in a small place has a 
bad effect rather than a good effect, because it always lessens com- 
petition. 

Are there further questions ? 

If not, Judge Hansen, I want to congratulate you. Your statement 
has caused more agreement and less dissension in this committee than 
any statement presented to us in a long time, and I certainly con- 
gratulate you. It was a fine statement. We are glad to have your 
views, and I am sure they will be considered by the committee. 

We congratulate you on representing a department that is labeled the 
Department of Justice. That is what we are all trying to achieve. 

Thank you very much for being here. 

Mr. Hansen. Thank you very much, Mr. Chairman. 

The CuarrmMan. The committee will be in recess, to reconvene on 
Monday at 10 o’clock. 

(Whereupon, at 11:27 a. m., the committee recessed, to reconvene 
at 10a.m., Monday, July 22, 1957.) 
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MONDAY, JULY 22, 1957 


Hovss or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) pre- 
siding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Multer, Barrett, Mrs. Sullivan, Mrs. Griffiths, Messrs. Ashley, Vanik, 
Coad, Anderson, Breeding, Talle, Kilburn, McDonough, Betts, Mum- 
ma, McVey, Bass, Henderson, and Chamberlain. 

The CuarrMAn. The committee will be in order. 

We have with us this morning, Mr. Gidney, Comptroller of the Cur- 
rency. 

His Department is very vitally interested in this bill, and we will 
be very glad to hear him. 

Mr. Gidney, you may present your testimony without interruption, 
if you desire to do so, and then you may be interrogated. 

Mr. Gipney. Thank you, sir. That will be very well. 

I wanted to say I have brought with me Mr. L. A. Jennings, Deputy 
Comptroller, Mr. Roy Englert, counsel, and Mr. McConley. 

Mr. Parman. Mr. Chairman, we have with us General Anderson. 
I am sorry he couldn’t be with us during the past: week. 

The CHatrman. Yes, sir. We are very glad to have you with us, 
General. 

General Anderson was away on a very patriotic duty. He was out to 
see if his division is in proper shape in case the country should need 
it. We are very glad to have him back. 

You may proceed, Mr. Gidney. 


STATEMENT OF HON. RAY M. GIDNEY, COMPTROLLER OF THE 
CURRENCY; ACCOMPANIED BY L. A. JENNINGS, DEPUTY COMP- 
TROLLER, ROY T. ENGLERT, AND GEORGE E. McCONLEY, LEGAL 
DIVISION, OFFICE OF COMPTROLLER OF THE CURRENCY 


Mr. Gipney. Mr. Chairman and members of the committee, I am 
pleased to have this opportunity to testify on the Financial Institu- 
tions Act of 1957. This is the most important banking legislation 
which has been before the Congress for many years, and we hope that 
it can be enacted at an early date. 

I think a brief comment on the background of S. 1451 might be help- 
ful. During July 1956, Senator J. W. Fulbright of Arkansas an- 
nounced that the Senate Banking and Currency Committee would 
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undertake a study of the Federal statutes governing financial institu- 
tions and credit and that Senator A. Willis Robertson of Virginia 
would act as chairman of the subcommittee having this work in charge. 
Senator Robertson stated that the purpose of the proposed study and 
legislation would be— 

(1) To eliminate obsolete provisions from the statutes in order 
to make the financial laws more workable and understandable 
and 

(2) To add new authority where needed to meet the present 
and future needs of our economy. 

The Comptroller of the Currency and the other Federal supervisory 
agencies were asked to review the respective statutes administered by 
them with a view toward recommending changes designed to accom- 
plish the stated purposes. 

In September 1956 a 27-man advisory committee headed by Mr. 
Kenton R. Cravens and composed of 26 other individuals prominent 
in the field of banking and finance was selected to assist the Senate 
Banking and Currency Committee in its study. 

On November 9 and 10, 1956, hearings were held before Senator 
Robertson and members of the advisory committee for the purpose of 
receiving an oral explanation of the agencies’ recommendations. Fol- 
lowing these hearings, the advisory committee made a report and 
recommendations to the Senate committee. 

Early in January 1957, Senator Robertson released the text of ¢ 
committee print bill which was based upon the 175 legislative recom- 
mendations submitted by the Federal supervisory agencies, the views 
of the various trade organizations in the financial field, the recom- 
mendations of the advisory committee and suggestions offered by 

many other persons. Hearings were held on this proposed bill and 
subsequently Senator Robertson introduced in the Senate S. 1451. 
This bill was reported favorably by the Senate Committee on Bank- 
ing and Currency, with a recommendation that it be passed. On 
March 21, 1957, S. 1451 passed the Senate. 

In our formal statement we shall comment only on those sections 
which contain changes of first-level importance. However, we have 
included two appendixes to our statement setting forth in appendix 
A those sections of title I, the National Bank Act, which are not com- 
mented upon specifically but are endorsed and supported by us as they 
appear in S. 1451 and H. R. 7026. 

Appendix B contains a list of sections in title I which we endorse 
and support but in which we recommend that minor changes of a 
technical nature be made. In the interests of brevity we will not 
comment specifically on the sections listed in appendix A or in ap- 
pendix B unless the chairman or members of the committee desire us 
to do so. 

The first section on which we wish to make specific comment in sec- 
tion 5 of title I, the National Bank Act. 


SECTION 5. DEPUTY COMPTROLLERS 


Section 5 would provide statutory authority a the appointment of 
two additional Deputy Comptrollers of the Currency. For many 
years each of the 3 Deputy Comptrollers has been ch: irged with the 
primary duty of administering the responsibilities of our ‘office as they 
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ertain to 4 of the 12 Federal Reserve districts. On an average each 
puty must review all matters pertaining to about 1,550 of the 
4,657 national banks. 

In addition, all recapitalization programs and stock dividends 
(there were 564 during 1956), branch investigation reports (418 dur- 
ing 1956), consolidations, mergers, and takeovers of banks (113 during 
1956), new charter investigation reports (46 during 1956), and legal 
opinions given to banks numbering many hundreds each year, are re- 
viewed by each of the 3 Deputies. 

Conferences with bankers occur daily and are time consuming. 
Each Deputy holds an annual conference with the district chief ex- 
aminer and the examiners of the four districts he supervises. 

Legislative work, the preparation of a portion of the annual re- 
port to the Congress, work with committees representing various 
i ankers’ organizations, and many other matters occupy their time. 
Within the past 2 years it became necessary for the First Deputy 
Comptroller to transfer the work of 2 Federal Reserve districts to the 
chief national bank examiner, who is responsible for the work of 8 
assistant chief national bank examiners located in Washington and 
the 12 district chief examiners located throughout the country. 

When one of the present three Deputies is away from the office for 
any reason, it is very difficult for the others to carry the workload. 
Even when all are present, a substantial amount of evening and week- 
end work is necessary. Two additional Deputies are needed to relieve 
this situation. This change was one of our original recommenda- 
tions to the Senate Banking and Currency Committee. Since the 
Comptroller's staff is paid out of assessments on national banks, no 
additional Government appropriations will be necessitated. 


SECTION 8. CONFLICTS OF INTEREST PROHIBITED 


Section 8 (a) would make it unlawful for the Comptroller of the 
Currency or any Deputy Comptroller to own stock in any national 
bank. This has been the long-standing policy of the C omptroller’s 
office, and this policy extends to include national bank examiners and 
assistant national bank examiners. 

Section 8 (b) would make it unlawful for any employee of the Comp- 
troller to accept employment in any national or district bank within 
2 years after termination of his appointment with the Comptroller ex- 
cept upon approval of thie Comptroller pursuant to regulations pre- 
sahed by him, This provision is consistent with the present prac- 
tice of our office and we have no objection to its enactment. 


SECTION 12, ARTICLES OF ASSOCIATION 


Section 12 would amend the present law to provide that national] 
banks may be formed only with the approval of the Comptroller after 
consideration by him of the factors enumerated in section 15 of the 
Federal Deposit Insurance Act. Since 1933 the Comptroller has been 
required in the case of newly organized national banks to certify to 
the Federal Deposit Insurance Corporation that the bank is authorized 
to transact the business of banking and that consideration has been 
given to the factors enumerated in section 6 of the present Federal De- 
posit Insurance Act. 
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Prior to 1933 there was uncertainty about the extent of the Comp- 
troller’s authority to deny new charter applications, and for ap- 
proximately the first 50 years after passage of the National Bank 
Act in 1863 the various Comptrollers of the Currency considered 
they were without authority to deny such applications unless they 
had reason to suppose the bank was being organized for “other than 
the legitimate objects contemplated by this act.” This change was 
recommended by us. 


SECTION 14. COMMENCEMENT OF BUSINESS; SECTION 15. CAPITAL 


In accordance with one of our recommendations, sections 14 and 
15 would provide that no national bank shall be authorized to com- 
mence the business of banking until 100 percent of its capital stock 
has been paid in. Under the present statute only 50 percent of the 
-apital stock is required to be paid in, but since at least 1935 it has 
been the practice of the Comptroller to require that 100 percent of 
the capital stock of a newly organized national bank must be paid 
in before it shall be authorized to commence business. 


SECTION 20. PREFERRED STOCK 


Section 20 would permit national banks to issue preferred stock 
with the approval of the Comptroller, after determination by him 
that the most practicable method of obtaining desired and needed 
additional capital is through the issuance of preferred stock. We 
believe that under the language of the bills the issuance of preferred 
stock by national banks should be approved by the Comptroller only 
in urgent or unusual situations or under emergency conditions, and 
we believe that national banks should be permitted to issue preferred 
stock only in such situations. Consequently, we favor adoption of 
section 20 as it appears in this bill. 

The reasons for our views may be summarized as follows: 

(a) More than 1,600 national banks have sold in excess of $1 
billion of new common capital during the past 10 years. Much of 
this in our opinion would have been in the form of preferred stock 
if the Comptroller had been willing to approve its issuance. It is 
clear that common stock is an adequate vehicle for raising new 
capital in national banks under normal conditions. 

(b) The increased weight of risk of an enlarged volume of business 
predicated on newly acquired preferred capital would rest in the 
first instance on the common shareholders. The new preferred capi- 
tal would justify an enlarged volume of risk assets, or more fully 
justify the existing volume of such assets, from the standpoint of 
depositor protection, but it must not be overlooked that the full 
weight of the increased risk would bear first on the common share- 
holders. Over a period of time this would result, in our opinion, 
in the common stock of banks losing some and perhaps much of its 
present high standing as a sound investment. The sale of preferred 
stock would tend to become the general rule in bank recapitalization 
programs, and the sale of common stock much more difficult. 

If preferred stock were to be approved as a medium of normal bank 
recapitalization, it is obvious the Comptroller would have to establish 
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sound policies relative to the proportion of preferred stock that could 
be issued by a bank in relation to its common capital stock or its overall 
capital structure. It would be undesirable for a bank to have a capital 
structure top heavy with nonvoting (except under certain conditions) 
prefer red stock controlled by a thin layer of common stock. It is true 
the Comptroller could control this in initial instances, but if a bank 
issued preferred stock in reasonable proportion to its common stock 
and then by reason of growth or asset losses found it necessary again 
to raise additional -apital, and this proved possible only through the 
issuance of more preferred stock, the Comptroller would be forced to 
choose between foregoing the additional capital protection needed by 
the bank’s depositors, or permitting the bank’s capital structure to 
en Roe with preferred stock. 

Naturally, in such a situation the additional preferred capital would 
be ‘approved, with the result that the amounts of preferred stock issued 
by particular banks, over a period of time, would be dictated more by 
exigencies than by the sound policies initially established by the Comp- 
troller. 

(c) One additional point is worthy of mention. If banks were to 
use the avenue of preferred stock for normal capital increases, it is 
easy to conceive of problems that would arise when some of those 
banks required emergency recapitalization. The two classes of stock 
already outstanding (common and preferred) could very well necessi- 
tate adding a third class of stock outranking both the existing common 
and preferred stocks. It is disturbing to contemplate the ‘complic a- 
tions that would ensue from three classes of stock with an almost 
infinite number of possible variations in preferences as to dividends, 
retirement, voting rights, voluntary and involuntary liquidation, 
which would give rise to conflicts of interest between the several classes 
of shareholders. 

SECTION 21. DIVIDENDS 


In accordance with one of our original recommendations section 21 
would amend present law to make it clear that national banks may 
declare and pay dividends quarterly, semiannually, or annually, and 
that they are not confined to declaring and paying semiannual divid- 
ends. In addition, this section would require the approval of the 
Comptroller to be obtained if the total of all dividends declared by a 
national bank in any calendar year is to exceed the total of its net 
profits for that year combined with its retained net profits of the 
preceding 2 years, less any required transfers to surplus or a fund for 
the retirement of any preferred stock. 

The purpose of this change which we recommended in a slightly 
different form is to prevent depletion of the capital funds of a bank 
through excessive dividends. We believe that the formula contained 
in the bills will accomplish this purpose and will also give the banks 
enough leeway that the Comptroller’s approval will not be required 
in the case of normal and usual dividends. We believe that these 
provisions will enable the Comptroller to effectively cope with the 
infrequent case where a self-serving ownership seeks to take out of a 
bank an unduly large part of capital funds by an excessive dividend 
or dividends, 

95375—57—pt. 1 11 
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SECTION 22. SHAREHOLDERS LISi 


At the time of initial consideration of changes to be made in the 
banking laws we recommended that the right of shareholders of a 
national bank to inspect the list of shareholders provided for in this 
section should be qualified by a requirement of a showing of a proper 
purpose not inimical to the interests of the bank. 

This recommendation was approved by the Advisory Committee for 
the Study of Federal Statutes Governing Financial Institutions and 
Credit. (report, pp. 5, 6), but was not incorporated in S. 1451, nor is 
it contained in H. R. 7026. 

Our recommendation was based upon the reasoning that share- 
holders of national banks should have no greater right of access to 
shareholders’ lists than the shareholders of corporations generally. 
That right is generally limited to the right to inspect the share ‘holders’ 
list upon a showing of a proper purpose not inimical to the interests 
of the corporation. The present provision related back originally 
to the double liability provisions of law, and there is no longer any 
need for the rights of shareholders to be any broader in the case of 
national banks th: an in the case of cor port ations gener: ally. We recom 
mend that the rights of share ao lers to have access to the shareholders’ 
list be confined to cases in Ww hich there is a show Ing of a proper pur pose 
not inimical to the interests of the bank. 


SECTION 23. DISCLOSURE OF STOCK OWNERSHIP 


Section 23 would add an entirely new provision of Jaw which would 
require the record owner of stock in any national bank, within 90 days 
after enactment of the act or within 30 days after becoming the record 
owner, whichever is later, to notify the ¢ ‘omptroller in writing of the 
name of any person or persons having a beneficial or equitable interests 
in such stock in excess of 5 percent of the outstanding shares of the 
bank, The section would provide that in the case of stock held in 
trust, the requirement may be satistied by filing a copy of the trust 
mstrument with the Comptroller. Any change in beneficial or equit- 
able interests in national bank stock would have to be reported to the 
(‘omptroller by the record owner. The transferee of national bank 
stock would be required to cause his name to be listed as the record 
owner within 30 days after the transfer. 

We are opposed to adoption of section 25. We do not believe that 
the merits of such legislation would justify the substantial amount of 
additional work which would be required of bank stockholders by 
these criminal provisions. 

Furthermore, adoption of this section might serve to discourage in- 
vestment in bank stock by many desirable investors including those 
holding stock in a fiduciary capacity. 

In many cases the burden of furnishing a list of all beneficiaries of 
a trust or the undesirability of filing a copy of the trust instrument, 
will, in our opinion, cause trustees to consider avoiding investment in 
bank stock. 

In addition, this section would raise serious questions as to whether 
or not nominee registration could be used in the case of bank stock 

The statutes of 36 States authorize the use of nominee registration 
for fiduciary assets, the purpose being to permit a ready sale and 
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transfer of stock held in a fiduciary capacity without the necessity of 
submitting trust instruments. 

For these reasons we recommend that section 23 not be adopted. If, 
however, it is to be enacted, we recommend that the proposed law be 
binding only on the record owner or owners of 10 percent or more of 
the stock of a national bank. We would not be vitally concerned with 
smaller holdings of such stock. We recommended also that if this sec- 
tion is to be adopted, nominee registration be specifically recognized by 
an amendment to the next to last sentence which would provide that 
the transferee of any such stock shall, within 30 days after such trans- 
fer, cause his name “or that of his nominee” to be listed as the record 
owner thereof. This would not destroy the effectiveness of the section 
since the record owner, whether the actual owner or a nominee, would 
have the responsibility of making the required reports. 


SECTION 26. ELECTION OF DIRECTORS 


In section 26 (c) mandatory cumulative voting in the election of 
directors of national banks has been eliminated and provision made 
for permissive cumulative voting in those banks which desire it. 

We have previously testified both before this committee and before 
the Senate Banking and Currency Committee in favor of similar legis- 
lation after being advised by the Bureau of the Sudget that there 
was no objection. We strongly endorse this provision of the bill and 


recommend that it be enacted. 
SECTION 29, REMOVAL OF OFFICERS AND DIRECTORS 


This section provides that hearings held by the Board of Governors 
of the Federal Reserve System to remove directors or officers from 
office shall be subject to review as provided in the Administrative 
Procedure Act “and the review by the court shall be upon the weight 
of the evidence.” 

The Administrative Procedure Act provides that the reviewing 
court shall set aside agency action “unsupported by substantial evi- 
dence.” 

Thus it seems that here is an inconsistency in saying the review 
shall be as provided by the Administrative Proc edure Act t, and then 
adding that the review shall be upon the weight of the evidence. 

We recommend that review should be as provided in the Adminis- 
trative Act and that that portion of the fourth sentence of section 29 
referring to review upon the weight of the evidence should be deleted. 


SECTION 31. CORPORATE POWERS 


Section 31 (a) (9) would authorize any national bank to grant op- 
tions to purchase its capital stock to its employees or to employees of 
any subsidiary corporation. We are aware that stock-option plans 
are now in effect in 40 percent of the corporations whose stocks are 
listed on the New York Stock Exchange and are gaining increased 
use in industry generally, and that the justification given is that they 
are necessary in the procurement and retention of top-rank officers. 
The only reason it is necessary to enact specific legislation to permit 
national banks to formulate and use stock- option plans is because of the 
preemptive stock purchase rights of existing shareholders when addi- 
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tional stock is sold. We believe that banks should be on a parity with 
other corporations with respect to their right to use such plans but 
that there should be appropriate safegu: ards such as those contained 
in this subsection. 

Under this subsection, national banks could adopt stock-option 
plans only with the approval of the Comptroller of the Currency. 
The Comptroller could approve only restricted stock-option plans 
which qualify under section 421 of the Internal Revenue Code of 1954 
and no stock options could be approved by the Comptroller unless the 
option price is not less than 85 percent of the fair market value of the 
shares or 85 percent of the book value of the shares, as determined by 
the Comptroller, whichever is greater. 

We wish to call the attention of the committee to the fact that when 
this subsection was adopted on the floor of the Senate there was in- 
serted, we believe through inadvertence, a clause which would require 
that compliance of the option price with the 85 percent limitation be 
determined as of the date the option is exercised. Obviously, it is im- 
practical to provide that the option price must comply with the 85 
percent limitation at the time the option is exercised. Such a require- 
ment must become effective at the time the option is granted. Thus, 
in order to make this section workable, the language “determined as 
cf the date the option is exercised” should be changed to read “deter- 
mined as of the date the option is granted.” 


SECTION 32. DEALING IN SECURITIES 


Section 32 (b) would provide that a national bank may, with the 
approval of the Comptroller, purchase and hold for not more than 
90 days stock of another bank as a step in a proposed absorption of 
such other bank through merger, consolidation, acquisition of assets 
and assumption of liabilities, or otherwise. We are opposed to en- 
actment of this proposal. 

Two or more national banks may merge or consolidate only upon the 
approval of the holders of two-thirds of the stock of each bank. Once 
a bank owned control of another bank, the shareholders of the acquir- 
ing bank would, as a practical matter, have very little choice but to vote 
for the proposed merger or consolidation. We do not believe that it 
is proper for the officers or directors of a national bank even with the 
prior approval of the Comptroller, to use the bank’s money to acquire 
stock in another bank as a first step to merging or consolidating with 
that bank. We have a like belief with respect to similar Federal legis- 
lation affecting State banks that are members of the Federal Reserve 
System. 

SECTION 33. TRUST POWERS 

In accordance with our recommendation section 33 would transfer 
from the Board of Governors of the Federal Reserve System to the 
Comptroller of the Currency the authority to grant trust powers to 
national banks and to regulate the exercise of those powers. It seems 
to us that this is logical. 

This is a matter which concerns national banks alone. These banks 
are chartered by the Comptroller of the Currency and their entire ac- 
tivities including their trust activities are supervised by him. There 
would seem to be no adequate reason why the authority to grant per- 





re 
r- 


FINANCIAL INSTITUTIONS ACT OF 1957 157 


mission to national banks to exercise trust powers and to regulate the 
exercise of those powers should not be vested in the Comptroller of 
the Currency, rather than in the Board of Governors. 


SECTION 34. MAXIMUM LOAN LIMITATIONS 


Subsection (b) (6) (B) is an entirely new section which is designed 
to permit national banks to make loans secured by title documents 
covering refrigerated or frozen, readily marketable staples when such 
property is fully covered by insurance in amounts up to 25 percent 
of capital and pple This change was recommended by our office. 

Subsection (b) (7) (B) isan entirely new section designed to permit 
national banks to acquire obligations of dealers in dairy cattle which 
bear a full recourse endorsement or an unconditional guaranty, in 
amounts up to 25 percent of capital and surplus. This change was 
recommended by our office. 

Section 34 (b) (12) would add a new exception to the basic 10 per- 
cent limit on loans which may be made by national banks to any one 
yerson or group. ‘This exception which was recommended in substance 
[ our office is designed to deal specifically with installment consumer 
paper. It would provide for such paper a limitation of 15 percent of 
the bank’s capital and surplus in addition to the basic 10 percent of 

‘apital and surplus. Thus, a national bank would be permitted to 
purchase consumer paper which was endorsed or guaranteed by a 
single dealer in amounts up to 25 percent of its capital and surplus 
regardless of whether the paper were negotiable or nonnegotiable. 

Under present exception 2, negotiable paper endorsed or guaran- 
teed by a single dealer can be purchased by a national bank without 
limit, but nonnegotiable paper is subject to the basic 10 percent limit. 
Thus, the proposed exception represents a substantial liberalization 
insofar as nonnegotiable paper is concerned. 

This subsection also provides that with respect to installment con- 
sumer paper, if the bank’s files or the knowledge of its officers of the 
financial condition of each maker of such obligation is reasonably ade- 
quate and upon certification by an officer of the association that the 
responsibility of each maker of such obligations has been evaluated 
and the association is relying primarily upon each such maker for the 
payment of such ob ligations the 10 percent limit as to the obligation 
of each such maker shall be the sole applicable loan limitation. In 
other words, this provision would permit a national bank to acquire 
installment consumer paper from any one dealer in unlimited amounts 
if with respect to that portion of the paper in excess of 25 percent of 
its capital and surplus it places reliance upon the maker of the paper 
rather than the dealer. 

The proposed exception 12 can be regarded as more restrictive than 
present law only with respect to negotiable paper purchased from one 
dealer and endorsed or guaranteed by him. Under present exception 
2, such paper may be purchased by a national bank without limit but 
under the proposed exception 12, the limit will be 25 percent of the 
capital and surplus unless there is an evaluation of the financial con- 
dition of the maker of each obligation in excess of the 25 percent limit. 

We believe it to be a sound principle that a bank should not rely 
upon the financial strength of any one dealer in amounts in excess of 
25 percent of its capital ‘and surplus but that if paper in excess of that 
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amount is to be purchased from a single dealer, the financial condition 
of the maker of each obligation over the 25 percent limit should be 
evaluated and the bank should be relying upon the maker. 


SECTION 35. MAXIMUM RATE OF INTEREST 


There has been added at the end of subsection (a) of section 35 a 
new section which would have the effect of permitting national banks 
to discount paper on the same basis permitted to State banks in the 
States wherein they are located. 

In many States it has been held by courts of competent jurisdiction 
that the purchase of paper from a dealer by a State bank is a purchase 
and sale transaction to which the interest laws do not apply. In those 
States there is no limit on the rates which State banks may charge on 
discount transactions. In other States such transactions are subject 
to the interest laws of the State, and the rates which State banks may 
charge are limited by those laws. Under the Federal statute national 
banks are similarly limited. The purpose of the addition to this 
statute is to make clear that national banks are on a parity with State 
banks with respect to discount transactions. 


SECTION 36, REAL ESTATE LOANS 


Section 36 will make several changes in present law dealing with 
real estate loans which may be made by national banks. The first 
change will permit national banks to make loans on leaseholds which 
have at least 10 years to run beyond the maturity date of the loan. 

Under present law, leasehold loans can be made only if there is a 
renewable lease for the period of not less than 99 years or a lease hav- 
ing a period of not less than 50 years to run. 

These restrictions on leasehold loans have proven unrealistic and the 
present provision of law has been of little benefit either to national 
banks or to prospective borrowers. 

The second change which would be made would permit national 
banks to make loans to finance the construction of industrial or com- 
mercial buildings having maturities of not more than 18 months where 
there is a valid and binding agreement entered into by a financially 
responsible lender to advance the full amount of the bank’s loan upon 
the completion of the buildings. 

Such loans would not be regarded as real estate loans but would be 
regarded as construction loans subject to the aggregate limit on such 
loans. This change would also increase the aggregate limit on con- 
struction loans from 50 percent of capital to 100 percent of capital 
and surplus. 

The third change would permit national banks to make working 
capital loans to manufacturing concerns without regard to limitations 
on real estate loans even though t the loans are secured by liens on 
the manufacturing plants. 

This provision would be applicable only to loans where repayment 
is expected to be made out of the operations of the borrower’s business, 
and the bank is relying primarily on the borrower’s general credit 
standing and forecast of operations. 

The fourth change would permit national banks to make construc- 
tion loans upon the security of purchase contracts entered into pur- 
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suant to the provisions of the Public Buildings Purchase Contract Act 
of 1954, or the Post Office Department Property Act of 1954. Such 
loans would be regarded as ordinary commercial loans and not as real 
estate loans, even ‘though the banks might hold mortgages on the real 
estate. 

Under the proposed contracts with the Administrator of General 
Services or Postmaster General, the banks would be protected by bid 
and performance bonds with financially responsible sureties, thus 
assuring the banks that the loans can be made to qualify for repayment 
by the United States in annual installments extending over a per ‘iod of 
from 10 to 25 years as provided in the above- mentioned statutes. 

It is believed that this legislation should be enacted to permit 
national banks to participate in the financing of the construction of 
public buildings and post offices. 

We recommend all of these changes and with minor exceptions they 
appear in the bill as we recommended them. We recommend that 
section 36 be adopted as it appears in the bill. 


SECTION 39. BRANCH OFFICES 


Section 39 (a) as adopted by the Senate provides that a national 
bank may retain and operate such branch or branches as it may have 
in lawful operation “on February 25, 1927.” Enactment of this sec- 
tion in this form will raise serious questions as to the status of all na- 
tional bank branches established subsequent to February 25, 1927, 
and in lawful operation at the date of approval of the Financial In- 
stitutions Act of 1957. 

It is essential that there be substituted for “on February 25, 1927,” 
the language “at the date of the approval of this act.” This will 
merely have the effect of permitting all national banks to retain and 
operate the branches which they have in lawful operation when the 
Financial Institutions Act of 1957 becomes law. 

We are certain that it was not the intention of the Senate to cast 
doubt on the status of national bank branches lawfully established 
since 1927 

If tile < correction is made, that portion of subsection (a) which re- 
lates to branches continuously maintained and operated for a period 
of more than 25 years preceding February 25, 1927, should be elimi- 
nated. 

This provision was originally enacted in 1927 and was designed 
to permit national banks to retain in operation branches which they 
had operated for 25 years prior to 1927. Any such existing branches 
which were made lawful by this provision of the 1927 Act will be in 
lawful operation at the time of enactment of the Financial Institu- 
tions Act of 1957 and may be legally retained under the first part of 
subsection (a). Therefore, soars is no longer any need for the second 
portion of this subsection and it is recommended that all after the 
comma be deleted. 

In section 39 (b) there would be added a provision which would 
permit merged or consolidated banks to retain and operate any of the 
branches of the bank under whose charter the merger or consolidation 
is being effected which are in lawful operation immediately prior to 
the effective time of the merger or consolidation. 
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This provision, which we recommended, is to make it clear that when 
a national bank acquires another bank by consolidation or merger, the 
continuing bank may retain in operation all of its branches without 
the necessity of obtaining the approval of the Comptroller of the Cur- 
rency and without the necessity, technically, of closing and reopening 
the branches. 

Under present law the Comptroller must reauthorize all of the 
branches of the continuing bank which were established subsequent to 
February 25, 1927, and issue new branch certificates covering such 
branches. Since this amendment would cover only the branc ches of the 
acquiring bank which are in lawful operation, it would involve no 
possibility of permitting avoidance of State branch banking laws or 
giving national banks competitiv e advantage over State banks in the 
matter of branching. 


SECTION 40. CHANGE OF NAME OR LOCATION 


This section would be amended to require that the approval of the 
Comptroller be obtained for a change in location of the main office 
of a national bank within the limits of the city, town, or village in 
which it is located. Under present law the Comptroller’s approval 
is not required for a change of location within the same city. 


SECTION 44. RESTRICTIONS ON ENGAGING IN THE BANKING BUSINESS 


Section 44 (a) (1) (2) would amend present law to prohibit the 
receipt of deposits by any person, corporation, and so forth, even 
though incorporated under, and authorized to engage in the business 
of receiving deposits by, the laws of any State, unless subjected by the 
laws of the State wherein located, to examination and regulation. 
This is designed to prevent the acceptance of deposits by anyone whose 
deposit activities are not examined and regulated. 


SECTION 47. GENERAL PROVISION FOR AMENDING ARTICLES 
Section 47 contains an entirely new provision setting forth the man- 
ner in which articles of asociation of a national bank may be amended. 
Our office receives many inquiries on this subject. 
SECTION 48, EXAMINATIONS OF BANKS 


Section 48 (c) contains an entirely new provision which would au- 
thorize the Comptroller whenever he deems it necessary to require any 
national bank to have an audit by an independent individual or firm 
approved by the Comptroller. 


SECTION 50. CONFIDENTIALITY OF EXAMINATION REPORTS 


Section 50 would make examination reports, related correspondence 
and papers, and other information obtained by the Comptroller of the 
Currency in the exercise of his visitatorial powers, confidential docu- 
ments privileged against disclosure without the consent of the Comp- 
troller of the Currency. 

This is in accordance with one of our recommendations and we favor 
its enactment. 
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While there is presently a Treasury Department regulation on this 
subject, this etc ce has not served to eliminate controversies or to 
prevent attempts on the part of ligitants to subpena such documents 
for use in court. aga 

Consequently, it is deemed desirable that the confidential and privi- 
leged status of reports of examinations and related documents be 
made statutory. In all cases that have come to our attention, informa- 
tion legitimately needed from the reports of examination is obtain- 
able from the books of the bank involved which can, of course, be 
subpenaed. Usually the litigant desires the report of examination 
to aeterains whether the bank examiners have criticized particular 
assets or the management of the bank and we do not regard this as an 
appropriate use of the report. 

So far, the Treasury Department has successfully resisted attempts 
to subpena these records although in a recent case it was necessary 
to appeal an adverse decision to a United States Court of Appeals. 

We believe that adoption of our proposal will serve to eliminate 
further controversies with respect to this matter, and to eliminate the 
possibility of bank examination reports being made public. 

There has been included in section 50 a proviso to the effect that 
such documents shall be made available to the committees of the Con- 
gress upon request. This proviso would seem ineffective to compel 
the Comptroller to make such documents available if it is determined 
by the Executive that it would not be in the public interest to do so. 
We do not see how this proviso changes the situation as it presently 
exists, so we are not opposed to it, although we would prefer its deletion. 


SECTION 51. STATE EXAMINATION OR LICENSE PROHIBITED 


This is an entirely new section recommended by our office, which 
would prevent States from requiring national banks to become licensed 
under State laws or to qualify under State laws as licensed lenders in 
order to purchase or discount paper or for other purposes. 

In several States comprehensive laws have been enacted covering 
the making of small loans and installment loans, and the purchase of 
such loans from other lenders. Some of these laws such as that in 
Pennsylvania prohibit dealers from selling installment paper to any 
lender who has not qualified under the State law as a licensed lender. 
The effect of such a law may be that national banks must become 
licensed and, in effect, agree to be examined by State authorities, or 
be deprived of the opportunity to purchase installment paper. 

Such laws are in our opinion clearly unconstitutional as applied to 
national banks. That this is so has been recognized by the superintend- 
ent of banks of the State of New York who very recently issued a rul- 
ing to the effect that national banks need not obtain a license under the 
New York statute. Other States, however, have not recognized the un- 
constitutionality of their laws as applied to national banks and we 
believe it would be very desirable if legislation were enacted expressly 
providing that national banks shall not be required to secure a license 
as an incident to their authority to make loans or discount paper and 
that no State law may interfere with the right of national banks to 
make loans or purchase installment paper, either by prohibiting 
dealers or others from selling such paper to a national bank which has 
not become licensed, or in any other manner. 
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Similar considerations would arise if State laws should be enacted 
which would appear to curtail other powers granted to national banks 
by Federal statute or exercised under Federal statute as incidental 
banking powers. 


SECTIONS 53, 54,55, AND 57. CONSOLIDATIONS AND MERGERS OF BANKS 


Numerous minor changes have been made in these sections prescrib- 
ing the manner in which national b: anks may be consolidated or merged 
with other national banks or with State banks. These changes are 
designed primarily to make uniform the provisions relating to notice, 
rights of dissenting shareholders, transfer of fiduciary functions, etc. 
It is believed that there should be uniformity in the technical require- 
ments of these sections insofar as possible. We regard the changes 
made as desirable and recommend that these sections be adopted as 
they appear in the bill. 


SECTION 58. VOLUNTARY DISSOLUTION 


Section 58 contains a new provision which would require that in case 
of sale of the assets of a national bank to, and the assumption of its de- 
s0sit liabilities by, another bank, the approval of shareholders own- 
ing two-thirds of the stock of the bank must be obtained unless an 
emergency exists and the Comptroller specifically waives this require- 
ment. Under present law shareholder’s approval is not required for 
a bulk sale of the bank’s assets to another bank as a preliminary step 
to placing the bank into voluntary liquidation. 
The Comptroller has insisted that shareholders vote on and approve 
such transactions, but we believe the shareholders should have a statu- 
tory right to vote on the vital question of selling the bank’s assets. 


SECTION 61. WINDING UP BUSINESS OF BANK 


This section would amend present law so as to substitute the Fed- 
eral Deposit Insurance Corporation in the place of the Comptroller of 
the Currency with respect to all insured national banks placed in re- 
ceivership where the Federal Deposit Insurance Corporation is ap- 
pointed receiver. The Federal Deposit Insurance Act requires the 
Comptroller to appoint the Federal Deposit Insurance Corporation as 
receiver of any insured national bank which is placed in receivership 
and provides that the receiver shall not be subject to the direction or 
supervision of the Secretary of the Treasury or the Comptroller of 
the Currency. 

SECTION 64, CONSERVATORS 


Section 64 (j) contains an entirely new provision of law which per- 
mits the appointment by the Comptroller of a conservator for any 
bank under his jurisdiction whenever there have been subst: antial 
losses arising from defalcation the amount of which is uncertain and 
cannot be ascertained without an examination of the bank, giving rise 
to a doubt as to the solvency of the bank. 

In such instances, the Comptroller under existing statutes must act 
at once to appoint the Federal Deposit Insurance Corporation as re- 
ceiver or recommend that the Corporation make a loan on the unac- 
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ceptable assets of the bank so as to permit the acquisition by another 
bank. Time does not usually permit the obtaining of all of the facts 
necessary to arrive at an informed decision. We regard it as highly 
desirable that there be enacted legislation permitting the Comp- 
troller in such instances, if the circumstances warrant, to appoint the 
Federal Deposit Insurance Corporation as conservator of an insured 
national bank pending a thorough examination of the affairs of the 
bank so that an informed determination can be made as to the full 
extent of the loss and the possibilities of recapitalization. 

This would enable the Comptroller to determine whether the bank 
may be recapitalized, and continued in operation, whether the Federal 
Deposit Insurance Corporation should be appointed receiver and the 
bank liquidated, or whether it would be in the best interests of all 
concerned for a loan to be made by the Federal Deposit Insurance 
Corporation against the security of specified assets and the remaining 
assets acquired by some other bank which would also assume the 
deposit liabilities. 

The rights of all parties will be better protected if some period of 
time, not exceeding 30 days, is made available for the necessary ex- 
amination and study of the condition of such insured banks. “This 
section would require the Federal Deposit Insurance Corporation to 
commence making payments under its insurance liability to depositors 
as soon as possible after it is appointed conservator. 


SECTION 68. LAWFUL RESERVES IN TERRITORIES AND POSSESSIONS 


This section will change present law to eliminate the requirement 
that the Comptroller must approve the banks at which the reserves 
of national banks located outside the continental United States must 
be kept, and would permit such reserves to be kept in any banks that 
are members of the Federal Reserve System located in a central Re- 
serve or Reserve city. Banks located outside the continental United 
States are not required to be members of the Federal Reserve System 
but are required to keep reserves equal to 15 percent of deposits. 

Under present law four-fifths of the required reserves may consist 
of balances due from national banks approved by the Comptroller 
of the Currency and located in central Reserve or Reserve cities. It 
is undesirable to require approval by the Comptroller of the banks 
with which reserve balances are to be kept since as a practical matter 
he could hardly refuse to approve any bank chosen without giving 
rise to undesirable consequences. The member banks with which re- 
serve balances are to be kept should be chosen by the nonmember na- 
tional banks on the same basis as correspondent banks are normally 
chosen and the Comptroller’s approval should not be required. 


Payment by the Fe deral De posit Insurance Corporation and the Fed- 
eral Reserve Board for the use of reports of examination of na- 
tional banks 

In one of our original recommendations to the Advisory Committee 

(No. 37) we recommended that in order to eliminate inequities and 

to restore a more equitable balance between the State and National 

tanking systems, the Federal Deposit Insurance Corporation and the 

Federal Reserve System should be required to make certain payments 

to the Office of the Comptroller of the Currency. 
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We subsequently suggested, as an alternative proposal, that pay- 
ment be made by the Board of Governors of the Federal Reserve Sys- 
tem and the Federal Deposit Insurance Corporation to the Comptroller 
of the Currency for copies of the reports of examination of national 
banks, which are regularly given to the Federal Reserve System and 
made available to the Federal Deposit Insurance Corporation, of 50 

vercent of the cost of making such examinations, 95 percent to be 
bioins by the Federal Reserve | System and 25 percent by the Federal 
Deposit Insurance Corporation. 

This recommendation was not adopted and is not included in the 
bill. However, it is apparent that there is an existing inequity which is 
detrimental to the national banking system. For this reason we urge 
that this committee give careful consideration to our proposal and 
that it be enacted into law. 

National banks now bear the full expense of the supervision and the 
examinations which they receive from the Comptroller’s Office. The 
entire expenses of the Comptroller’s Office are paid out of assessments 
levied on national banks. State banks, on the contrary, which are 
supervised and examined by the Board of Governors of the Federal 
Reserve System, or the Federal Deposit Insurance Corporation, as 
well as by the respective State banking departments, do not bear 
directly any of the expense of such Federal supervision and examina- 
tion. 

In the vast majority of cases State banks are examined jointly by 
the State authorities and by the examiners of the Federal Reserve 
banks or the Federal Deposit Insurance Corporation. In many States 
such examinations are conducted only once a year. By conducting 
joint examinations with Federal examiners State banking depart- 
ments are enabled to operate with smaller staffs and at less expense to 
the State banks. 

Thus State banks are, in varying degrees depending on the particu- 
lar State, subsidized by the Feder al Government through the Federal 
Reserve System. The national banks receive no similar benefit. 

In addition, State banks are subsidized by national banks through 
the Federal Deposit Insurance Corporation. A1l national banks in the 
continental United States are members of the Federal Reserve System 
and are insured by the Federal Deposit Insurance Corporation. All 
of the funds of the Federal Deposit Insurance Corporation are de- 
rived from insurance assessments on insured banks, including national 
banks, and the latter have paid in approximately 50 percent of the 
existing Federal deposit insurance fund. Thus national banks 
through their payments to the Federal Deposit Insurance Corporation 
are paying part of the cost of examining State banks. This inequity 
should be eliminated. 

In a majority of the States the examination fees are very much less 
for State banks than for national banks, particularly in the case of 
larger banks. 

Through the payments suggested the examination fees assessed to 
the national banks by the Comptroller of the Currency could be re- 
duced, thus restoring a more equitable balance between the State and 
National systems. 
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Administration of pension and profit-sharing accounts of national 
banks 

In our original recommendations there was included a recommenda- 
tion (No. 45A) that there be enacted legislation to govern specifically 
certain important phases of the administration of pension, profit- 
sharing, and employee welfare or benefit accounts of national banks. 

As a basic requirement such legislation should provide for the es- 
tablishment of such accounts, require that the approval of sharehold- 
ers be obtained, set forth the manner in which they are to be managed 
and records maintained, and should impose limitations on their bor- 
rowing and permissible investments, particularly investments involv- 
ing “own” bank stock and the stock of competing banks. 

With respect to this matter the advisory committee in its report 
pointed out that during the last Congress a subcommittee of the Sen- 
ate Labor and Public Welfare Committee made a study of the need 
for additional Federal legislation with respect to the establishment 
and regulation of employee benefit plans generally, and stated that 
since it seems reasonably clear that similar legislation will be pressed 
during this Congress, that it would seem to be premature for this 
recommendation of ours to be considered. 

We recognize that the problem of employee benefit plans is not con- 
fined to national banks. However, we should like to point out that in 
the case of most such plans established by corporations a separate trus- 
tee is involved whereas in the case of banks the plan which is created 
by the bank may also be administered by the bank as trustee. 

Under these circumstances the investment provisions may tend to 
be broader and to give greater freedom to the trustee than might 
otherwise be the case. Furthermore, since the bank itself or indi- 
viduals selected and presumably controlled by the directors are in 
many cases trustees of an account for the benefit of the bank’s own em- 
ployees there is greater possibility of problems arising than if there 
were an entirely separate trustee. In a few cases funds of this type 
of trust have been used by banks to acquire their own stock beyond 
reasonable limits or acquire the stock of competitive banks or for other 
purposes more to the benefit of the bank than to the benefit of the 
bank’s employees. 

Pension and profit-sharing accounts are continuing to grow and it 
is likely that further abuses will occur. We believe that legislation 
which would give the Comptroller some control over these matters is 
essential and it should not wait for consideration by the Congress of 
employee benefit plans generally in which other problems than those 
peculiar to banks would be uppermost. 

Furthermore, we should like to point out to this committee that the 
legislation proposed by the Senate Labor Committee would not have 
provided for the regulation of these plans but merely for the gathering 
of information so that it may be several years before there is any 
effective Federal legislation in this field. 

For these reasons we strongly recommend that this committee give 
consideration to our original recommendation. 

We shall turn now to title II, the Federal Reserve Act. 
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SECTION 33. VOTING PERMITS OF HOLDING-COMPANY AFFILIATES 


Section 33 (b) (3) of the Federal Reserve Act would change present 
law to permit holding-company affiliates of member banks to use the 
reserve fund required by that section for the purpose of making addi- 
tions to capital of their bank affiliates as well as for replacement of 
capital. The reserve fund required by this section has always been 
regarded as an emergency fund to be used for replacement of capital 
when necessary and we believe it would be undesirable to make the 
proposed change and to permit this fund to be depleted for the pur- 
pose of making normal additions to the capital of the banks. This 
might result in the reserve fund being inadequate to replace capital 
at a time when such replacement was essential. 


We wish to make some comments with respect to title III, the 
Federal Deposit Insurance Act. 


SECTION 6. MANAGEMENT OF THE CORPORATION 


Section 6 provides that the acting Comptroller of the Currency shall 
serve as a member of the Board of Directors of the Federal Deposit 
Insurance Corporation in the event of a vacancy in the office of the 
Comptroller of the Currency and during the absence of the Comp- 
troller from Washington. 

This section should be amended to provide that in the case of the 
inability of the Comptroller of the Currency to act, through illness 
or otherwise, the acting C omptroller of the Currency shall serve as a 
member of the Board of Directors in the place and stead of the Comp- 
troller. While it would be assumed that the acting Comptroller of the 
Currency shall serve as a Director of the Corpor ation duri ing the illness 
of the Comptroller, we believe the matter should be made statutory in 
order that any doubt on that score may be eliminated. 


SECTION 23. MERGERS AND CONSOLIDATIONS 


Section 23 of the Federal Deposit Insurance Act as it appears in the 
bill is identical with S. 3911 of the 84th Congress which was fully 
considered by the Senate Banking and Currency Committee, and 
approved by the Senate in July 1956. 

This section would require the approval of one of the three Federal 
bank supervisory agencies for all bank mergers in which either of the 
banks involved is an insured bank and would. require that consideration 
be given to the competitive aspects of such mergers as well as highly 
important banking factors. 

Other legislation has previously been introduced in the Congress 
which would amend section 7 of the ¢ ‘layton Act to prohibit bank 
mergers by means of acquisition of assets when the effect of such 
acquisition of assets may be substantially to lessen competition or to 
tend to create a monopoly. 

We strongly favor the provisions of section 23 of the Federal De- 
posit Insurance Act and urge that it be enacted in lieu of legislation 
which would make bank asset acquisitions subject to the provisions of 
the Clayton Act. 

This Department considers it essential to weigh and adequately con- 
sider the always important and frequently vital banking factors in 
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conjunction with purely competitive factors so as to arrive at fair and 
well-balanced decisions in approving or denying bank mergers. 

Legislation which would make the Clayton Act applicable to bank 
asset acquisitions would place jurisdiction in the Department of 
Justice rather than the Federal bank supervisory agencies and would 
legally require the denial of bank mergers solely on competitive 
grounds. 

Banking has unique safeguards against monopoly or inadequate 
competition which are not present in industry or trade. Banks may 
not establish offices across State lines. Their operations within in 
dividual States are either limited to one head office (in non-branch- 
bank States, such as Illinois, Texas, Florida, etc.) or to the establish- 
ment of such branch offices within the State where the bank’s head 
office is located as may be approved by the bank supervisory authorities 
within areas defined in State statutes authorizing branch banking. 

A majority of the branch bank States restrict such activities to 
county limits, but some States permit it on a trade area basis, a con- 
tiguous county basis, or on a statewide basis. Obviously, the concen- 
tration of commercial bank assets within such geographical limita- 
tions can never pose problems of an antitrust nature that even ap- 
proach in seriousness those with which the Justice Department has 
long been confronted in industry or trade. 

We consider it essenti: ul to place jurisdiction over bank mergers in 
the Federal bank supervisory agencies because they are best “suited 
to consider the broad monetary and banking questions and economic 
and financial development problems which surround a decision on the 
relative competitive factors involved in a decision as to whether a 
bank should or should not be merged. Banking is a closely regulated 
industry and we believe its regulation should be continued in the hands 
of the Federal bank supervisory agencies rather than to place one phase 
of its regulation under the jur isdiction of another Government depart- 
ment. 

We sincerely believe the status of competition in banking today is at 
a very high level and that the public interest in this respect is being 
well served. We believe that the enactment of section 23 will insure, 
beyond all doubt, a continuance of this status. 


APPENDIX A 


Sections of title I, the National Bank Act, of S. 1451 and H. R. 7026 upon 
which we have not commented otherwise, but which we favor : 
Section 
1. Short title. New. 
Definitions. New. 
Office of Comptroller of the Currency. Restatement of existing statute. 
Appointment of Comptroller. Restatement of existing statute. 
Chief National Bank Examiner. Restatement of existing statute. 
7. Employees and salaries. Restatement of existing statute. 
%. Seal. Restatement of existing statute. 
10. Office facilities. Restatement of existing statute. 
11. Annual report. Restatement of existing statute. 
13. a inization certificate. Restatement of existing statute. 
16. Capital stock. Restatement of existing statute. 
1 *ayment by bank of deficinecy in capital stock. Restatement of existing 
statute 
18. Increase in capital stock. Restatement of existing statute. 
19. Decrease in capital stock. Restatement of existing statute. 
24. Shareholders’ liability. Restatement of existing statute. 
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Section 

25. Number of directors. Restatement of existing statute. 

27. Qualifications of directors. Restatement of existing statute. 

28. Oath of directors. Restatement of existing statute. 

30. Liability of directors. Restatement of existing statute. 

37. Limit on bank’s indebtedness. Restatement of existing statute. 

38. Holding of real estate. Restatement of existing statute. 

41. Dealing with own stock. Restatement of existing statute. 

42. Depositaries and financial agents. Restatement of existing statute. 
43. Investment in bank premises. Restatement of existing statute. 

45. Acting as insurance agent or broker. Restatement of existing statute. 
46. Acts in contemplation of insolvency. Restatement of existing statute. 
49. Expenses of examinations. Restatement of existing statute. 

52. Reports by national banks. Restatement of existing statute. 

56. Conversion of State banks. Restatement of existing statute. 

59. Appointment of receiver. Restatement of existing statute. 

60. Distribution of assets. Restatement of existing statute. 

62. Resumption of business. Restatement of existing statute. 

63. Purchase of bank property. Restatement of existing statute. 

65. Emergency powers of the President. Restatement of existing statute. 
66. Ratification of certain acts. Restatement of existing statute. 

67. State taxation of national banks. Restatement of existing statute. 
69. Venue of actions. Restatement of existing statute. 

70. Territorial applicability of act. New. 





APPENDIX B 


Sections of S. 1451 and H. R. 7026 in which it is recommended that changes 
of a minor or technical nature be made: 


TITLE I—NATIONAL BANK ACT 


Section 58. Voluntary dissolution 
The word “waves” in subsection (a) should be corrected to “waives”. 


Section 65. Emergency powers of the President 

The words “the National Banking System and” should be deleted from the 
fourth line of this section since these bills will repeal the authority for national 
banks to issue currency. 


Mr. Gipney. At this point I would like to call the attention of the 
committee to the fact that the American Bar Association through 
action unanimously taken by its house of delegates on February 19, 
1957, has endorsed the provisions of section 23 by adopting the fol- 
lowing resolution : 


Resolved, That the American Bar Association recommends to the Congress 
that instead of legislation amending section 7 of the Clayton Act by extending 
the asset provisions to banks, banking associations, and trust companies, legis- 
lation be enacted amending the Federal Deposit Insurance Act by prohibiting the 
merger or consolidation of any insured bank with any other insured bank, or 
the acquisition of the assets of or assumption of the deposit liabilities of any 
other insured bank without the prior written consent of the Comptroller of the 
Currency, the Board of Governors of the Federal Reserve System, or the Federal 
Deposit Insurance Corporation, depending upon the status of the resulting, acquir- 
ing or assuming bank as a national bank, a State member bank, or a nonmember 
insured bank; and providing that the appropriate agency shall take into consid- 
eration whether the effect of the merger, consolidation, acquisition, or assumption 
may be to lessen competition unduly or to tend unduly to create a monopoly. 


I should like also to call the attention of the committee to a review 
of antitrust legislation affecting bank mergers prepared by Carl W. 
Funk, Esq., of the Philadelphia bar, chairman of the American Bar 
Association committee on State banks, which appears in the July 1957 
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issue of the Business Lawyer, a publication of the American Bar Asso- 
ciation. The concluding paragraph of this article reads as follows: 

From every point of view, the antitrust section of the pending Financial 
Institutions Act of 1957 seems much more desirable than any of the other meas- 
ures which have been proposed on the subject and it is to be hoped that the House 
of Representatives will speedly follow the lead of the Senate and pass 8. 1451. 

That is the formal material we have prepared, Mr. Chairman, and 
I hope I have not trespassed too much on the patience of the committee. 
We are through at 11: 05 on that part, sir. 

The CHarrmMan. We will call the committee under the 5-minute 
rule. 

The Chair is disposed to believe that there ought to be some limita- 
tion on the time that any member may consume in his interrogation. 
In the House there is a limitation always when any Member has the 
floor. He has 5 minutes under the 5-minute rule, and under the rules 
of the House he has the time allotted to him by the chairman of the 
committee. Under suspension, the debate on each side is limited to 
20 minutes. 

There certainly ought to be some limitation on our interrogation of 
the witnesses, and I suggest that after the 5-minute rule, the C ‘hair will 
yield 20 minutes to any member desiring the time. 

I would like to have the opinion of the committee on that subject. 

I believe the limitation of time would keep the hearing on the sub- 
jects contained in the bill. 

Mr. Parman. Mr. Chairman, I would like to be heard on that. 

The CuarrMan. It would prevent a member from taking time and 
yielding it, as he pleases. The time is in the hands of the chairman. 
T have never been jealous about that. When a member of our com- 
mittee has asked for time, I have given it tohim. But there ought to 
be some limitation, and I suggest. that the committee approve a rule 
to that effect. 

Mr. Mutrer. Before there is discussion on the subject, Mr. Chair- 
man, I would respectfully suggest that this is a matter for considera- 
tion by this committee in executive session. 

I have no objection to it being considered, but I do think it should 
be considered in executive session. 

If you want to excuse the witnesses and call an executive session, I 
have no objection to that, but I do think before there is any limitation, 
we should take it up in executive session. 

The Cuarrman. It is applicable today, it is pertinent today, and 
it is a thing that the committee should decide. And they can decide it 
today. 


Mr. Mutter. I suggest we decide it in executive session, Mr. Chair- 
man. 


The Cuarrman. Are there any further remarks? 

Mr. PATMAN. Are you going to make a decision on Mr. Multer’s 
suggestion ? 

The Cuamman. Y es, sir, I hold that it is pertinent today, that it is 
applicable today, and that itisa question 

Mr. Parman. Well, 1 want to be heard, Mr. Chairman. 

The Cuarrman. You may be heard. 

Mr. Patan. I think this goes much deeper than consideration 
of this bill. This is almost an attack on our form of government. 
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Now, in the House of Representatives we consider bills that are pre- 
sented by committees, presupposing that every committee has done its 
duty ; that is, that the committee has taken up a bill according to the 
rules, that it has gone through the bill word by word, paragr raph by 
paragraph, section by section, and that every member has had an 
opportunity to ask every pertinent question he desires of every witness 
relating to those provisions of the bill. 

When that is done, the hearings are printed, the report is made, 
and it is submitted to the House of Representativ es, and then the Mem- 
bers naturally try to act on the committee’s recommendation, because 
the committee has had the information before it, and is in the best 
position to know all about the bill. 

Naturally, the House must tend to yield to the committee ; the House 
can’t go into everything. There are 19 committees of the House. 
There used to be 47. Well, there are really about 200 now, instead of 
47, considering subcommittees. But each committee is supposed to 
do its duty, so that the House can then take these he: wings and reports, 
and everything that the committee has done, and act upon the com- 
mittee’s record and recommendations. 

Your suggestion implies that the committee will not do its work, as 
[ understand it, with all due respect to the great chairman of this 
committee, whom I respect and admire. I don’t want to do a thing to 
displease him; I want to cooperate with him; but we can’t do this. 
This is attacking our form of government. We have a duty to examine 
this bill fully. 

The CuarrMan. Are you in favor of no limitation ? 

Mr. Parman. No limitation on pertinent questions. As to the 
chairman yielding from one member to another, that can be ended. 
But that is not the question here. 

The chairman can regulate that; questions that are not pertinent. 
That is what a chairman is for. 

The Cuatrman. The great amount of our hearings are usually on 
matters that are not pertinent. 

If we use the time as it should be used, in searching for the truth on 
matters that are pertinent, we will have plenty of time. 

Mr. Parman. [f that is true, I have no objection. 

The Cuareman. I think it would expedite the hearings and make 
the committee more efficient, and make our reports better. 

Mr. Patman. But we should not be limited so long as a member 
is asking pertinent questions. What right has the chairman to muzzle 
a member ? 

The CuarrmMan. Iam not muzzling a member. 

Mr. Parman. You are asking for the privilege of muzzling a mem- 
ber. 

The Cuatrman. I am endeavoring to have orderly procedure here. 

Mr. Parman. This is a committee, not a court. We are searching 
for facts. 

The Cramman. We must focus questions on the pertinent issues. 

Mr. Parman. Am I going to be heard or not? 

The CHarrMANn. Yes, sir, you may be heard. 

Mr. Parman. For 20 years we have not had any hearings on bank- 
ing legislation. The 1935 act was a complete change and reversal of 
the entire banking system in these United States. 
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We changed from a regional, autonomous system or 12 regional 
Reserve banks, to a central banking system, in one act. People didn’t 
realize it, many Members of Congress didn’t realize it, a lot of them 
don’t realize it today ; but we have a central banking system, and for 
20 years these regional banks have amounted to practically nothing. 
What powers do they have? They have no important powers. 

Everything has been changed, and we should have had hearings 
on legislation involving banking every year for the last 20 years. 
We haven’t: had any. We haven't been privileged to have a hearing 
on anything that the Federal Reserve opposed. Not a thing. Not one 
bill has come up in this committee that the Federal Reserve opposed. 

We have been denied an opportunity for hearings for 20 years, and 
now all at once you bring in a bill here containing 2 25 2 pages which in- 
volves an investigation that should have been m: sae over the past 20 
years, and you want to rush it through in a few hours or a few days. 

If that is done, why, we don’t have the kind of government that we 
used to have. W e are changing our form of government if we do 
that. We are adopting tactics that the dictators use, in denying 
our committees an opportunity to go into things carefully, to investi- 
crate, and to determine what is behind all these different proposals, and 
to obtain knowledge of them, not just skim through them. 

Every page of this bill is equal to a big bill all of its ow n, and de- 
serving of probably hours and days of hearings. So I certainly hope, 
Mr. Chairman, that since we have not had hearings for 20 long years, 
and since banking i is so important to the whole Nation, and since the 
things going on ‘relating to monetary policy are so important, we 
shouldn’t try to muzzle or handicap the members in their endeavors 
to get the truth before this Congress and before the American people. 

F don’t think we should be muzzled that way, and I don’t think the 
chairman should insist on it. I want to object to it, and I want to 
ask for a vote on it. 

I want all the members here; I don’t want just a few members here. 
This is important. This is attacking our parliamentary form of gov- 
ernment. 

The CuarrMan. It is just following the ordinary processes of leg- 
islation. There is no other body that has unlimited interrogation, as 
you have had here. 

Mr. Parman. In committees they do. 

The Cuatrman. No; they do not. 

Mr. Parman. As long as the questions are pertinent. I will agree 
with you to that extent, when they are not pertinent, stop them. 

The Cratrman. If we do that, one member is recognized and takes 
the committee away. 

Mr. Parman. That is the chairman’s fault. The chairman can 
stop it. 

The Cnatrman. There ought to be a limitation, in my opinion. Is 
there further discussion on the subject ? 

Mr. Mutter. Yes, sir, Mr. Chairman, if no one else wants to be 
heard, I would like to be heard. 

Mr. Tatre. Mr. Chairman, I would like to be heard. 

Mr. Murer. I withdraw my request. 

Mr. Tarie. I regret that the chairman has been subjected to this 
criticism. It is not easy to deal with matters of such importance as 
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those before the committee at this time. When witnesses are here, 
we like to hear from them. We like to hear their testimony. 

If we choose to indulge in debate, we can do that at any time. But 
when witnesses are here, we should devote our time to them. They 
are bringing carefully prepared messages. And that is what is behind 
the chairman’s move. 

He would like to have the time used as it should be used. He would 
like to have the time spent to the point, so that we don’t discuss a lot 
of extraneous matters. That is difficult to avoid, I realize, in any 
group, but I am on the side of the chairman. 

We should seek to equalize the time so that all members can have a 
chance, and then we should try to stay on the subject matter. So I 
uphold the chairman in his view. 

Mr. Mutter. If no one else wants to be heard, Mr. Chairman, may I 
be recognized ¢ 

The Cuarrman. Is there further discussion ? 

I would like to know whether the members of this committee are in 
favor of a limitation on time. 

Mr. Patman. On pertinent questions? 

The Cuarrman. I want to know. If they don’t want it, I certainly 
do not want it. I would like to know if it is the opinion of the mem- 
bers of this committee that they should like to have an opportunity to 
interrogate the witness themselves occasionally, and whether they are 
in favor of a limitation on time. If they are not, then I am not. 

In the first place, are you in favor of the limitation? That is what 
I would like to know. 

Mr. Parman. In other words, stop all questions that are not 
relevant. 

The Cuatrman. Or are you in favor of taking the lid off and 
letting one man take possession of the committee for a day, and not 
make his questions pertinent? Or do you think there should be some 
limitation? If you don’t think there should be, then I will go along 
with that. 

Mr. Parman. Mr. Chairman, you are confusing the issue. Nobody 
wants irrelevant questions. 

The CuarrMan. I want to know whether or not there ought to be 
some limitation on time. 

Mr. Mutter. At the moment Mr. Bass is seeking recognition, Mr. 
Chairman. 

Mr. Mumma. Mr. Chairman, would it be in line to proceed as be- 
fore? Today we have these witnesses here from downtown, and I 
think we should wash our own troubles in private and not hold them 
up at the same time. We have about 40 minutes left. I am in favor 
of your proposition, Mr. Chairman, but I would like you today to 
try to proceed with the witnesses who are here, and then tomorrow 
have a discussion of this matter. 

The CuarrmMan. We will proceed with the witnesses today. But if 
the hearings continue as they have, I am going to renew that motion, 
and I am going to urge it. 

Mr. Bass. Mr. Chairman, I should like to express myself briefly 
in support of what you have just said. I have on several prior 
occasions felt that it was desirable to have some limitation on ques- 
tioning, speaking from the standpoint of a junior member of this 
committee. 
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It is very rare that we junior members ever have an opportunity to 
question these witnesses, because the senior members take up all the 
time, and I just want to say again what I have said before, that I am 
in complete support of your view and will support some limitation 
on questioning by each member. I understand this is the practice of 
most other committees. 

Mrs. Grirrirus. Mr. Chairman, I would like recognition. 

The Cratrman. Mrs. Griffiths. 

Mrs. Grirrirus. Mr. Chairman, I would like to support Mr. Mum- 
ma in suggesting that we proceed today. This witness has made a 
clearer statement concerning this bill than any witness I have heard, 
and I would like to ask him some questions, and you are not going 
to reach me now unless you permit the committee to proceed under a 
5-minute rule right now. 

The Cuatrman. Allright. We will proceed under the 5-minute rule. 

Mr. Patman. Mr. Chairman, I don’t want to be misunderstood on 
this. I am for an allocation of time. Five minutes on the first go 
around, ‘Then 20 minutes; go around. But then as long as any mem- 
ber still has a pertinent question to ask, let him ask it, and let the chair- 
man rule it out if the question is irrelevant. 

The CuarrMan. Let’s go on. I will try to enforce this rule. 

Mr. Patrman. That is fine; we will have no trouble with it, then. 

Mr. Mumma. We have lost 15 minutes already, Mr. Chairman. 

The CuarrMan. Let us proceed with the hearing. 

Dr. Talle, do you have any questions? 

Mr. Tatie. Thank you, Mr. Chairman, I do. 

The CHarrMan. I want to say to the Comptroller of the Currency 
that I am sorry for this interruption, but I thought it was the proper 
time to make this point. I regret that it occurred while you were here. 
I hope we can proceed expeditiously with the hearing. 

Mr. Gipnery. Thank you, Mr. Chairman. 

The Cramman. Dr. Talle. 

Mr. Tatuie. Thank you, Mr. Chairman. 

I like your statement very much, Mr. Gidney. I know it will be 
helpful to the committee. 

I wanted to ask you whether your suggestion on page 3 of your 
statement, that two additional Deputy y ¢ ‘omptrollers be appointed, i 
also recommendation of the Advisory Committee. 

Mr. Gipnry. We were supported in it by the Advisory Committee, 
and I am quite certain we had the support of the people who repre- 
sented the national banks on it. I am not oo that the National 
Bank Division has ever acted on it in a formal wa 

Could I just take a minute on that, Dr. Talle to say a little word 
in praise of my associates, these deputies we speak of ? 

It is an interesting fact that this office is running with a smaller 
number of employees than it did in 1940 and in various other years, 
and that is due to the fact—I think I should just give you a very hasty 
summary here—we had 1,284 employees in 1940. At the end of June 
30, 1957, we had 1,100. And that has been due to the remarkable way 
in which Mr. Jennings and others have thrown themselves into the 
work to the point almost of exhaustion, and we just definitely need 
those two. We may need more, but we are asking for two 

As you appreciate, in that period of years, “the scope of our job 
has increased a great deal. 
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Mr. Tau E. Yes, sir; I can understand that, Mr. Gidney. I believe 
your request is justified and is a modest one. 

Mr. Gipney. It is a modest one, sir; yes, sir. 

Mr. Tauie. Yes, sir. I have other questions, but I will ask no more 
at this time, Mr. Chairman. 

The CuarrmMan. Mr. Patman. 

Mr. Parman. Mr. Gidney, what effect do you think the recent severe 
declines in prices of Government bonds, and j in other high-grade secu- 
rities, have had on commercial banks with small amounts of capital 
relative to their total deposits ? 

Mr. Gipnry. We keep a very close watch on that kind of thing, and 
the situation is not particularly troublesome. They have managed to 
take care of themselves very well on it. 

Mr. Parman. What is the usual midyear call date for national 
bank reports on their condition. 

Mr. Gipney. Should I give you the-—— 

Mr. Parman. I don’t want to cause you to take up much time. 

Mr. Gipney. For quite a while it has been June 30. 

Mr. Parman. June 30. But this year, for the first time in 40 years, 
you have asked for an early report. 

Mr. Gipney. Yes, sir. 

Mr. Parman. The first time in 40 years ¢ 

Mr. Gipney. On the June call. 

Mr. Parman. Was there any relationship between this surprise 
call and the decline in market prices of Government bonds during the 
past 6 months? 

Mr. Gipney. None whatever. 

Mr. Parman. Do you have a law or regulation that banks can carry 
their Government bonds at 100 cents on the dollar? We understand 
that is the case where they paid par for them. 

Do you have any record of the effect on the banks’ capital struc- 
ture in those cases where they have a depreciation in Government 
bonds ¢ 

Mr. Gipney. That is not by law where they carry them. It prob- 
ably arises out of law. There was an agreement of supervisory 
agencies 

“Mr. Parman. It is done and it is recognized and nobody objects 
to it? 

Mr. Gipnry. They may carry them at amortized cost. 

Mr. Parman. You haven’t answered my question, Mr. Gidney. I 
asked you if the depreciation in those bonds has affected materially 
the capital stock of any substantial number of banks. 

Mr. Gipney. The answer is “No.” 

Mr. Parman. It has not? 

Mr. Gipney. Not materially. 

Mr. Parman. How do youknow? Have you investigated ? 

Mr. Gipney. Yes, sir, we have studied it. 

Mr. Parman. How much depreciation have the banks taken as of 
this date? 

Mr. Grpney. You mean that they show or have they taken. 

Mr. Parman. What I mean is, if they had to become more liquid 
today and they had to cash their Government bonds. 

Mr. Gipnry. We can only get that from our examination reports, 
and not from the call reports. That has no relation to the call reports. 
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Mr. Parman. You told me awhile ago that you had that infor- 
mation. 

Mr. Gipney. We have taken off information from our examination 
reports. 

Mr. Parman. All right. What does that show ? 

Mr. Gipney. I think we had about 21 banks that were rather a little 
bit unhappy. 

Mr. JenntinGs. It shows a small handful of banks that have a real 
problem in depreciation; meaning by that, that if that small handful 
of banks were to experience a shrinkage in deposits, they would have 
to go to the Federal Reserve bank of their district and borrow money 
to take care of the deposits, or they would have to sell the bonds— 
some of the bonds they have, in order to meet the deposit shrinkage; 
but this small handful couldn’t go too far because the amount of 
depreciation they have is very, very heavy in relation to their overall 
‘apital structure. 

Mr. Parman. Didn’t they in 1956 take a loss amounting to $557 
million, according to their reports / 

Mr. JenNniNGS. Well, of course, we have to keep in mind—— 

Mr. Parman. Is thata true statement or not, Mr. Jennings? 

Mr. Jennines. Mr. Patman, I am not positive that I heard the last 
statement you made. 

Mr. Parman. Well, the figures I have—and they were gotten from 
official reports—are that the banks took $557 million in losses on 
Government bonds in 1 year, 1956. 

Is that approximately correct according to your information ? 

Mr. JenninGs. We have information on the national banks only. 

Mr. Parman. Is that right. 

Mr. Jenninos. I think that your figure possibly would be in the 
general range, based on what national banks have experienced. 

Mr. Parman. This is the figure for the member banks; $557 mil- 
lion. That is rather a substantial amount; is it not? 

Mr. Jennines. That is a large amount; yes, sir. 

Mr. Parman. In fact all the banks, or practically all of them, are 
affected by a decline in Government bond prices; are they not? 

Mr. Jennines. But we have to keep in mind that the capital struc- 
tures of national banks alone, at the end of 1956, was about $8,600 mil- 
lion. So if we compare that figure with the depreciation in national 
banks alone, the depreciation figure isn’t particularly large. 

Mr. Patman. But this is not all the loss, is it? This is just the loss 
of 1 year. 

Mr. Gipney. Mr. Patman, where did you get that figure ? 

Mr. Parman. From the official records. 

Mr. Gipney. We have no such figures for national banks. 

Mr. Patman. I am talking about member banks of the Federal 
Reserve System. 

Mr. Gipnery. I can’t be responsible for member banks. For national 
banks we have no such figures. 

Mr. Parman. What are your figures? 

Mr. Gipney. Our figure, actual losses on securities sold, $238,900,000. 

Mr. Parman. That is just for the national banks. 

Mr. Gionry. That is just for the national banks. 

Mr. Parman. Well this includes the national banks and the State 
member banks too. 
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Mr. Giwney. Well, we don’t have that. 

Mr. Parman. How many banks took those losses ? 

Mr. Gipnry. We are just supervisors for national banks. 

Mr. Parman. How many banks took those losses ? 

Mr. Gipnry. That covers about 4,659 banks. 

Mr. Parman. My information from official records, about half of 
the banks 
Mr. Gipney. This is the figure in our annual report to Congress. 

The Cuarrman. Your time has expired, Mr. Patman. 3 

Mr. Kilburn ? 

Mr. Kirsurn. Mr. Gidney, it is always a pleasure to have you before 
this committee. I think your statement is an excellent one. 

I am not going to take any further time except to say this: I think 
we all appreciate that the chairman of this committee has a rather 
difficult time keeping the questions within bounds, and I think his 
suggestion is a very reasonable one, and I support it. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Brown. 

Mr. Brown. Mr. Gidney, you are asking for two additional deputies. 

Mr. Gipney. Yes, sir. 

Mr. Brown. You have three now. 

Mr. Gipnry. We have three now. 

Mr. Brown. Are their salaries paid by the banks or the Federal 
Government ? 

Mr. Gipney. They are paid by the banks. 

Mr. Brown. It doesn’t cost the Government anything ? 

Mr. Gipnery. It does not cost the Government anything. 

Mr. Brown. When a bank desires to expand, do you favor issuing 
common stock or preferred stock ? 

Mr. Gipnry. We are for common stock. 

Mr. Brown. I agree with you a hundred percent on that. 

Mr. Gipney. I just this morning went through 

Mr. Brown. I just read what you testified to. I agree with it com- 
pletely. 

Mr. Gipney. In our national banking system, that $8,500 million of 
capital funds that Mr. Jennings mentioned, $3,800,000 of that is in 
preferred stock. Out of $8,500 million, $3,808,000 is in preferred 
stock. We are pretty nearly out of preferred stock, and we would 
prefer to get back to just one kind of stock, common stock. ’ 

I could say something else here, which arises out of this: that in 20 
States, or 19 States and the District of Columbia and the Territories, 
there is no outstanding preferred stock in either National or State 
banks. So that the fashions in bank stocks are pretty much common 
stock, and we favor its continuing that way. ; 

Mr. Brown. Some of the State chartered banks object to section 23, 
as they desire that mergers and consolidations be left with State 
banking authorities rather than with Federal supervisory authorities. 

How do you feel about that ? 

Mr. Gipney. I would very much prefer to let it stay right there, 
but of course we are getting into a field which is a national field. 

I should say that the Congress has appropriated the antitrust field 
to the national agencies, and to get a usable or workable method on 
these mergers, we perhaps have to do it in the banking field. 











FINANCIAL INSTITUTIONS ACT OF 1957 177 


Of course, the merger, if the merger is going to take place where 
the State bank is the continuing institution, it will have to be ap- 
proved by the State banking department, even if this were enacted. 

If the continuing institution is a national bank, that would come 
in to our hands right now, even without this change. For example, 
when a very large merger occurred in New York, we had no jurisdiction 
over that whatever. The Chase National Bank mer ged with and into 
the Manhattan Bank. We had no authority. 

Had it been the other way, we assume they would have had no au- 
thority. So that our dual banking system functions all right with a 
two-way street. Sometimes I think some folks want to block that 
two-way street on one side, but we have a two-way street in bank 
mergers, and that fits in with our dual banking system. 

I think that the States would be better protected under this pro- 
posed law than under a law which put banks under section 7 of the 
Clayton Act. 

Mr. Brown. [havea great deal of respect for your opinions. 

Mr. Gipney. Thank you. 

The Cuatrman. Mr. McDonough. 

Mr. McDonoven. No questions. 

Mr. Cuarrman. Mr. Multer. 

Mr. Mutter. Mr. Comptroller, what jurisdiction, if any, does the 
Secretary of the Treasury have over your actions and over the Office 
of Comptroller of the Currency ? 

Mr. Gipney (reading from the National Bank Act) : 

* * * the chief officer of which Bureau shall be called the Comptroller of the 
Currency and shall perform his duties under the general direction of the Secre- 
tary of the Treasury. 

Mr. Mutter. What direction, if any, has the Secretary of the Treas- 
ury given to you as Comptroller of the Currency, or to your office ? 

Mr. Gipnry. I should say the general directions to handle the af- 
fairs of the office in accordance with the laws that exist. 

Mr. Mutter. Nothing beyond that? 

Mr. Giwney. I think nothing specific beyond that. 

Mr. Mutter. Asa matter of fact, when I referred to you specifically, 
what I meant was your office, so far as you know? 

Mr. Gipney. That is right. 

Mr. Murer. The Secretary of the Treasury has done nothing other 
than to generally direct the office to comply with the existing statutes. 

Mr. Gipney. I wouldn’t know about all C omptrollers and “all Secre- 
taries. I think there may have been some exceptions to that. I am 
sure there were. But I think that has been the general line. 

Mr. Mutter. Well, you have been Comptroller of the Currency 
since April 1953. 

Mr. Gipney. That is correct. 

Mr. Mutter. Prior to that you were with a Federal Reserve bank. 

Mr. Gioney. That is right. 

Mr. Mutrer. As a matter of fact all of your adult life has been in 
banking. 

Mr. Gipney. It certainly has. I went into a bank when I was 16 
years old. 
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Mr. Meurer. Can you recall any single instance when any Secretary 
of the Treasury ever tried to tell the ( ‘omptroller of the Currency 
what to do or how to run his office ? 

Mr. Gipney. Well, it would be outside of my field. It would be 
hearsay evidence, sir. 

Mr. Mutter. Do you have such hearsay evidence? Do you recall a 
single instance where the Secretary stepped in and told the Comptrol- 
ler how to run his office ? 

Mr. Gipney. I don’t think I am able to tell you. 

Mr. Motrer. I am not trying to trap you. 

Mr. Gipney. I know. 

Mr. Mutter. If anybody can, I would like to have them tell 
Because that leads to my next question. 

Mr. Gipney. I don’t think I should give you gossip on the occur- 
rences of any particular one. That is what it would be. 

Mr. Mutter. I am not looking for gossip, I am looking for history. 
Because I think it is very important to this recodification. I agree 
with you that this is the most important banking legislation whic h has 
been before the Congress for many years. 

Mr. Gipney. I think that is true. 

Mr. Murer. That is one part of your statement on which, I believe, 
Praynody. will agree with you. 

Mr. Gipney. Certainly going back to the early thirties. Could I 
say just on that matter ‘of your question, to be a little more respon- 
sive to it, of course I have had knowledge of the C omptroller’s Office 
from observation, but I have found a great deal of interesting material 
on that in reading the book that was written by the late Thomas P. 
Kane, who was Deputy Comptroller for many years, a very dis- 
tinguished man, and he called it The Romance and Tragedy of Bank- 
ing yand that goes through the history of the Comptroller’s Office in a 
very minute way, and the relationships, and I think you would find in 
that volume some cases where he thought the then Secretary of the 
Treasury put his weight in a little differently than Mr. Kane thought 
it should be done. 

However, I think Mr. Kane was a very good resistor of that, and went 
along all right. 

However, I think I am getting a little inaccurate. I think perhaps 
he objected to what some of the Comptrollers did and what some of 
the Secretaries said. 

Mr. Mutter. I am not familiar with the book. 

Mr. Gipney. It is a great book: Romance and Tragedy of Banking 

It is now out of print, but in coming down and taking the job, ‘T 
found it quite a good education. 

Mr. Mvtrer. Also, in your introductory remarks to your statement 
today, you indicated that the purpose of this proposed legislation was 
to eliminate obsolete provisions from the statutes in order to make the 
financial laws more workable and understandable and to add new 
authority needed to meet the needs of the present and future economy. 

I agree with that, too. I think you will agree, also, that this bill 
goes much further than those two purposes and also makes some im- 
portant substantive changes in the law. 

Mr. Gipney. I didn’t think it went—there are some rather im- 
portant changes, but I thought we were in line with that statement. 
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Mr. Murer. To come back for a moment to my original question, 
or the subject matter of that question, Why shouldn’t the Office of the 
Comptroller of the Currency be an entirely separate and independent 
office, independent of o Treasury Department ? 

Mr. Gipney. Well, I suppose some would say that it should be. 
There has been a tradition, however, of quite a considerable measure 
of independence, and some Comptrollers fought vigorously to main- 
tain that. 

I think there were periods in which the Comptrollers had access to 
the White House and were extremely independent. I don’t feel the 
need for a higher degree of independence than the Office now has. 
We are allowed—we have what I think is a suitable degree of inde- 
pendence, and I think there is a considerable advantage in being part of 
the Treasury organization and able to seek views of other parts of 
the Treasury. We get the assistance of the Chief Counsel of the 
Treasury when we need it, and I would think that the situation is 
better than it would be if the Office were made completely inde- 
pendent. 

The Cuatrrman. Your 5 minutes have expired, Mr. Multer. 

Mr. Betts. 

Mr. Berrs. Mr. Gidney, I certainly want to compliment you on 
your statement. I think it is very enlightening and comprehensive. 

Mr. Gipnry. Thank you. 

Mr. Betrs. A Member of Congress from Indiana sent me some 
letters he received from Indiana bankers concerning section 51, which 
apparently you are aware of, and you commented in your state- 
ment—— 

Mr. Gipney. Yes, sir. 

Mr. Berrs. I want to read just a couple of sentences from one of 
these letters. It says: 

This would actually defeat the basic purpose of the Indiana Retail Installment 
Sales Act which was enacted by the Indiana Assembly to protect the general 
public. The enforcement of this law requires special examiners trained for this 
work. The exemption of national banks from this requirement would create an 
unfair competitive situation between national banks and State-chartered banks 
inasmuch as the latter would be required to obtain licenses and pay fees for 
examinations as provided in existing Indiana law. 

Would you care to comment on that unfair competitive situation 
which he mentions? 

Mr. Gipnry. We don’t want any unfair competitive situations. We 
think we have to meet some, but we don’t want to put them on the other 
fellow. 

We think that Congress has set up a national banking system, has 
given us the responsibility to do the examination work, and we have 
observed that there have been innumerable efforts by States to put 
clamps or hobbles on the national banks, and I think we have to be 
alert to that at all times. 

Some of these laws come up, and the national banks—well, because 
they perhaps don’t want to take on the fight or because they w ant to be 
good natured—acquiese e in these ex xaminations. 

Now, one bank examining authority is enough for any one national 
bank, and to have someone coming in from a State, we don’t think 
would be good. 

The New York Superintendent of Banks ruled that it was not 
needed there. 
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In Pennsylvania, they have one of these laws, and I think that the 
secretary, whom I regard very highly, and with whom I am very 
friendly, thinks that he really has to make examinations of national 
banks as to one class of transactions. 

Now, I think the national banks, which are well informed and know 
their rights, will not permit him to do so. 

I talked with an Indiana banker the other day, and I think that their 
law was passed somewhat at the inspiration of the bankers association, 
and his bank, I think has let them come in. There has been a period 
when they let them come in. Then a period when they didn’t. And 
then they would again. 

We are willing to step up our examinations to assure compliance 
with laws of that kind. Our people are law abiding. And we think 
we will get better results for the public than would result from having 
some other agency come in, and with the possibilities of biting away at 
the national bank system piecemeal, because if a State can put a clamp 
on here, it can put another on there, and pretty soon the rights of the 
national banks may be seriously invaded. 

Mr. Betts. Well, do national banks occasionally voluntarily follow 
State laws? 

Mr. Gipnery. As to applicable laws, yes. In this particular matter 
quite a number of them do. But to consent to examinations by State 
authorities would build up a process by which they might have their 
rights seriously impaired. 

Mr. Berrs. Thank you, Mr. Gidney. 

The Cuatrman. Mr. Barrett. 

Mr. Barrett. No questions at this time, Mr. Chairman. 

The Cuarrman. Mr. Mumma. 

Mr. Mumma. Mr. Gidney, I understand that Robert Meyers, our 
Pennsylvania supervisor of banking, has objected to some of these pro- 
visious in this bill. I didn’t think the bill was coming up so quickly 
because I had Mr. Fink investigate it for me, but are there many issues 
in which you two are in violent disagreement ¢ 

Mr. Gipney. I didn’t know there were any. I wish he would send it 
to me. 

Mr. Mumma. Is that letter from Meyers or the Governor? 

Mr. Frvx. From Mr. Meyers. 

Mr. Gipney. If Mr. Fink would give it to me, I would like to see it. 
I don’t think we agree on everything, but we get along pretty well. 

Mr. Mumma. I am glad to hear you say you respect him, because he 
is a good citizen. 

Mr. Giwney. I think he is. 

Mr. Mumma. While Mr. Fink is looking that up, is there some pro- 
vision in the new bill that prevents banks from being in the insurance 
business? I never knew they were. 

Mr. Gipney. The new bill is just exactly—carries over the language 
of the old bill, and the old bill allows a national bank, in a town of not 
more than 5,000 people, to do an insurance business. 

Mr. Mumma. Well now, does that business include just the selling 
of insurance ? 

Mr. JenninGs. Just as an agent. 

Mr. Moma. Well, pretty near every bank has that. 

Mr. Jenninos. No. 

Mr. Mumma. Well, I mean a fellow can always whisper in your ear. 
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If they got to where they were financing and running the whole thing, 
it w oar be objectionable, but is that 5,000 provision increased ¢ 

Mr. Gipney. It is not changed in this proposed bill, Mr. Mumma. I 
have a letter from a banker who would like to have a grandfather 
clause put in, saying that, if he got in when it was 5,000, he could con- 
tinue after it ‘got to 6, and maybe somewhat further. 

Mr. Mumma. That is the same fellow who wrote to me. That was 
in my district. 

Mr. Mutter. May we know who that is, please? Because I have a 
letter, too. 

Mr. Mumma. Some man in Illinois. 

Mr. Muurer. I have one from Barrington, Ill. Is that the same 
man ¢ 

Mr. Mumma. That is it; yes, sir. 

Mr. Gipney. Mr, Chairman—— 

Mr. Mutrer. If you will yield at that point, Mr. Mumma, may we 
ask Mr. Gidney if there is any objection to his proposals ? 

Mr. Mumma. I yield for that purpose. 

Mr. Mutter. About the insurance. 

Mr. Gipney. There is no objection from us. There would be objec- 
tion from insurance agents, I dare say. There is no objection from us. 

Mr. Muurer. Even though you have limited this privilege to small 
banks in small communities, and put a small limitation, but larger than 
the present 5,000 people? 

Mr. Gipney. We would wish that it would be opened more widely, 
but we have thought it best not to press that. 

Mr. Mumma. If he is in the business now, pretty near every com- 
munity is growing. 

Mr. Gipney. Yes, sir, and he will grow out of it. 

Mr. Mumma. And this fire insurance is a terrific business, when you 
are not properly protected. As it seems to me that banks, in loaning 
money, would be ee interested in what kind of a policy a man 
has on that subject. That would be a mutual thing. 

Well, let’s go ahead with the matter of Meyers. 

Mr, GIpnry. Meyers brings up this matter of the licenses. 

Mr. CuatrMan. The gentleman’s time has expired. 

Mr. Gipney. Keep that for later. 

The CHatrMan, Mrs. Sullivan. 

Mrs. Sutuivan. Mr. Gidney, I received a letter from the Missouri 
Bankers Association expressing their concern over several sections of 
the pending bill, and I wonder if you could comment on the language 
contained in the bill on page 44, title I, 46 (c), which relates solely to 
national banks. It is very short. If you wish I will just read it. It 
is down at the bottom of the page: 

In any case in which the Comptroller deems it necessary because of inade- 
quacy of examination or for any other reason arising in the course of super- 
vision of any national bank, he may require at such times as he deems necessary 
that such national bank have an audit by an independent individual or firm 
approved by the Comptroller. The expense of any such audit shall be borne 
by the bank audited. 

In your statement you make mention that it is an entirely new pro- 
Vision. 

Mr. Gipney. That is true. 

Mrs. SutitvaAn. But you have not commented as to whether you 
were in favor of such a proposal. 
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Mr. Gipney. Yes, we are in favor of it. 

I think that has come into this legislation as a result of Senate com- 
mittee hearings, where they were disturbed by the events in Hlinois, 
and they have thought—I think this power is given also to the other 
agencies—that it would be worthwhole to give this power. In fact, in 
some States—in the State of New Jersey, “for ex: umple, there is a law 
which requires an audit—maybe not exactly of this type—but an audit 
each year, in State-chartered institutions, and I believe they either 
proposed or actually enacted something similar in New Y ork State. 

Now, what is suggested here is some thing that we accomplish regu- 
larly—that is, on occasion—by request. If somebody has dipped in 
the till of a bank in some manner, and we don’t know just where they 
stand, we will ask them to get some outside person in to make an audit, 
and they invariably are w illing to do it, and do it. 

This is not a matter that we are militant about. We can accomplish 
this by moral persuasion, by request. 

Mrs. Suutuivan. But this would make it mandatory ’ 

Mr. Gipney. It would give us the power to say, “You shall do it, 
rather than, “Will you please do it ?” 

But it is a good thing. We are not going to—we know too much 
about this thing to ask them to do it as a wholesale matter. It is 
just when we have a problem, such as where someone has been mixing 
up the affairs of a bank and it requires someone to go in and give full 
time to finding out what is what. 

Mrs. Suuuivan. If you had this power, would it necessarily mean 
you would be demanding an audit if you didn’t think it was necessary ! 

Mr. Gipney. It would be just exac thy the way it is now. 

Mr. Murer. Will you yield ¢ 

Mrs. Suuuivan. I yield. 

Mr. Mutter. Do you think the power should be unlimited as in the 
yroposed bill? Don’t you think the person to be chosen should at least 
be a certified public accountant and that there should be a limitation so 
that you can’t go in there more than once a year? 

Mr. Gipvry. This just calls for one, and we would hope it would be 
a certified public accountant, but it might be that some public ac- 
countant might do the job adequately. We would hope he would be 
certified. 

Mr. Mutter. Don’t you think, as a matter of law, it should be done 
by acertified public accountant ? 

Mr. Gipney. I think it would be: yes, sir. 

Mr. Mutter. Wouldn't it be better put in the law so that the bankers 
wouldn’t feel that a Comptroller might oppress them, a limitation to 
once a aed : 

Mr. Giwney. Of course, this may only happen once in many years. 

Mr. Murer. It may never happen. 

Mr. Gipney. One or two States have thought they should require 
it once a year. We don’t think they are entirely wise in that. We want 
this only for the case where something is suspicious in a bank, and 
this will clear it up. 

Mr. Mutter. It would give you the right to go into a place where 
you have some suspicion and get an immediate audit, instead of bring- 
ing in your examiners, who might be busy somewhere else ? 

Mr. Gipnry. Well, our examiners probably were there first, and they 
found something that troubled them, but they can’t stay there the rest 
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of the year, or the time necessary, and they should get someone who can. 

Mrs. Sutxivan. Thank you, Mr. Gidney. 

The Cuarrman. Mr. McVey 

Mr. McVey. Mr. Gidney, you have certainly made a very fine state- 
ment, and we are very much interested in your opinions with regard 
to this bill. 

I would like to read just one statement with regard to shareholders. 

At the time of the initial consideration of changes to be made in bank laws, 
we recommended that the right of shareholders of a national bank to inspect a 
list of shareholders provided for in this section shall be required by a showing of 
a proper purpose inimical to the interests of the bank. 

Just what do you mean by “a proper purpose” / 

Mr. Gipney. That is a question that is probably a little difficult, and 
I probably couldn’t give you the specifications for that. 

The reason we bring this up is that banks have told us of cases where 
someone has bought perhaps only 1 share—in the case I have in mind, 
he bought 1 share, in each of 2 or 3 large banks, and then demanded 
the stockholders’ list, and the *y said, “W hy do you want it?” He said, 

“T want to arrange a sale of the bank,” and one bank was firm enough 
to not let him in, but he went in and spent a lot of time in the other 
getting a list. 

Now, it is hard to believe that he had a proper purpose. It is diffi- 
cult. I think you have me in a corner when you ask me just what is a 
proper purpose, but the instance I mentioned was not based on a proper 
purpose, and frequently it is quite clear that there are not proper pur- 
poses. 

If a man wants a list for a prospective sucker list, or to get out and 
try to take over control—perhaps that would be a proper purpose. It 
would not be an improper purpose if he had a reasonable holding. I 
would then say his right to seek to obtain control was a proper purpose. 
But we think that the matter is a little too open now because the owner 
of 1 share, with no reason given, can demand access to the list. 

Mr. McVey. You think it would be a proper subject for us to con- 
sider? 

Mr. Gipney. I think it would. 

Mr. McVey. Mr. Gidney, you have a very extensive statement here, 
and you have given your opinions with regard to many sections of the 
bill, and your opinions are favorable in many cases. 

There are certain other sections to which you are opposed. 

Mr. Gipnery. Not very many. 

Mr. McVey. I am interested in your opinions on these subjects, but 
[ am afraid some of the things to which you are opposed may be lost 
in this extensive statement. I wish we could have a brief statement 
from you as to just what sections of the bill you think ought to be 
changed, and your opinions with regard to those. 

Mr. Gipney. I will ask Mr. Englert to pick those out, first of all. 

The next one is section 23, which the Senate brought up as a result 
of those Chicago episodes, for disclosure of ownership of stock. 

We would like to see that removed or made 10 percent instead of 5 
percent. 

Mr. McVey. I didn’t mean that you should select them right out, 
because we don’t have the time. 

Mr. Giwney. Well, we could pick those out and send you a list. 

Mr. McVey. I think that would be fine. 
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Mr. Gipney. I will be glad to do that. 
(The data requested above is as follows :) 


TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington 25, July 22, 1957. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington 25, D.C. 


My Dear Mr. CuHareman: At the hearings this morning on H. R. 7026 and 8. 1451 
we were requested by Representative McVey to furnish to the committee a list of 
the sections of the bills to which we are opposed. 

We are opposed to section 23 of title I, Disclosure of Stock Ownership, which 
would require the record owner of national bank stock to notify the Comptroller 
in writing of the name of any person or persons having a beneficial or equitable 
interest in such stock in excess of 5 percent of the outstanding shares of the bank. 
We do not believe that the merits of such legislation would justify the substantial 
amount of additional work which would be required of bank stockholders by 
these provisions. Furthermore, adoption of this section might serve to discourage 
investment in bank stock by many desirable investors including those holding stock 
in a fiduciary capacity, and may in many cases cause trustees to consider avoiding 
investing in bank stock. In addition, as written, this section would raise serious 
questions as to whether or not nominee registration could be used in the case of 
bank stock. 

We are opposed to section 32(b) of title I which provides that a national bank 
may, with the approval of the Comptroller, purchase and hold for not more than 90 
days stock of another bank as a step in a proposed absorption of such other bank 
through merger, consolidation, acquisition of assets and assumption of liabilities, 
or otherwise. We do not believe that it is proper for the officers or directors of 
a national bank even with the prior approval of the Comptroller, to use the bank’s 
money to acquire stock in another bank as a first step to merging or consolidating 
with that bank. We are also opposed to the proviso contained in section 23(d) of 
title II, the Federal Reserve Act, which contains a similar provision for State 
member banks. 

We are opposed to specific provisions of several other sections of the bill, and 
in our statement made recommendations for changes in those sections which 
would meet our objection. These sections include section 22, Shareholders’ List, 
which provides that the list of shareholders shall be subject to the inspection of 
all the shareholders of the bank. We recommend that the right of shareholders 
to inspect the shareholders’ list should be qualified by a requirement of a show- 
ing of a proper purpose not inimical to the interests of the bank. 

Section 29. Removal of Officers and Directors, provides that court review of 
the proceedings shall be as provided in the Administrative Procedure Act and 
the review by the court shall be upon the weight of the evidence. We recommend 
that the substantial evidence rule contained in the Administrative Procedure Act 
should be applicable. 

Section 31 (a) (9) which would authorize stock options provides that compli- 
ance of the option price with the 85 percent limitation contained in the section 
be determined as of the date the option is exercised. It should be determined 
as of the date the option is granted. 

Section 39 (a) in its present form will raise serious questions as to the status 
of all national bank branches established subsequent to February 25, 1927. This 
section should provide that a national bank may retain and operate such branch 
or branches as it may have in lawful operation at the date of the approval of the 
act. 

Section 33 of title II would permit holding company affiliates of member banks 
to use the required reserve fund for the purpose of making additions to capital as 
well as for replacement of capital. We are opposed to this change in present law. 

Section 6 of title III does not cover the situation of the Acting Comptroller of 
the Currency serving as a member of the Board of Directors of the Federal De- 
posit Insurance Corporation in the case of inability of the Comptroller of the 
Currency to act through illness or otherwise. 

Sincerely yours, 


Ray M. GIDNEY, 
Comptroller of the Currency. 
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The CuairmMan,. Mrs. Griffiths. 

Mrs. Grirrirus. Mr. Gidney, I, too, would like to commend you on 
your statement. I think it is excellent. 

Now, on page 5, where you refer to section 20, you point out that 

section 20 would permit national banks to issue preferred stock with 
the approval of the Comptroller. 

Mr. Gipney. Yes. 

Mrs. Grirrirus. After determination by him that the most practical 
method of obtaining desirable and needed capital is through the issu- 
ance of preferred stock. 

Mr. Gipney. Yes. 

Mrs. GrirrirHs. But then you say, Mr. Gidney, that you believe that 
this should be used only in urgent or unusual situations, or under 
emergency conditions. 

It seems to me that the bill is attempting to broaden the power, and 
you are already stating you are planning to use it differently, is that 
right ? 

Mr. Gioney. I am afraid that is correct. We really don’t want it 
this way, but we will take it if it is given to us. 

Mrs. Grirrirn. But you are not going to use it if you can avoid it? 

Mr. Gipnry. No; we will try to dot a fair job on that. 

There was a suggestion, when this was in process of drafting, that 
the preferred stock method should be used if it was the only way to 
get the needed capital. But that was changed to the present language 
where it is the most practic al method. We can’t ignore the intent of 
the legislation. We will have to be broad gage in our interpretation. 
We wish it weren’t in at all. We would prefer to keep preferred stock 
as an-emergency factor. But other folks would like to have it more 
liberal. 

Mrs. Grirrirns. And if we pass this law, you will abide by it? 

Mr. Gipney. Certainly, we will have to. But in w riting it this way, 
that is that it be found to be the most practical method; we would 
hope to have the right to talk with the banks proposing preferred stock 
and hope that they would conclude that it wasn’t the most practical 
method. 

But if all things point to its being the most practical method, we 
would have to say yes. 

We are a little bit apprehensive that this law pushes us into a place 
where we would wish not to be. 

Mrs. Grirritus. Now, I would like to ask you why you want the 
authority, or do you want the authority to determine whether or not a 
national bank can move its location in a city ? 

Mr. Gipnry. Well, that is not a terribly important thing. We have 
had very few cases where there has been trouble on that score. 

Mrs. Grirrirus. What is the trouble? 

Mr. Gipney. Well, I remember one case in New York where there 
was a bank that.moved from one section to another, bought itself a 
very expensive banking house—expensive for them 

Mrs, Grrerrrus. Did the directors make any money on it? 

Mr. Gipnry. Oh, no; I don’t believe they did. The bank went 
broke, eventually. It didn’t come out well. But at the time of the 
move they onbls thumb their nose at the Comptroller, and did, and 
that is the only case that I think of now. 

95375—57—pt. 1——18 
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Mr. Muurer. There was one in Washington. 

Mr. Gipney. Not actual; just hypothetical, wasn’t it ? 

Mrs. Grirrrrus. I want to ask some more questions. 

Mr. Gipnzy. I don’t know about the one in Washington. Perhaps 
Mr. Jennings can tell you. But this provision isn’t a thing we are 
militant about. We think if we have all these other things—oh, I 
think I remember the case Mr. Multer has in mind—the Bank of Com- 
merece moved. They didn’t have to have our permission. I don’t 
know that they would under this law. But we didn’t object, and we 

robably wouldn’t object if there had been sucha law. It was a sensi- 
ble move. In most cases the banks would talk with us, and we prob- 
ably would be satisfied, anyway. But it would be just as well to have 
it clear. 

Mrs. Geirrirus. I would like to say that I am surprised at your 
statement that you ieel that banking bas unique safeguards against 
monopoly, and that you are not too interested in the Clayton Act. I 
have talked with some of the most prominent bankers in the city of 
Det roit, and they have assured me that they think one of the most 
alarming things in the country today is these bank mergers. At the 
present time, isn’t there only one national bank in New Y ork City ? 

Mr. Gipney. No; there are a very considerable number, but not in 
Manhattan. There are only the Grace National and the Nationa] City 
and Sterling National in Manhattan, I think. 

Mrs. Grirrirys. Is your only objection that you don’t want another 
department of Government to enter into that ¢ 

Mr, Gipyry. Well, that is an important objection. We think the 
handling of this is much better in the supervisory agencies supervising 
banks, just. as we think it is much better to have banking matters come 
to this Committee on Banking and Currency than to go to the Judici- 
ary Computien; 

Mrs. Grirrirus. Well, I think, Mr. Gidney, that what the rest of the 
country is.quarreling with is the theory that banking presents safe- 
guards against monopoly. 1 just don’t think it does, and, personally, 
I hope either you stop bank mergers or I, for one, am going to vote for 
any thing that gives the power to stop it to somebody else. 

The Cuarrman. Your time has expired, Mrs, Griffiths. 

Mr. Henderson. 

Mr. Henperson. Mr, Gidney, I am very much interested in yow 
report, and I compliment you for it. Time hi as almost expired here, 
but do you have a suggested amendment for this pension plan that you 
suggest ¢ 

Mr. Gipnry. We can furnish one. We had one at the time we went 
before the other committee. It was discarded, but we have one. 

Mr. Henperson. Could this committee have the benefit of that / 

Mr. Gipney. We would be delighted. 

(The information requested above is as follows :) 

TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRE _ 
Washington 25, July 22, 1957 


Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 
My Dear Mr. CHarRMAN: In response to the request made by Representative 
Henderson at the hearings this morning on H. R. 7026 and 8. 1451, there is en- 
closed herewith a draft of the propesed legislation designed to implement our 
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recommendation with respect to administration of pension and profit-sharing ac- 
counts of national banks. 
Sincerely yours, 


Ray M. Groney, 
Comptroller of the Ourrency. 


No. 454 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That any national banking association may, 
by its board of directors, establish retirement or pension accounts and profit- 
sharing accounts for the benefit of the officers and employees of the association, 
or, by its board of directors, join or become a participant with others in such an 
account. 

Such an account shall be managed by not less than three designated individual 
trustees with provision made for succession in the instrument creating the trus- 
teeship, except that in lieu of or in addition to one or more individual trustees, 
a corporate trustee or corporate cotrustee may be designated. The trustees of 
such accounts shall keep adequate records of all transactions, All such accounts, 
including those established without shareholder approval prior to the enactment 
of this Act, shall be approved by the owners of a majority of the shares of the 
capital stock of the association. 

No such account shall borrow or become indebted in any manner in an amount 
in excess of 5 per centum of the market value of the corpus of such account, 
except to the extent necessary to make disbursements to beneficiaries or partic- 
ipants required by the terms of the trust instrument. 

No such account shall puchase, own, or hold in its assets any real estate, equip- 
ment, or other property for lease to, use by, or for the benefit of the association, 
or any director, officer, or employee thereof, or their interests, or any affiliate of 
the association. 

Retirement or pension accounts established by any one national banking asso- 
ciation shall not purchase, own, or hold, in the aggregate, any shares of the 
capital stock of any one banking institution or trust company in excess of 5 
per centum of its outstanding shares. No retirement or pension account shall 
purchase, own, or hold any shares of the capital stock of any one banking insti- 
tution or trust company, the cost price or fair market value of which at the time 
acquired exceeds 10 per centum of the corpus of such account. 

Profit-sharing accounts established by any one national banking association 
shall not purchase, own, or hold, in the aggregate, any shares of the capital 
stock of any one banking institution or trust company in excess of 10 per centum 
of its outstanding shares, except that for the purposes of this sentence there 
shall be included any investment in such shares held in the association’s retire- 
ment or pension accounts. 

No limitation or prohibition of this section shall prevent the acceptance or 
ownership of shares received as stock dividends, or as dividends in kind, or 
pursuant to the exercise of preemptive rights. Nothing herein contained shall 
prohibit the continued ownership or holding of assets lawfully acquired prior to 
the date of enactment of this Act. 

In connection with the examination of any national bank, the Comptroller of 
the Currency may cause to be made examinations of the affairs of its retirement 
or pension accounts and profit-sharing accounts which are not administered by 
a corporate trustee which is independent of the association. 

The provisions of this section shall not apply to any unfunded insurance plan, 
and no association is prohibited from participating in such a plan with the 
approval of the owners of a majority of the shares of the capital stock of the 
association. 

The Comptroller of the Currency is authorized and empowered to promulgate 
such regulations as he may deem necessary to enforce compliance with the 
provisions of this section. 

Sec. 2. Everything herein made applicable to retirement or pension accounts 
and profit-sharing accounts of national banks shall be equally applicable to 


such accounts established by banks operating under the Code of Laws of the 
District of Columtia. 


Mr. Henverson. This bill we have before us is far more than just 
a mere recodification of banking law, is it not? 
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Mr. Groner. Well, I think the substantive additions are not very 
extensive. But it is a very good recodification, and did drop out a 
carload of useless provisions, and it puts everything in order so you 
can find things, which has not always been true. 

Mr. Henperson. Mr. Gidney, | have a letter here from the Ohio 
Bankers Association, with reference to section 32 (b). Their recom- 
mendation is: 

If this proposal can be properly safeguarded so that it will not be an instrument 
used primarily for the promotion of mergers, it should be supported. 

Is your objection to this provision that it cannot be properly safe- 
guarded, or do you have—— 

Mr. Gipney. Oh, yes, sir; that is purchase of stock. We oppose 
that, because the national banks cannot buy stock at the present time, 
and we think they can do their mergers perfectly well without that. 

Mr. Henpverson. By acquisition of assets ? 

Mr. Gipney. Yes, sir; by purchase of assets. This is not at all 
necessary. I think the Federal Reserve Board put it in, but we see 
no need for it. The Ohio folks say, “If this can be safeguarded”? 

Mr. Henverson. That is right. 

Mr. Gipney. In other words, we would rather favor the removal 
of this. 

Mr. Henverson. I see. 

That completes my questioning. 

Mr. Chairman, I have a letter from the Ohio Bankers Association 
that I ask unanimous consent to have inserted at an appropriate place 
in the record. 

The CuHarrman. Without objection, that may be done. 

(The letter referred to follows:) 


OunTO BANKERS ASSOCIATION, 
Columbus, Ohio, July 17, 1957. 
Mr. JOHN E. HENDERSON, 
House of Representatives, Washington, D.C. 

Dear JoHN: May we submit the enclosed memorandum reflecting the policy 
of the Ohio Bankers Association in regard to H. R. 7026, Mr. Brown of Georgia, 
proposed Financial Institutions Act of 1957. 

If the House Committee on Banking and Currency desires testimony beyond 
the enclosed, we shall be glad to comply, although we believe all the points 
covered by the memorandum will be adequately explored. 

You will note that the memorandum endorses a number of points included in 
S. 1451, by Mr. Robertson, of Virginia, the companion measure, as passed by 
the Senate. 

However, 1 or 2 questions are raised in regard to 8. 1451 and emphasis is given 
to some miscellaneous points, 

Respectfully, 
BELFORD P, ATKINSON, 
Erecutive Manager. 


RECOMMENDATIONS OF THE LEGISLATIVE COMMITTEE OF THE OHIO BANKERS ASSO- 
CIATION IN REGARD TO PROPOSED FINANCIAL INSTITUTIONS Act oF 1957 AND Re- 
LATED MATTERS 


Cumulative voting 


Section 26 (c) : Permission for shareholders of national banks to use cumula- 
tive voting in the election of directors when the articles of association so provide, 
should be supported. Similar Ohio law for State banks works well. 


Temporary stoek in another bank 

Section 32 (b): If this proposal can’ be properly safeguarded so that it will 
not be an instrument used primarily for the promotion of mergers, it should be 
supported—but 90 days may be too long. 
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Real-estate loans 

Section 36 (a): A redefinition providing that a leasehold pledged.as security 
for a real-estate loan would be one having maturity of not less than 10 years 
beyond the final maturity of such loan, should be supported. 


Construction loans 


Section 36 (c): The proposal to permit national banks to make construction 
loans on industrial and commercial buildings, with maturity not to exceed 18 
months, provided there is a valid takeout agreement from a financially respon- 
sible concern, should be supported. The increase in the aggregate amount of all 
construction loans which a national bank can hold from 50 percent of capital to 
100 percent of combined capital and surplus, should be supported. Note: Ohio 
Assembly has just enacted State bank law similar to the provisions of the two 
paragraphs above. 

Industrial loans 

Section 36 (e) : The proposal to permit national banks to make loans to estab- 
lished industrial or commercial businesses with repayment from the operation 
of such borrowers, whether or not secured by a mortgage on real estate, should 
be supported. The committee feels that amortization and maturity of not more 
than 10 years, should be required. 


Limit of indebtedness 

Section 37: The proposal that national banks be permitted to borrow up to an 
amount not exceeding the amount of the combined capital paid in and unim- 
paired surplus of such national bank, should be supported. 


Reports by national banks 

Section 52 (a): The proposed extension to allow national banks 10 days to 
comply with call reports, should be supported. The repeal of present law re- 
quiring national banks to report declaration of dividends to the Comptroller, 
should be supported—the information is otherwise available. 


Loans to executive officers 

Section 28 (e) : The proposal to permit executive officers to borrow up to $5,000 
unsecured from their own institutions, and the right to borrow up to $25,000 
(rather than $15,000) on homes for personal occupancy, should be supported. 


Federal Home Loan Bank—Supervisory authority 


Section 4 (d): Any proposals to have the powers, present and future, of the 
Federal Home Loan Bank Board spelled out in the statutes, should be supported. 

The word “bank” should be eliminated from the name “Federal Home Loan 
Bank Board.” 
Federal Savings and Loan Association branches 

Section 6 (c) : The proposal that Federal savings and loan associations should 
not be permitted to establish branches, except in conformity with the laws and 
practices of the States governing the establishment of branch offices of State- 
chartered savings and loan associations or banks, should be supported. Branches 
across State lines should be prohibited. 


Federal credit wnions 

Section 15: Maximum loan limits on Federal credit unions should not be in- 
creased and control over such limits should remain in the statutes. 
Payment of insurance 

Section 406: Extreme care should be taken to prevent the nature of an insured 
deposit or an insured account from being changed by either the Federal Deposit 
Insurance Corporation or the Federal Savings and Loan Insurance Corporation. 


MISCELLANEOUS 
Payment of interest 
Caution: Any language used to define or regulate payment of interest on de- 
posits should be so clear that it cannot be interpreted to prohibit the voluntary 
absorption of certain State taxes on deposits by banks. 


Bank mergers 


Control over bank mergers should be in the hands of appropriate bank super- 
visory agencies, but without prejudice to the powers of the various State authori- 
ties when a State-chartered institution is involved. 
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Nutional branches and States rights 

If a national bank acquires another bank located within the same county, the 
purchasing bank should be governed by its State law in regard to the operation 
of branches. 
Postal savings 

The Postal Savings System should be abandoned as early as practicable. 


Hqual taxes 

In any revenue measure, or otherwise, provision should be made for at least 
approximate equal taxation of all financial institutions regardless of their corpo- 
rate nature. The same principle should apply to other fields of business. 

The Cuarrman. Mr. Vanik. 

Mr. Vang. Mr. Chairman, I have a few questions, but the House 
is now in session, and I would like to get to the floor as quickly as 
possible. 

The Cuarmman. You may proceed with your questions. 

Mr. Mourer. Mr. Chairman, I make a point of order. The House 
is in session. 

Mr. Parman. Just a minute. 

May I ask the witness, Mr. Chairman, to bring certain informa- 
tion when he comes back, so as to shorten the time? 

The Cuatrman. Yes, sir. 

The House is in session, Mr, Gidney, so we will adjourn. 

Can you return tomorrow morning ¢ 

Mr. Gipney. Yes, sir. 

The Cuarrman. We will adjourn, to reconvene tomorrow morning 
at 10 o’clock. 

Mr. Mutrer. The reason I make a point of order, Mr. Chairman, is 
because there are only seven members of the committee here at the 
present time. I think this is too important a matter to have so few 
members. 

The Cuamman. Your point of order is sustained, Mr. Multer. 

You will come back tomorrow morning, Mr. Gidney? 

Mr. Giney. Yes, sir. 

The Cuarman. Very well. 

We will adjourn, to reconvene tomorrow morning at 10 o’clock. 

(Whereupon, at 12:10 p. m. the committee adjourned, to reconvene 
at 10 a. m., Tuesday, July 23, 1957.) 
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TUESDAY, JULY 23, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, Messrs. Brown, Patman, Multer, Ad- 
donizio, Barrett, Reuss, Vanik, Rutherford, Coad, Anderson, Talle, 
Kilburn, McDonough, Betts, Mumma, Bass, Seely-Brown, Siler, 
Henderson, and Chamberlain. 

The Carman. The committee will be in order. 

We will resume the hearings and continue with the testimony of 
Mr. Gidney, Comptroller of the Currency. 

Mr. Rutherford. 

Mr. Ruruerrorp. No question at this time, Mr. Chairman. 

The CuHarrman. Mr. Henderson. 

Mr. Henverson. Mr. Chairman, I had asked my questions yester- 
day, sir. 

The Crarmman. Mr. Coad. 


FURTHER STATEMENT OF HON. RAY M. GIDNEY, COMPTROLLER OF 
THE CURRENCY; ACCOMPANIED BY L. A. JENNINGS, DEPUTY 
COMPTROLLER; ROY T. ENGLERT AND GEORGE E. McCONLEY, 
LEGAL DIVISION 


Mr. Coap. Thank you, Mr. Chairman. 

Mr. Gidney, I have some questions, first of all as they might relate 
to the actual duties of your office. 

As I understand, you are the regulator of the currency as such. 

Mr. Gipney. I think that I have the name of Comptroller of the 
Currency, but I have no functions for regulating the currency. 

Mr. Coan. All right, but you are the one that, in essence, keeps 
track of the currency, where it is, its value, and that sort of thing. 

Mr. Gipney. I would have to demur to that. We are simply an in- 
strumentality; we are custodians through whom the currency passes 
on its way to the Federal Reserve banks, and back for destruction. 

Mr. Coap. Thank you. As to travelers checks, do you have anything 
to do with those who do issue them ? 

Mr. Gioney. We do not have anything to do with them. They are 
issued, as far as my knowledge goes, by American Express Co., over 
which we have no jurisdiction; I think the First National City Bank of 
New York issues them, I think the Bank of America issues them, per- 
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haps the First National of Chicago—they are under our supervision, 
however, those three banks. 

Mr. Coap. Inasmuch as they are under your supervision, are their 
activities included in this bill in any regard, from that standpoint! 

Mr. Gipnry. Do you mean, are there provisions in this bill relating 
specifically to traveler’s checks? 

Mr. Coap. Yes. 

Mr. Gipnery. I think not. 

Mr. Coan. So much for traveler’s checks. 

You are aware of the entire military pay certificate program? 

Mr. Gipney. I don’t think I know very much about that, or any- 
thing about it. 

Mr. Coan. That does not come under your domain at all? 

Mr. Giupney. I think not. Does it, Mr. Jennings? 

Mr. Jenninos. No, it doesn’t come under our supervision at all. 

Mr. Coap. Under whose department does it come? 

Mr. Jenninos. I believe it would be the Department of Defense. 
I was in the Army for a short while and knew a little bit about it, 
but it doesn’t come under the Office of the Comptroller of the Cur- 
rency at all. \ 

Mr. Coap. I am aware that the American Express Co. has its 
branch offices on the bases of our overseas bases. 

Mr. Jenninos. That is correct. 

Mr. Coap. Do you mean that the Defense Department can make 
banking rules of its own? 

Mr. Jennineos. Oh, no. 

Mr. Gipney. I see what you are thinking of. The Treasury makes 
agreements, or arrangements with banks to provide—with banks 
and American Express—to provide services to the military. 

Mr. Coap. That is what I was getting at. Are any limitations 
included in the Banking Act having to do with these banking deals 
and transactions that go on at overseas bases? 

Mr. Giwney. I believe not. 

Mr. Coap. You mean we have no Federal program that relates to 
our overseas banks? 

Mr. Gipney. Oh, yes; I think you should get the Assistant Sec- 
retary of the Treasury here if you want to raise questions on that, but 
T think there is nothing in this bill which specifically refers to that 
subject. 

Mr. Coap. But you feel that there are Federal statutes that do 
regulate it? 

Mr. Gipnry. Well there are statutes which authorize the Secre- 
tary of the Treasury to require national banks to render services as 
fiscal agents, and perhaps that is in this bill. I think that is in here. 

Mr. Jenninos. Yes, I believe it is. 

Mr. Gmwnery. Yes, that is in section 42. That was in the law and it 
is carried forward in this bill. 

Mr. Coan. Do you feel that section 42 does everything that should 
be done in that regard ? 

Mr. Gwwnery. I haven’t had any knowledge of any place where it 
fails to accomplish what should be done. 

Mr. Jennincs. The activities of military facilities of national banks 
or the American Express Co. are limited to looking after the financial 
needs of military personnel on the posts. The outsiders—meaning by 
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that, civilian people who do not reside on the posts or work for the 
Grovernment—are not permitted to use the facilities. 

Mr. Coan. I understand that and agree with it. 

What I am interested in is if this entire banking operation that has 
to do with military personnel is merely a contract arrangement, that 
is contracted by the Treasury, and that there are no actual Teg: 1] limita- 
tions as far as statutes are concerned that control these activities, that 
is something that should be looked into. 

Mr. Jenninas. That is a matter that the Fiscal Assistant Secretary 
of the Tr easury operates. We have very little to do with it. 

Mr. Coap. Thank you. I appreciate your information. Mr. 
Chairman, I would like to request that this person who is the Fiscal 
Assistant Secretary of the Treasury come before this committee. 
That is all, Mr. Chairman. 

Mr. Mumma. Would the gentleman yield ? 

Mr. Coan. I yield. 

Mr. Mumma. May I ask you a question, Mr. Gidney? The Ameri- 
can Express Co. doesn’t go into all the ordinary banking business. 
They don’t loan money, do they ? 

Mr. Gipney. No, I believe not. 

Mr. Mumma. It is more of a depository, or transit arrangement. 
American Express Co, checks are ean all over the world. 

Mr. Gipnry. On the travelers checks, yes, On their arrangements 
with the military, I think those are mostly in foreign locations, ‘and my 
knowledge of it is just :Seinaan and I wouldn’t be able to help you very 
much on that. 

Mr. Mumma. In my district, local banks handle that. 

Mr. Gipnry. That is right. 

“he CoarrMan. General Anderson. 

Mr. Anverson. Mr. Gidney, I want to join my colleagues in compli- 
menting you on an excellent presentation. 

Mr. Gipney. Thank you. 

Mr. Anprrson. That, however, is not to say that I agree with all 
of the arguments and presentations that you have made, and I am sure 
some of the matters of disagreement will be brought up. 

Certainly the matter of your statement that competition among 
banks is adequately taken care of is subject to quite a bit of scrutiny, 
and unless a better case can be made for that, certainly I would favor 
action under the Clayton Act, or whatever other means might be re- 
quired in order to assure competition among the banks. 

Similarly, I am not prepared to accept your statement that we 
should abandon control over usury for national banks. 

Mr. Gipney. Oh, we do not propose to abandon control over usury. 
There is no such suggestion. 

Mr. Anverson. The portion of your presentation pertaining to 
section 35 I interpreted as meaning a considerable relaxation in the 
maximum rate of interest to be c harged. You propose to relieve them 
of the Federal limitations. 

Mr. Groner. Oh, no. 

Mr. Anperson. That is in here, and your presentation indicated 
that vou thought that you should step out of the picture if they com- 
peted with State banks, and let them simply go under the State law. 

Mr. Gipney. Could I say there that back as far as my memory goes, 
national banks have been allowed to have the rates permitted by State 
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laws, and that goes back to 1903. That is true in my State. And if 
there is no State statute, they are limited by the National Bank Act. 

But they have always been allowed the rates allowed by State laws, 
so that this, I think, doesn’t really change the situation. ‘This was not 
our particular proposal, I think those who seek it want to be sure to 
make it clear. 

Mr. Anverson. It is your feeling, then, that there will be no change 
in the actual practice in any instance ? ¢ 

Mr. Gipnry. That is the w ay I understand it, sir. 

Mr. Anprrson. That all national banks will continue to operate a 
they are now. 

Mr. Gipnry. That is substantially the case, and they will be allowed 
what State banks are allowed, and I think they generally are now. 

Some of the bankers, I believe, think they need to be a little more 
certain of that. 

Mr. Anprerson. Thank you, Mr. Gidney. I have several questions, 
and I will take up as many as I have time for in this 5 minutes, and 
the others on the next go-around. 

Section 34 would provide for an increase in limits with respect to 
dairy cattle. Can you tell me why we treat only of dairy cattle? 

Mr. Gipney. W ell, the other types of cattle have been allowed this 
exception, and it is our belief that dairy cattle should be rated just as 
well as the others, perhaps better. 

Mr. Anperson. So that this will only bring the dairy cattle into 
the same position as feed cattle and range cattle. 

Mr. Gipner. That is right. Is that right, Mr. Jennings? 

Mr. Jenninos. That is correct. 

Mr. Anverson. In connection with the stock options, your proposal 
is based on a statement that the present wording is not workable, and 
you assume that we will know why it is not workable, and why we 
must make it read as you propose. 

Would you explain the reasoning ? 

Mr. Gipney. I will explain it as I understand it. That particular 
provision was not of our making, but as I understand, stock options 
are given to a valuable officer who is given an option to buy stock 
within a certain time at a certain price. 

Now it is thought best to have that price not too much below the 
market or book at the time he is given that option. That is the time in 
which this is set up. 

Now it seemed to us that it was perhaps inadvertent that they said 
what that relationship of price to book or market would be at the time 
it was exercised, which would be several years, perhaps, later than the 
granting of the option, and if it were that way—it could be done that 

way—it would simply mean that at that time he would get a 15 percent 
discount on buying the stock. 

Now if he obtains the option to buy it when it is worth a hundred, 
and is to pay a hundred for it, and it goes up to 200, he would have a 
greater profit than would be represented by a 15 percent discount. 

I think the intention of those who asked for the bill is to have the 
contract made at the time the option is granted, to set the price then, 
and not set it at the time the option is exercised, which is quite an un- 
certain thing. 

The Cnarrman. The gentleman’s time has expired. 
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_ Mr. Gidney, do you favor any extension in the present law provid- 
ing for the Justice Department taking action when there is a substan- 
tial lessening of competition or tendency to monopoly in mergers? 

Mr. Gipnrey. Well, the Sherman Act has been present for something 
like 60 years, and I see no occasion to change the Sherman Act, which 
the Department of Justice has available if there is a monopoly. 

The Cuarrman. Do you favor having joint jurisdiction between the 
Justice Department and the administrative agencies ¢ 

Mr. Grwnzy. I think it is better to have it in the administrative or 
supervisory agencies, who are familiar with the field, who have func- 
tioned in it through the years, and that is where we think it should 
remain. 

The Cuamman. Under the present law, if there is a substantial 
lessening of competition or tendency toward the creation of a monop- 
oly, the Department of Justice has jurisdiction with reference to the 
merger effected by the purchase of stock ? 

Mr. Groner. That is true. 

The CuarrmMan. Do you favor that? 

Mr. Gipnery. Well, that statement is only partly true, because there 
are various exceptions to that. The Interstate Commerce Commission 
has jurisdiction as to railroad mergers, and with supervision by the 
Federal Communications Commission, the Federal Power Commis- 
sion, the Civil Aeronautics; mergers in those fields are specifically ex- 
empted from the application of section 7 of the Clayton Act. 

And these cover regulated industries, Mr. Englert reminds me, and 
of much more recent regulation, some of them, than is the case for the 
banks. Your banking regulation is longer developed and I would say 
at least equally well developed. 

The Cuatrman. National banks have no authority to buy stock in 
other banks, have they ? 

Mr. Gipnry. They donot. There are no bank mergers accomplished 
through purchase of stock that I know of. 

‘The CuarrMan. Is that the reason—because the banks have no au- 
thority ? 

Mr. Giwney. I think that is substantially the reason, sir. 

The CuarrMan. That would be an effective reason. 

Mr. Gipney. Yes, sir. And I noticed in the statement by Mr. Han- 
sen that the mergers have taken the form they did to avoid section 7. 
I think that is completely unwarranted. I don’t think section 7 had 
anything to do with it. They can’t do it by buying stock. They did it 
in the way they are authorized by law to do it. 

The Cuarrman. When the Clayton Act was passed, it was then the 
intention to prevent mergers by the acquisition of stock. And as na- 
tional banks had no power to buy stock, it was ineffective. 

Now the suggestion for the change in the present law, that the De- 
partment of Justice should be permitted to prevent mergers when they 
are accomplished by the acquisition of assets would make that law 
effective ? 

Mr. Gipnry. Well, that law has never really applied to banks. It is 
true that that law may apply where a holding company purchases the 
stock of a bank. We think it does. 

Section 7, we think, does apply in such a case, but it has never ap- 
plied to mergers or consolidations of banks. 
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The Crarmman. The law specifically exempts banks from the 
operation ? 

Mr. Gipney. Well, it specifically exempts them by saying, I think, 
that the section applies only to corporations that are subject to the 
jurisdiction of the Federal Trade Commission, so that in that way, it 
exempted banks clearly ; yes, sir. 

The Cuatrman. Of course, banks are regulated by other agencies, 
but as a fundamental principle, why should a merger of banks be 
exempted from the operation of the law? It seems to me to be a 
monopoly—a monopoly of money and credit is about as effective a 
monopoly as can be conceived. 

Mr. Gipney. It isn’t suggested that they are exempt from the Sher- 
man Act which deals with “monopoly, and in 60 years I believe there 
has been no direct action brought against a bank or banks on that 
ground. 

The Cuatrman. In 60 years there has been no action against the 
banks ? 

Mr. Gipney. No direct action. Mr. Hansen referred to some actions 
against investment bankers, in which there were some ancillary refer- 
ences to banks, but I think it is stated in the Senate debate by Senator 
Fulbright that 60 years hasn’t brought any actions. 

The CuamMan. Well, the concentration of economic power, and 
the contro] of money and credit, would be a very effective monopoly, 
wouldn’t it, if it could be effected ? 

Mr. Gipney. If it could be effected; yes, sir, that would be true. I 
think if you will look into the communities that you know and we know, 
you will find that they are competing with each other most fiercely. 
That is what they tell me, and I can see it. 

The Carman. What harm would there be in giving them this 
authority? You don’t think it would be used without reason, do you? 

he Sherman Act hasn’t been used, you say, in 60 years. 

Mr. Gipney. Well, this section 7 is stated to do things that can’t 
be done as easily under the Sherm: an Act. The thing that troubles 
us greatly about the proposal is that it makes this determination of 
competition the sole basis for flee iding whether a merger should be 
permitted or not. There are many other factors which are recited 
in the bill which is proposed, and those are, in brief, the standards 
which are mentioned in the Federal Deposit Insurance Act, in con- 
nection with charters, and so forth. 

And then, I think it is a fact that the determination of what is 
substantial lessening of competition has been narrowed down to a point 
where the application of percent: iges determines the point, or appar- 
ently is thought to determine it conclusively. 

There has been one case, I understand, where having 7 percent of 
the business was held to be a substantial lessening of competition. 

We think that that provision doesn’t fit banks at all well, and that 
it is much better to have the banks subject to the supervision, in this as 
in other matters, of the supervisory agencies, rather than turn it over 
to the Justice Department which works with specialized m: utters, | wit h 
standards that are not applicable, which doesn’t have familiarity with 
the business, and for various other reasons. 

I think it might be well for me to introduce here a letter which we 
sent to the Senate when they were considering this bill. I would like 
to make a comment and then introduce the letter. 
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The CuarMan. The letter may be inserted in the record. 

Mr. Groner. I would like to comment briefly on the testimony 
of Assistant Attorney General Hansen before this committee last week. 

In response to a question from the chairman, Judge Hansen stated 
that he assumed that the reason bank mergers are by means of asset 
acquisitions rather than stock acquisitions was that banks are desirous 
of avoiding section 7 of the Clayton Act. 

The fact is that national banks and State banks which are members 
of the Federal Reserve System may not own stock either in banks or 
other corporations with very limited exceptions. Consequently, bank 
mergers cannot take place by means of stock acquisitions, whereas 
there is express authority for bank mergers by assets acquisitions. 

I think this point should be made clear to the committee. As I 
mentioned earlier, there is contained in this bill a provision which 
would authorize national banks and State banks of the Federal Re- 
serve System to purchase and hold for not to exceed 90 days stock of 
another bank as a step in a proposed merger. We are opposed to this 
provision. 

In Judge Hansen’s statement before the committee, there was con- 
tained a footnote which listed four cases brought under the Sherman 
Act in which banks were defendants. We wish to point out that in 
none of these cases were bank mergers or consolidations involved, and 
therefore, they are not pertinent to the discussion of section 23 

In connection with Judge Hansen’s recommendation that there be 
inserted in section 23 an antitrust savings clause analogous to that con- 
tained in the Bank Holding Company Act of 1956, I would like to 
insert in the record a copy of a letter which I wrote to Senator Robert- 
son at the time such a proposal was before the Senate. 

In this letter it was pointed out that section 23 is not analogous to 
the Bank Holding ¢ ‘ompany Act, that that act proposed restrictions on 
acquisitions of stock by bank holding companies, and that such acquisi- 
tions of stock are and have been for many years subject to section 7 
of the Clayton Act and the savings clause to preserve the applicability 
of that section was apparently deemed necessary. ‘ 

Section 7 of the Clayton Act is not applicable to bank mergers, and 
therefore the insertion of an antitrust savings clause in section 23 
would appear to be for practical purposes meaningless unless there is 
adopted an amendment to section 7 of the Clayton Act making it ap- 
plicable to bank mergers. 

That this is so was conceded by Judge Hansen at page 20 of his 
statement. 

The letter is rather lengthy, and perhaps it would be just as well if 
I simply turned it over to your reporter. 

( The letter referred to is as follows:) 

MarkcH 20, 1957. 
Hon. A. WILLIS ROBERTSON, 
United States Senate, Washington, D.C. 

My DrAR SENATOR: You have requested that we advise you of our views on 
the amendment proposed by Senator O’Mahoney to S. 1451. This amendment 
would add at the end of section 23 of title III, the Federal Deposit Insurance 
Act, the following: “Nothing contained in this chapter shall be interpreted or 
construed as approving any act, action, or conduct which is or has been or may be 
in violation of existing law, nor shall anything contained in this chapter con- 
stitute a defense to any action, suit, or proceeding pending or hereafter insti- 


tuted on account of any prohibited antitrust or monopolistic act, action, or 
conduct.” 
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The proposed amendment is a savings clause which would prevent section 23 
from being used as a defense in any antitrust litigation. Since section 23 ap- 
plies to bank mergers consummated by asset acquisitions which are not now 
subject to the Clayton Act the adoption of the savings clause at this time would 
appear to be, for practical purposes, meaningless. 

We are disturbed, however, at the implications which might arise from its 
adoption by the Senate. At the time of introducing the amendment Senator 
O’Mahoney stated that there is now pending before the Senate Committee on the 
Judiciary a bill to amend the Clayton Act, which would have the effect of bring- 
ing bank mergers under the application of section 7 of the Clayton Act, and that 
the purpose of adopting the antitrust savings clause would be to insure that 
further consideration of bills which would subject all bank mergers to section 7 
of the Clayton Act could be contemplated by the Judiciary Committee. As you 
know, the Treasury Department is opposed to amendment of section 7 of the 
Clayton Act in such a way as to make that section applicable to bank mergers, 
but jointly with the Board of Governors of the Federal Reserve System and the 
Federal Deposit Insurance Corporation proposed the language now incorporated 
in section 23 of the Federal Deposit Insurance Act as an alternative proposal. 
This language is identical with S. 3911 of the 84th Congress which was passed 
by the Senate during 1956, but too late to be acted upon by the House of Repre- 
sentatives. Our reasons for favoring this approach have been fully stated both 
before your committee and before Senator O’Mahoney’s committee. 

It would be anomalous, in our view, for the Senate to adopt section 23 and sub- 
sequently to amend section 7 of the Clayton Act to make that section applicable 
to bank mergers, since these two sections would be inconsistent with each other 
in addition to overlapping. They are, indeed, alternative proposals and adoption 
of one would seem to preclude action on the other. 

We strongly favor enactment of section 23 which is the method of giving 
greater control over bank mergers to Federal authorities favored by the 3 bank 
supervisory agencies as well as by the American Bankers Association, the Ameri- 
can Bar Association, and the Association of Reserve City Bankers. If it is 
adopted, we assume that the Congress will not at the same time adopt language 
raising an implication that further consideration will be given to legislation 
which would be inconsistent with, and have the effect of nullifying, the approach 
to greater control over bank mergers taken by section 23. 

In his statement Senator O’Mahoney also referred to a similar provision con- 
tained in the Bank Holding Company Act of 1956. However, section 23 is not 
analogous to the Bank Holding Company Act. That act imposed restrictions 
on acquisitions of stock by bank holding companies. Such acquisitions of stock 
are and have been for many years subject to section 7 of the Clayton Act and a 
savings clause to preserve the applicability of that section was apparently 
deemed necessary. Section 7 of the Clayton Act is not applicable to bank 
mergers, and, therefore, there can be no question of preserving its applicability 
to such mergers. 

For the above reasons we are opposed to adoption by the Senate of the amend- 
ment to section 23 of title III of S. 1451 proposed by Senator O’Mahoney. 

Sincerely yours, 
Ray M. Grpney, 
Comptroller of the Currency. 


Mr. Mutter. Who wrote the letter ? 

Mr. Gipney. I wrote the letter to the chairman of the Senate Sub- 
committee, Senator Robertson. 

The Cuatrman. What was the reason for inserting in the bill the 
provision that national banks might purchase the stock of banks and 
hold it for a period of 90 days in contemplation of a merger ? 

Mr. Groner. I think that was inserted at the suggestion of the 
Federal Reserve Board, and I don’t know why they inserted it. 

Mr. Jennrnos. I can point out that in the State of California State 
banks are permitted to effect consolidations or mergers by means of 
one bank acquiring the stock of the other bank, 

We don’t believe that it is necessary to provide parity between State 
and National banks to that extent. It isn’t necessary in our opinion 
for a bank to acquire the stock of another bank, even with our ap- 
proval, as a means of effecting a merger or consolidation. 
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The Cuarmman. You don’t think that would be desirable ? 

Mr. Jennrnes. No, I don’t think it would be desirable for this 
reason. If the acquiring bank has picked up the stock of a bank that 
is to be acquired, the consolidation statutes, the merger statutes, re- 
quire that both groups of shareholders hold ‘meetings, -and two-thirds 
of the stock of each bank must be voted in favor of the merger or con- 
solidation. 

Now, if the acquiring bank has already picked up 66% of the stock 
of the other bank, the shareholders of the acquiring bank are in an 
impossible position. They pretty much have to vote for the consoli- 
dation because their bank, using bank funds, has already acquired 
the stock of the other bank. We don’t believe that the action of the 
shareholders of the acquiring bank should be foreclosed through the 
action of their bank acquiring the stock before their shareholders have 
given approval. 

Mr. Gipney. Mr. Chairman, I think, also, it isn’t needed. We find 
that banks do find ways to consolidate and merge without having 
this power. We would prefer to leave it as it is. 

The Cuatrman. It is not desirable to make mergers easier. 

Mr. Gipney. Well, not in this particular way, at least. 

The Cxarrman. Well now, you say that the agencies have a certain 
standard and formula that apply to mergers. ‘Isn’t whether or not 
a merger should be effected a judicial question, which depends on the 
particular conditions of the area at the time the merger is attempted 
to be effected 4 

Mr. Gipney. I think that isa fair statement. 

The CHarmman. You would have to try that upon all the facts 
incident to the case. 

Mr. Gipnry. You would have to assemble the pertinent facts, which 
we do. 

The CHarmman. Wouldn’t that, in a sense, be a judicial question ? 

Mr. Gipnry. Well, I suppose perhaps you might say so. We have 
to exercise judgment on it, and of course one thing—this is in the 
supervisory agencies—a very large part of the material needed for the 
considerations is available, and as current, and part of our daily work- 
ing knowledge, and I think that from the point of view we jn the 
supervisory agencies—and I don’t mean our office alone—have better 
competence than the Department of Justice. 

The CHatrman. 1 think, before any action is taken, that all of the 
agencies which have knowledge of the facts should confer and get the 
information that the Government has from all its sources. 

Mr. Gipney. One feature that this proposed bill has is that in order 
to work on uniform standards we should consult with the other agen- 
cies on each of these mergers so that we will develop a fairly standard 
procedure, and a set of standards. 

The Cuarmman. There is no well-founded objection, anywhere in 
this country, to free enterprise, and free opportunity for every man 
to increase his holdings to any size, if he operates properly. Bigness 
is not something that we are opposed to. Isn’t that true ? 

Mr. Gipnry. I should think that should be so. 

The Cuarrman. But when 2 or 3 banks attain immense growth, and 
then, not by natural process of growth but by processes of merger, they 
become 1 bank, I think it often results in a very undesirable condi- 
tion which ought to be prevented. 
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Mr. Gipney. I think there again you would have to look at the facts 
in each case. Our largest bank in this country has had one merger in 
4 years. And that was very tiny. And yet they grow at a pace that 
continues to keep them up in front as the largest bank. 

The Cuarrman. How many applications for mergers are on your 
desk at the present time ? 

Mr. Gipney. I think I have some figures here. On the desk at the 
present time, I think, very few. Mr. Jennings thinks we might have 
5or6. I don’t remember that many, but that might be right. 

I think our office becomes dramatized a little bit, because we have 
them coming from 48 States, and they are of course taking place in 
those States between State institutions, which run up to a comparable 
number, sometimes greater in number, sometimes greater amounts, and 
sometimes not so great. But we find that the number in each State is 
not very great. But with those from 48 States rolling in to 1 center, we 
become a little more dramatic in some of these things than the State 
people do. 

The Cuamman, Are not the applications for mergers violently 
objected to by the independent bankers of the community ? 

Mr. Gipney. I would say not. I think we have had no objections 
from the independent bankers of the community. We have had ob- 
jections from the secretary's section of the Independent Bankers As- 
sociation. But 1 don’t recall an objection from the independent 
bankers of the actual community. 

The Cuatmrman. Don’t the independent bankers usually object to 
the great majority of mergers? 

Mr. Gipney. Not to the great majority. I think we have had a 
very limited number of letters from them. We may have had some, 
but not running up to a majority, certainly not running up to 5 per- 
cent and probably not to 1 percent of the total number. 

The Cuamman. In some cases they are very violent, I know. 

Mr. Gipnry. Well, they are vigorous in expression in some few 
cases, yes, sir, 1 will say that. 

The CxHamrMan. What proportion of the applications for mergers 
are granted by the supervisory agencies? 

Mr. Gipnry. Well, I think a large percentage of them are. We 
haven't disapproved very many, and I don’t think the States have dis- 
approved very many. 

I remember, perhaps, only about three cases of States disapproving 
them. One was in Mr. Mumma’s State, Pennsylvania, in fact, right 
where you live, Mr. Mumma, where the secretary of banking dis- 
approved the mreger of a large bank in Harrisburg with a bank in 
Carlisle. They went to the supreme court for the State of Pennsyl- 
vania, which said that he had exceeded his powers under the existing 
laws in disapproving that merger, and I think he has since had 
amendments to the laws which have restored his powers in that 
respect. 

And, of course, that decision was somewhat of a stop, look, and listen 
sign to any other supervisor, because the supreme court said, as, I 
recall. that in the absence of specific standards for his disapproval, 
he didn’t have the power. So it was sort of a stop, look, and listen 
sign for other supervisors, including myself. 

The CxAarmman. Does the opposition to the mergers frequently 
come from the State supervisory authorities? 
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Mr. Gipnry. We don’t have opposition rolling to us except from 
the folks that you have mentioned, the independent bankers. The 
public seems to take them with approval, and we don’t have much 
opposition coming up to us. j 

You see, we don’t get a merger proposal unless the directors of the 
banks concerned have voted it, and it can’t go through unless two- 
thirds of the stockholders of each bank approve it. So, generally, it 
seems to he ive more public support than you might think. 

The Cuaimman. You had no authority in “the Chase-Manhattan 
merger ¢ 

Mr. Gipney. Not at all, because that, under the two-way street law, 
was a national bank going to a State bank. There was a technical 
question there, as to whet her the two- way street law was fully applic- 
able because the statement was made that Manhattan couldn’t merge 
into the Chase, because it had a charter as a water company, and would 
require a hundred percent vote of the stockholders for consent to 
merge the other way. 

We wrote a letter to the superintendent of banks to ask him if he 
was satisfied that the two-way street law was applicable, and he said 
that he was advised by counsel that it was applicable, and he approved 
that merger. We hi id nothing to say about it other than to write a 
letter saying, in effect, “This national bank has departed our jurisdic- 
tion, in apparently a regular manner. 

The CuarrmMan. Is your opposition to the Justice Department hav- 

ng jurisdiction in the matter based upon the fact that you think they 
woald interpose often when there was no reason for their doing so? 
Don’t you think they would cooperate with you, and that they would 
only come in in cases where they thought it was justified ? 

Mr. Gipnry. I don’t want to call names or say rough things about 
another department, because they are nice folks, and we think they are 
all right. 

We sent a letter to them in December about a place where we thought 
there might be applic: abilit Vy of section 7 of the C layton Act, or of the 
Sherman Act, and we have not yet had a reply from them to enable 
us to know whether we should go ahead or not. 

We observed that the information they have desired in certain cases 
has been minute, and we thought not particularly helpful, so we think 
that our banks would be in a very difficult position if that uncertainty 
were held over them. 

The Cuatrman. We have given them a power which is entirely in- 
effective. If we would include the acquisition of bank assets, we would 
give them a power which would help them carry out the intent of Con- 
gress, isn’t that true? 

Mr. Gipney. I don’t know what Congress intended. We are told 
they intended various things. But what gets into the law, I presume, 
is what they intended. 

The CHatrMan, Well, it is the obvious intent of the law to stop 
mergers. And we gave them a power which was entirely ineffective. 
If we gave them a power that was effective, that would carry out that 
intent. 

Mr. Gipnery. Well, the intent of Congress is somewhat indicated by 
the specific exemption of several regulated industries. There are none 
better regulated than the banks. And there are none more important 
than the banks. 
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I think the evidence of Congress’ intent can be found in those spe- 
cific exemptions. 

The Cuarrman. Turning to the issuance of preferred stock, you 
said that that provision would only be used in cases of emergency. 

Mr. Gipnry. Not if this law is passed in this form. 

The Cmarrman. The law doesn’t limit it to that. 

Mr. Giner. Not as proposed, no, it would not limit us to that. In 
fact, we would have to, as was bronght out by questioning by Mrs. 
Grifliths, I believe, we would have to give that provision sensible, rea- 
sonable interpretation, and if we are satisfied that it was the most prac- 
tical way of handling a desirable increase in a particular case, we 
would have to give our consent. 

I think we have disclosed our belief that preferred stock is better 
reserved for trouble periods and trouble cases. I don’t know whether it 
would be helpful to the committee, but I was very close to the troubles 
of the banks in the early 1930s, and had we then had authority for is- 
suance of preferred stock, it would have been tremendously helpful, 
and might have avoided many troubles. And if that had been coupled 
with an early and timely power to the Reconsrtuction Finance Corpo- 
ration to buy preferred stock, it is quite possible that the course of the 

early 1930s depression would have been mitigated and changed and 
that we might have had very much less trouble. 

We would not like to lose that ability to issue paeereed stock in 
times of trouble. We think it can be tremendously helpful. We don’t 
think very well of it as an every-day weapon or facility. 

The Cuatrman. The Reconstruction Finance Corporation did pur- 
chase a great deal of it. 

Mr. Gipnry. But it didn’t get into it early enough. It was trying 
to handle the situation by making loans to the banks. There was a 
very noble man from Utica in charge of their New York office who 
later became a member of the RFC Board, and I remember his sayin 
to me early in the period: “If we only had the power to issue prefer | 
stock or take preferred stock.” 

Unfortunately, that power came late, as I see it. 

The Cuatrman. The stock was permitted to be issued then because 
of the emergency conditions; isn’t that correct ? 

Mr. Giney. That is right, and that served a very useful purpose. 
Even late as it was, it did great things for bolstering our banking 
system. 

The Cuatrman. Do you think that that should be the essential pur- 
pose for issuing this type of stock ? 

Mr. Gipney. That is what we would like to have it for. There are 
some good people who differ with us on that, and who think it should 
be more of an every-day use. 

The CHarmman. It was very successfully administered by the Re- 
construction Finance Corporation. 

Mr. Gipney. Wonderfully well; yes, sir. 

The Cuarmman. I remember they held some of that stock for many 
years, 

Mr. Gipnry. They have two blocks remaining, either preferred 
stock or debentures, up to this moment—that is, the Treasury has. 

Mr. Krrzurn. Mr. Chairman, would you yield to me? 

The Cuarrman. Mr. Kilburn. 
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Mr. Kireurn. You feel that preferred stock should only be issued 
in case of trouble ? 

Mr. Gipnry. I think it would be better if it were reserved for emer- 

encies. 

The Cnarrman. And not issued for any other purpose? 

Mr. Giwney. Yes, sir. 

Mr. Kirsurn. [agree with you. 

The Cratmman. Mr. Gidney, you say you are in favor of the cumu- 
lative voting of bank stock being optional ? 

Mr. Gipnry. That is right. 

The Cuatrman. Why 

Mr. Grpnry. Well, of course, that not of our introduction. That 
has been introduced, I believe, at the instance of the American Bank- 
ers Association. 

The Cuarrman. The American Bankers Association is in favor of it ? 

Mr. Grwney. Of that change, yes, sir; and we think they are right, 
and we so indicated when they talked to us about it, and we have 
supported the change since. 

The Crarrman. And the Independent Bankers Association is in 
favor of it? 

Mr. Gipney. I believe so; yes, sir. 

The Cuamman. What are their reasons for being for it? 

Mr. Gipnry. Well, the reasons that I get are, from what we are 
told by a great many banks, that very unhappy and undesirable situa- 
tions arise through its exercise. I talked to a banker last week, who 
said, “I have had 38 years of banking experience”—and he is a very 
distinguished banker—“and I don’t know of a case where it has been 
used in a helpful manner.” 

In my experience, I don’t know of a case where I thought it was 
used in a helpful manner. Someone else might differ. I think those 
who used it think it was very helpfully used, but it hasn’t seemed to me. 

The Cuateman. Those are all the questions I desire to ask. 

Dr. Talle. 

Mr. Tate. Mr. Gidney, one more word about preferred stock. 

Typically, a preferred stock has a prior claim on dividends; has 
It not’ 

Mr. Gipney. I should think almost invariably. Typically, yes, sir. 

Mr. Tatie. And typically, preferred stock has no voting right ? 

Mr. Gipney. I don’t think that is always true. I think sometimes it 
does have, and, it seems to me, that we would be faced with a nice 
question there under this provision of whether we would permit them 
to issue it without voting rights. I am not sure on that. It seems to 
me we should consider very carefully whether we should allow its 
issuance without voting right. I don’t know what the answer 
would be. 

Mr. Tatie. That was a question that came to my mind. 

Now, I am somewhat familiar with what occurred in the early 
1930’s when the Reconstruction Finance Corporation helped a number 
of banks by buying preferred stock. 

Mr. Gipney. Yes, sir. 

Mr. Taree. I have found, in eases that I know something about, 
that after the banks had gotten on their feet and felt rather secure, 
they were eager to get rid of the preferred stock. 
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So what you say, Mr. Gidney, and what my colleague, Mr. Kilburn, 
said, I agree with. I think it is a very good second string on one’s 
bow, to be used in emergency. I think it served well in the 1930’s, and 
as you say, Mr. Gidney, it would have served better had it been used 
early. 

Mr. Gipney. I think so. 

Mr. Tauix. The book you referred to yesterday, The Romance and 
Tragedy of Banking, by Mr. Kane, I read with great interest a good 
many years ago, and that is one book I have not forgotten. I have 
referred to it several times here since I became a Member of Congress. 

The No. 1 point made in that book, by Mr. Kane, and I believe he 
had served for 35 years as either Deputy or Comptroller of the Cur- 
rency—which is a long experience—the main point made was that the 
outstanding reason for success in banking is good management, and 
the outstanding reason for failure is poor management. 

Now, your position as Comptroller of the Currency is, therefore, an 
unusually important one, because you are the bishop in the whole field. 

Mr. Gipnry. Well 

Mr. Tatix. Archbishop, I should say. 

Mr. Gipney. I am just a young fellow trying to get along and try- 
ing to keep the folks doing well. 

Mr. Tatix. But it isa real responsibility. 

Mr. Gipney. It is, indeed, and we have to take it pretty seriously, 
because we never do get beyond the point where people will take the 
wrong turn, and we certainly want to do all we can to avoid any of 
these wholesale areas of trouble which we went through in the 
1930's. 

We recently had a most terrible situation. A banker was ques- 
tioned about some small items. He went away to the cemetery. He 
shot himself. It then developed that there was about $1,200,000 which 
was thought to be in the bank, which was represented by things that 
weren’t valid. 

To write finis to that chapter, if it stands up as well as we hope 
it will, the citizens of that town raised $1,770,000 to put that bank back 
on its feet, and it is now functioning again. A most dramatic thing, 
which shows that we can never get away from the hazards. If one 
kind isn’t present, some other kind is. 

Mr. Tatxe. At the time of the origin of the National Bank Act, back 
in 1863, one important function of the Comptroller of the Currency 
was to deal with national banknotes. 

Mr. Gipney. That is true. 

Mr. Tarte. Since that time, pocket money has been less important 
than checks drawn on deposits. 

Mr. Gipney. Yes, sir. 

Mr. Taiz. Have your functions changed materially since the early 
days, Mr. Gidney ? 

Mr. Gipney. Well, that particular function, of course, has gone 
away from us entirely. 

Mr. Tate. It is out of the picture. 

Mr. Gipney. It is out of the picture, and this law would eliminate 
all reference to it. It would be completely gone. It is practically 
gone now, and the remnant, which Mr. Coad asked about, we have 
retained the function—when Federal Reserve notes are printed, they 
are delivered to the Comptroller of the Currency, and they are sent 
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out to the Federal Reserve banks on the Federal Reserve Board’s 
order, so we just have a passing-through relationship, and in the 
redemption, they again pass through us, and we have a small division 
which handles that, the costs of which are reimbursed by the Federal 
Reserve Board. 

Mr. Tate. The purpose of issuing Federal Reserve banknotes was 
to replace national Paknaihe. % was it not? 

Mr. Gipnex. I don’t know whether that would be true. They were 
of the character of national banknotes. 

Mr. Parman. Federal Reserve banknotes, Dr. Talle? 

Mr. Tate. Yes, sir. 

What is the status of Federal Reserve banknotes at the present 
time ? 

Mr. Gipney. They have all been retired. That is to say, the money 
has been paid into the Treasury, so that it takes over the liability for 
them, and they have been retired so far as their holders have brought 
them forward. I think some are held as collectors’ items. 

Mr, Tatrx. That is my understanding of it. 

Mr. Gipney. Yes, sir. 

Mr. Tate. Would it be reasonable to ask for the record, that you 
supply a sort of table of the functions performed by the Comptroller 
of the Currency ? 

Mr. Gipnry. I think we would certainly be glad to do that. The 
material put in the Treasury reports, and that type of thing, is 
probably rather brief; that could probably be expanded. It would 
be a good exercise, to see what we really are. 

Mr. Tarte. I would be interested in it. It would help to reveal 
how conditions have changed since 1863. 

Mr. Gipnry. We will provide it. 

Mr. Tarie. IT don’t want you to go to too much labor. 

Mr. Gipnry. We will make it a sort of running summary. 

Mr. Tauie. Thank you. 

(The data requested above is as follows:) 

TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington 25, August 1, 1957. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: During the course of the hearings on 8S. 1451 and 
H. R. 7026, Representative Talle requested that we furnish to the committee a 
statement of the functions of the Comptroller of the Currency. 

The National Bank Act of 1868 and 1864 was described by the Supreme Court 
in 1882 as “constituting by itself a complete system for the establishment and 
government of national banks.” The principal functions of the Comptroller of 
the Currency relate to the chartering of new national banks and the examination 
and supervision of national banks and District of Columbia banks. The various 
functions of the Office are set forth in outline form as follows: 

lL. Chartering of new national banks.—Applications may be filed with the 
Comptroller of the Currency by not less than five natural persons. Minimum 
capital requirements in relation to the population of the community to be served 
are specified in the statute. The Comptroller of the Currency, as a matter of 
policy, obtains the views of both the Board of Governors of the Federal Reserve 
System and the Federal Deposit Insurance Corporation before acting on a new 
charter application. Thorough field investigations are made to provide the 
Comptroller with all pertinent facts for use in arriving at his final decision to 
approve or disapprove. 
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2. Examination and supervision of national banks.—The statute requires 2 
examinations per annum but authorizes the Comptroller to waive 1 of the 4 ex- 
aminations over a 2-year period. The examinations are made to determine the 
eondition, policies, and affairs generally of national banks. The scope of a na- 
tional-bank examination embraces every phase of banking activity found in the 
particular bank under examination. Its immediate and primary purposes are to 
determine whether or not the bank under examination is (1) solvent and (2) 
operating within the framework of applicable banking laws. All other purposes 
of a bank examination, ranging from counting the cash to gaging the strength 
of current management policies, have as their end result the determination of 
(1) solvency, present and prospective, and (2) the legality of the bank’s acts. 
In one sense, the primary purpose of bank examinations is the determination of 
solvency alone, because so many of the statutes affecting a bank’s operations 
have been enacted for the sole purpose of safeguarding solvency. The subordi- 
nate purposes of a bank examination, such as a determination of capital ade- 
quacy, have great importance, but all are corollaries of the two primary purposes 
noted above. 

3. Consolidations, mergers, purchase, and sales—The Comptroller must ap- 
prove or deny all applications to consolidate, merge, or purchase banks where the 
continuing or receiving bank is to be a national bank. Consideration is given to 
the character and competence of the individuals who will comprise the manage- 
ment of the continuing bank, the volume and relative seriousness of existing as- 
set weaknesses, the adequacy of capital structure, the earnings potential, the dis- 
position of unneeded banking properties, the legality of assets under the Federal 
banking laws if a State-chartered bank is involved, the appraised or fair value of 
assets in relation to book values so as to determine the exact amount of capital 
values in excess of deposit liabilities to be contributed by each bank to the con- 
solidated or merged institution, the proposed exchange of shares Owned by the 
shareholders of the existing banks for shares in the consolidated or merged 
institution, the equitableness of the proposed exchange of shares to both groups 
of shareholders, offices of the banks to be continued as branches, etc. If all 
of these factors are favorable, the Comptroller then gives careful consideration 
to the competitive aspects of the transaction to determine whether an undue 
reduction in banking competition might ensue if it were to be consummated. 
The Comptroller considers it essential to weigh and adequately evaluate the 
always important and frequently vital banking factors in conjunction with 
purely competitive factors so as to arrive at fair and well-balanced decisions 
in approving or denying bank mergers. 

4, Conversions.—In addition to chartering new national banks, the number 
of banks in the national banking system can be augmented by conversion of State 
banks into national banks with the approval of the Comptroller. It is normal 
procedure to have the applicant State bank examined by national-bank examiners 
so as to provide a basis for the Comptroller’s decision to approve or disapprove. 

5. Branch offices.—Since 1927, national banks have been permitted by statute 
to establish branches, with the approval of the Comptroller, provided State- 
chartered banks, similarly situated, are permitted by the laws of the State to 
establish branches. The statutes impose certain capital requirements which 
must be met by any national bank desiring to establish a branch. A field in- 
vestigation of each branch application is made by a national-bank examiner 
and the investigation report is used by the Comptroller to supply him with the 
necessary facts on which to formulate the basis of his decision to approve or deny. 

6. Insolvency and receiverships.—When a national bank becomes insolvent, 
the bank is closed, either by order of its board of directors or the Comptroller, 
The Comptroller appoints the Federal Deposit Insurance Corporation as re- 
ceiver. At the present time, only one old receivership is being administered by 
the Comptroller, and it is in process of being terminated. 

The Comptroller continues to hold approximately $2,800,000 owned by over 
1 million creditors of closed receiverships whose whereabouts are unknown or 
who have failed to claim their funds. When the final active receivership is 
terminated, the Comptroller contemplates asking the Congress to approve 
the transfer of these funds to the general fund of the Treasury subject to with- 
drawal for the purpose of paying any approved claims as they are presented. 

7. Investment securities.—The Comptroller of the Currency is authorized 








under the provisions of section 5136, Revised Statutes of the United States, to 
prescribe by regulation the limitations and restrictions under which national 
banks (State member banks are also bound by the regulation) may purchase 
investment securities for their own account and to define the term “investment 
securities,” 
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8. Capital and capital adequacy.—The statutes provide that the Comptroller 
must approve the sale of new capital stock by national banks; also, dividends 
payable on common stock, or any program involving a reduction in the capital 
stock. While not covered by specific statutes, the Comptroller considers it a 
primary function to require the sale of new capital stock by national banks that 
are considered to be inadequately capitalized. During the past 11 years through 
1956, 1,776 national banks have sold new capital stock to yield well in excess of 
$1 billion of new capital funds. An even larger number of dividends payable in 
common stock were consummated during this period with the approval of the 
Comptroller. 

9. Furnishing of information for guidance of individual banks.—The Federal 
laws governing national banks have been enacted, amended, codified, and re- 
worded piecemeal over a period of 94 years. Inevitably, the laws are not com- 
pletely consistent, and there has grown up a large body of administrative in- 
terpretations and opinions relating to specific types of situations. For many 
years, the Office has considered it part of its duty to furnish guidance to banks 
under its supervision with respect to the application of Federal statutes and regu- 
lations to proposed transactions or activities. Some such interpretative rulings 
are made by examiners in the course of examinations, The majority are made 
by the Comptroller’s Washington office in conference or correspondence with 
national banks. Beginning in 1948, the Comptroller compiled, published and 
distributed to national banks, and to others concerned with banks and bank 
supervision, a looseleaf Digest of Opinions of the Office of the Comptroller of 
the Currency. The Digest, which is sent without charge to every national bank, 
has been supplemented and revised almost annually since 1948. It is believed 
that the Digest has been effective in acquainting national banks with the appli- 
eation of laws and interpretations to a variety of situations frequently or 
oecasionally encountered in their operations. 

10, Servicability of the Office of the Comptroller of the Currency.—The Comp- 
troller of the Currency bears in mind that his Office is primarily an adjunct to the 
national banking system—in other words, that the welfare of the system, and 
hence the public, is the paramount objective, and the welfare and activities of 
his Office are important only to the extent that it benefits the system under its 
supervision. With this underlying principle in mind, a constant effort has been 
made to make the Office of the Comptroller of the Currency as effective as pos- 
sible. To the extent that bank supervision is intelligent, efficient, reasonable, and 
coordinated, it will contribute to the well-being and strength of the American 
commercial banking system. To the extent that bank supervision is technical, 
arbitrary, uninterested, or inconsistent, it will contribute nothing to it—may even 
injure—the banks it ought to benefit. As a means of discharging its respon- 
sibilities creditably, the Office of the Comptroller of the Currency has exercised 
every effort (1) to build up a career service of competent, well-trained, vigorous 
bank examiners, and (2) to coordinate the activities of the Office throughout the 
country and its relations to other bank supervisory agencies. 

11. Compilation and publication of banking statistics —The Comptroller is 
required by statute to make not less than three calls annually on national banks 
for publication of their statements of condition. While not required by statute, 
the Comptroller requests national banks to submit, semiannually, complete re- 
ports covering their earnings and the payment of dividends. From this basic data 
banking statistics are prepared for presentation to the Congress in the annual 
report of the Comptroller and to bankers and to the public generally. 

12. The issue and redemption of Federal Reserve notes.—The statutes give to 
the Comptroller an accounting responsibility with respect to the issuance of Fed- 
eral Reserve notes. Such notes are lodged with the Comptroller by the Bureau 
of Engraving and Printing and upon request of the Federal Reserve Board are 
shipped to the agents of the 12 Federal Reserve banks. These Federal Reserve 
agents report to the Comptroller when the unissued Federal Reserve notes in 
their hands are turned over to the Federal Reserve banks to be placed in circula- 
tion. Worn-out or mutilated Federal Reserve notes are returned to the Comp- 
troller by the Federal Reserve banks for verification and destruction. This en- 
tire function is safeguarded through the means of dual control being exercised by 
representatives of the Office of the Comptroller of the Currency and the Treasurer 
of the United States. 

The brief outline set forth above of the Comptroller’s functions could be sub- 
stantially enlarged upon and if the committee desires additional details, they 
will be furnished upon request. 

Sincerely yours, 
Ray M. GIpNEY, 
Comptroller of the Currency. 
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The Cuatmrman. Mr. Kilburn. 

Mr. Krzgurn. I would just like to develop for a moment what 
General Anderson was talking about, namely, these options. 

If I understand that correc tly, a bank gets stock held in the treasury. 

Mr. Guyer. I don’t think our banks can hold stock in their 
treasury. 

Mr. Krizurn. Well, at any event, they are entitled to issue stock to 
officers, on an option basis? 

Mr. Gipnry. They would be permitted to do so under this law. 
They probably could go into the market—well, probably a group of 
directors could go into the market and buy stock and option it to the 
officers, but the banks couldn’t hold it as treasury stock at the present 
time. 

Mr. Kitsurn. The only purpose of an option, as I see it, is to pick 
out the keymen in the organization, and to give them an option on 
the stock, so that those men will have an incentive to see to it that 
that stock is worth more. 

Mr. Gipney. I think that is a fair statement; yes, sir. 

Mr. Kirsurn. Now, of course, if you don’t give them the option at 
a price when you give them the option, there is no incentive. 

Mr. Gwney. That is what I couldn’t exp on as well as you have. 

Mr. Kireurn. Another thing is, when you give them the option, 
they can’t sell that stock for a certain length of time. 

Mr. Gupney. I believe that that is usually included in the option, 
and then there is also the matter of the taxable impact, which re- 
quires them to hold it for a year, I think. 

Mr. Kirsurn. When you give them the option, without giving it 
to them at a lower price, the whole purpose of it is lost. 

Mr. Groney. It seems that way to me, sir. 

Mr. Krrzurn. On the whole, do you feel that this is a good bill? 

Mr. Gidney. Yes, sir. 

Mr. Kinevurn. And if you were a member of this committee, you 
would vote for it? 

Mr. Gipney. With very few changes, ves, sir. 

Mr. Kiitscrn. Another question : While it is a long bill, two-hun- 
dred-and-fifty-some pages, isn’t it true that most of it is simply getting 
rid of the deadwood which has accumulated over the vears ? 

Mr. Gipnry. I think that is absolutely correct. There are very 
few items that are more than that. 

Mr. Kirgpurn. So that when we sav it is a bill—that a bill of 250 
pages ought to take this committee 2 vear or so to decide upon, I can’t 
understand, because actually the things in controversy don’t amount 
to too much. 

Mr. Gripnry. I think that is true. 

Mr. Kirrvurn. That is all. 

The Cuatrman. Mr. Patman. 





Mr. Parman. Mr. Gidney, a few years ago I think you asked the 
banks to submit to you a statement concerning their unclaimed de- 


posits - d you not? 

Mr. Gipney. I will have to ask Mr. Jennings about that. 

Mr. Jenntnos. Yes, sir; we did. 

Mr. Patrman. A few of the banks refused, did they not? 

Mr. Jenninos. Well, it was a very, very small number. TI have for- 
gotten. We worked up the data at the time. 
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Mr. Parman. I hope the clerk makes note of the fact that I want to 
offer an amendment to this bill to get the information concerning un- 
claimed deposits, because I think it is important. It runs into quite 
a bit of money, does it not, Mr. Jennings # 

Mr. Jennrnes. Well, we were surpr ised that it amounted to so little, 
Mr. Patman. 

Mr. Parman. That the amount was so little that you got the reports 
on ¢ 

Mr. Jennrunos. That is correct. 

Mr. Parman. Of course, it ran about $50 million, did it not? 

Mr. Jennines. Yes, sir, but when we started out, we thought it 
would be substantially more than that. 

Mr. Parman. Well, $50 million is, of course, a lot of money. 

Mr. Jennines. W ell, that is a lot of money, but we thought it 
would be substantially more than that. 

Mr. Gipnry. Mr. Patman, might I ask Mr. Jennings what year 
that was? 

Mr. Jennines. 1952 or 1953. 

Mr. Parman. I don’t recall the year. 

Mr. Gipney. It was before April 1953. 

Mr. Parman. I think it was before Mr. Gidney came in as Comptrol- 
ler of the Currency. 

Mr. Gidney, do you have a retirement system in your organization ? 

Mr. Gipney. I believe we are under the civil service retirement 
systeni. 

Mr. Parman. You don’t have one of your own? You don’t have a 
separate fund ? 

Mr. Gipnry. No, sir. 

Mr. Parman. I believe you stated awhile ago, of course, that you 
are in charge of the Federal Reserve notes. They are printed by the 
Bureau of Engraving and Printing? 

Mr. Gipney. That is right. 

Mr. Parman. And then in order to get into circulation they are 
cleared through you for the Federal Reserve agents or the 12 Federal 
Reserve banks ? 

Mr. Gipnry. They are shipped to those agents; yes, sir. 

Mr. Parman. And I believe that during the time that you have 
cleared the notes—I am talking about the Comptroller of the Currency 
now—that you have cleared about $147 billion worth of Federal Re- 
serve notes, is that right ? 

Mr. Gipney. I think, Mr. Patman, you probably have the exact 
figure. 

Mr. Parman. I got the figures from you, Mr. Gidney. 

Mr. Giwnry. Yes, sir. 

Mr. Parman. About $147 billion worth. I am not talking about 
you personally, but the Comptroller of the Currency. 

Mr. Gipney. That is right. 

Mr. Parman. Any questions I have asked are not intended to reflect 
on you as an individual, or as a personality, or anyone else, for that 
matter. 

Mr. Brown. Unless they are complementary. 

Mr. Parman. Yes, sir, unless they are complementary, as Mr. Brown 
suggests. 
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But I am talking about your office. You have certain power to col- 
lect fees, do you not, Mr. Gidney ? 

Mr. Gwney. Yes, sir. 

Mr. Parman. As Comptroller of the Currency. 

Mr. Gwnry. Yes, sir. 

Mr. Parman. What amount do those fees run into in the course of 
a year? 

Mr. Grpnry. About eight and a half million dollars. 

Mr. Parman. Do you expend those fees without any guidance from 
Congress, or direction from Congress ? 

Mr. Gipney. I think the direction is included in our law. 

Mr. Patman. Well, what I mean is, you expend them according to 
the law for whatever you are allowed to expend them, but you are not 
audited by Congress in any way, or you are not questioned by commit- 
tees of Congress in any way with regard to these expenditures. 

Mr. Gipney. I don’t believe we have been questioned on that side. 
We are subject to questioning. Weare right here now. 

Mr. Parman. I mean you are not called before the Appropriations 
Committee to be questioned on those expenditures ? 

Mr. Gipney. No, sir. 

Mr. Parman. Because the Appropriations Committee has nothing 
to do with it? 

Mr. Grney. That is right. 

Mr. Patman. What kind of audit do you go through as Comptroller 
of the Currency each year? Does the General Accounting Office audit 
your department? 

Mr. Grwney. We have an auditor in our own department. 

Mr. Parman. A self-audit ? 

Mr. Giney. We have an auditor in our Department. The Treasury 
auditors scrutinize his work. 

Mr. Parman. During the last 40 years, what kind of audits have 
been made of the Comptroller of the Currency ! 

Mr. Gipnry. Mr. Jennings can answer that. 

Mr. JENNINGS. Quite apart from our own auditor, who is responsi- 
ble to the Comptroller, once each year the Bureau of Accounts, which 
is a bureau of the Treasury Department, makes a complete audit of 
our books and accounts. 

Mr, Parman. To whom is that report made? 

Mr. Jenninos. To Mr. Gidney. 

Mr. Parman. To Mr. Gidney. 

Mr. Gipney. And also the Treasury. 

Mr. Jenntnos. And of course the report or audit is not made per- 
sonally by the C ommisioner of the Bureau of Accounts, but he receives 
a copy of it, a copy is sent to us, to Mr. Gidney. Then the Commis- 
sioner of the Bureau of Acounts, Mr. Maxwell, will come in and confer 
with Mr. Gidney, or with me, about anything that may have come 
out of the audit that is thought to be subject to criticism. 

Mr. Parman. Who else gets a copy of that report, or that audit, if 
anyone? 

Mr. Jenninos. I believe that is all. 

Mr. Gmnry. No, no; that goes to some of the higher officials of the 
Treasury. I know the most recent one went to the Assistant Secretary 
of the Treasury. 

Mr. Parman. It went as high as the Assistant Secretary ? 
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Mr. Gipney. Yes, sir. 

Mr. Parman. Isn’t that a self-audit, Mr. Gidney ? 

Mr. Gapnry. No; I think not, when the Treasury comes in an audits 
us. 
Mr. Parman. Aren’t youa part of the Treasury ? 

Mr. Gipney. We are part of the Treasury, but we are a separate 
bureau. 

Mr. Parman. You are part of yourself, there, aren’t you? 

Mr. Gipnry. Well, we don’t appoint this Treasury official who comes 
in and don’t dominate or control him. 

Mr, Parman. Don’t you think, Mr. Gidney, it is rather unusual, in 
a democracy, such as our own, that we would let an agency of this 
Government handle $147 billion and not even have the auditors that 
are normally used, like the General Accounting Office auditors, to 
audit the agency? Doesn’t that seem rather unusual to you? 

Mr. Gipney. Well, now, our handling that $147 billion you are 
speaking of, is part of the Federal Reserve System, and I think any 
questions on that belong over in that field. 

Mr. Parman. I know, but not when it goes through your hands. 
You see, that money, $147 billion, went through the hands of the 
Comptroller of the Currency. 

Mr. Gipney. That is true. 

Mr, Parman. $107 billion of that came back, and you were respon- 
sible for seeing that it was properly destroyed, weren’t you! 

Mr. Gipney. That is right. 

Mr. Parman. I think it is going rather far in a democracy to have 
no audit except a self-audit of people who handle over $100 billion. 

I can see where it might be all right in a dictatorship, but in a 
democracy it seems a little bit loose. 

Then as to the fees that you collect, this $8 million a year, they are 
not audited either. That is outside the purview of Congress. 

Mr. Giwnry. It is audited, however. . 

Mr. Parman. Itis audited by the same people. 

Mr. Gipnry. By the Treasury people. 

Mr. Parman. By the same people. 

Mr. Giwney. Not by the same people, because we are a lesser part 
of the Treasury, and we have no control over the appointment or 
activities of that auditor. So I say we are very effectively audited. 

Mr. Parman. Have you ever heard of any question coming up 
about it ? 

Mr. Grpney. Yes, sir. 

Mr. Patman. How was it resolved? Who resolved it ? 

Mr. Gipnrey. We worked it out with them. 

Mr. Parman. You worked it out with them? 

Mr. Gipney. Yes, sir. 

Mr. Patman. No third parties were called in ? 

Mr. Gioney. I don’t think any third parties were called in. 

I say that we would have to work with them. 

Mr. Patman. Yes, sir; naturally you would have to work it out. 

Mr. Gipney. That is right. 

Mr. Parman. The chairman asked you many questions about mer- 
gers and they were all pertinent questions. I appreciate all of them. 
I think we should get the benefit of such fine information elicited 
by such good questions as he asked. What is the policy of the Depart- 
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ment on mergers? Do you really look with favor on mergers in the 
banking system, or are you trying to frown on them and stop them? 

Mr. Gipney. I don’t think we do either. We just take them as they 
are brought to us and act on them in accordance with the reasons why 
they should or shouldn't be carried through. 

Mr. Parman. And you are not concerned otherwise ? 

Mr. Gipnery. Well, yes, sir, we are concerned over everything 
having to do with banks. 

Mr. Parman. But, Mr. Gidney, if the Congress really wanted to 
stop mergers, and we were to put into this Dill or some bill that 
should come along, that hereafter no merger would be allowed where 
either bank had branches; that is, if we wanted to stop branch bank- 
ing, that would be one decisive way of doing it, would it not? 

Mr. Giwnry. I don’t know that it would. If the Congress wanted 
to stop mergers, and said so, so legislated, that would stop mergers. 

Mr. Parman. That would stop al gers / 

Mr. Gipney. If Congress said, “No mergers,” and made it appli- 
cable to State banks as well as national banks 

Mr. Parman. I mean mergers with branches. If you wanted to 
stop branch banking, that would be one good way of stopping it ? 

Mr. Gipney. Well, I don’t know. You oe have to do some other 
things. You would have to say, “Nobody shall establish a branch.” 
Mr. Parman. Do you believe in branch banking, Mr. Gidney ? 
Mr. Gipnery. I am not particularly one way or the other on that. 

Mr. Parman. You don’t care about it either way, as an officer? 

Mr. Gipney. I won’t say I don’t care about it. I have to take it as 
it comes. 

Mr. Patman. Do you think it is a good thing for our country to 
have this concentration of banking that we are experiencing today ? 

Mr. GipnEy. What do you mean by “this concentration of bi unking” ? 

Mr. Parman. Well, the bigger and bigger banks. 

Mr. Gipnry. We have 14,000 banks. 

Mr. Parman. I know, but we used to have some 30,000 banks. 

Mr. Gipney. Well, that is what got us in trouble. 

Mr. Parman. I don’t know whether it did ornot. I think the trouble 
was caused by squeezing them out. That is my opinion. 

Mr. Gipney. Well, I would make the statement that the 30,000-—— 

Mr. Parman. I think every one of them could have been used to a 
great advantage. 

Mr. Gipney. Well, there were even more than you say. There were 
somewhat over 30,000 at the peak, and there were so many of them ill 
conceived, and ill placed, that they helped pull the house down. 

Mr. Parman. Doubtless some of them were. But now we find towns 
of ten or fifteen thousand people with no bank at all. 

Mr. Gipney. We don’t find very many of ten or fifteen thousand 
with no bank at all, and if there is a good case, they can probably get 
a bank, if one is needed. 

Mr. Kirsurn. That would probably be a good place for a branch. 

Mr. Parman. I think branches are a bad thing. I think that a bank 
was intended for local people. It is a great privilege, to be enjoyed 
by people in a local community who will serve that local sodsnaatlity. 
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I don’t believe it was ever intended for absentee ownership. I don’t 
believe it was ever intended for people in a distant State to own a 
branch in a community far away. I just don’t think it was intended 
for that. But it happens all the time. 

Mr. Kirgurn. Is this in States? 

Mr. Parman. It happens in States. Of course, that is where it has 
to happen. 

Mr. Murer. May we have on the record the year when there were 
more than 30,000 banks? 

Mr. Parman. 1920, was it? 

Mr. Gipnry. I would think that in 1930 or 1931, before the trouble 
began, that that would be the year I am thinking of. 

Mr. Parman. Just preceding the crash ? 

Mr. Gipney. No. 

Mr. Parman. No, it was after the crash. The crash was in 1929. 

Mr. Gipney. That is true. The stock market slide began in 1929, 
but the bank troubles were somewhat later than that. 

Mr. Mvtrer. At the time of the bank moratorium in 1933, we had 
33,000; did we? 

Mr. Gipney. Quite a few had given up before that. So let’s say 
before that. 

Mr. Murer. Between 1929 and 1933. 

Mr. Gipney. That is right. 

Mr. Parman. Do you see any possible conflict, Mr. Gidney, between 
your objectives as a bank supervisory agency and the objectives of 
the Federal Reserve in using the banking system for the purpose of 
stabilizing the economy ? 

In other words, the Federal Reserve System should stabilize the 
economy, and you have certain objectives of a supervisory agency. 
Is there any conflict there at all that you can see ? 

Mr, Grpney. That is a very big question, and I might have to go 
into a lot of ramifications. 

Mr. Parman. Suppose you put your answer in the record, then. 

Mr. Gipney. Well, I might make a brief answer: that we have not 
been conscious of conflicts. 

Mr. Parman. You look after your business functions as well as 
stabilizing the economy # 

Mr. Gipnery. That is true. I have seen occasions where some con- 
ceptions of doing these things might have made conflicts, but I can 
think of none at the present time. 

Mr. Parman. Do you agree or disagree with the following state- 
ment: 

The function of the banking mechanism is that of keeping banking sound and 
safe, and of keeping it at all times in position to perform its financial functions. 
It is not its duty to unstabilize or to stabilize production, trade, prices, or em- 
ployment. 

Do you agree or disagree with that statement ? 

Mr. Gipnry. That isa pretty bigone. I can’t just get that all at one 
time. 

The first part sounded all right, about keeping them sound. But 
then you came into this stabilize or unstabilize. I don’t know just 
what vou are getting at, there. 
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Mr. Parman. That is a statement that Prof. Parker Willis made 
when we had under consideration the Banking Act of 1935. 

Let me read it again : 

The function of the bank mechanism is that of keeping banking sound and 
safe, and of keeping it at all times in position to perform its financial functions. 

Do you agree with that part ? 

Mr. Gipney. I think that sounds allright. That is good. 

Mr. Parman. All right. 

It is not its duty to unstabilize or to stabilize production, trade, prices, or 
employment. 

Mr. Gipney. Well, I think that statement has a lot of implications 
that lead you into trouble. I think that is a kind of a splatter-gun 
statement that I wouldn’t want to be the author of, much as I liked 
and. admired Parker Willis. 

Mr. Parman. The truth is, though, Mr. Gidney, is it not, that bankers 
are not charged with the duty, in running a bank, of looking at it from 
the standpoint of the national interest. They are charged with a duty 
to their own depositors, first, and their stockholders, next, aren’t they ? 

Mr. Gipney. Well, I think that is rather a narrow statement of a 
banker’s functions. I think a banker has responsibilities of a good 
citizen in every field. 

Mr. Parman. I am talking about the banking business solely of 
making loans. They primarily look to the effect of the loan on their 
bank and are not charged with the responsibility for the whole econ- 
omy, as the Federal Reserve System is? 

Mr. Giwwnrr. Whether they are charged with it or not, they have a 
very considerable responsibility to their own banking field, their own 
community. 

Mr. Patman. Yes, sir. 

Mr. Giwney. They can’t avoid that. 

Mr. Patrman. Do you see any difficulty arising out of the trend of 
interest rates, and the pressure upon banks, to pay higher interest 
rates, in order to attract and hold savings deposits ? 

Mr. Gipnry. Do I see any danger? 

Mr. Parman. Yes, sir, difficulty. 

Mr. Gipney. Well, I am pretty old and have been around a long 
time, and these interest rates today don’t seem as high as some that T 
knew when I was young. 

Mr. Parman. But you were a pretty young man when they were 
this high, weren’t you, Mr. Gidney ? 

Mr. Gipney. No, I remember very well that in the 1920’s the stand- 
ard rate of interest on a savings account was about 4 percent. 

Mr. Patman. Well, now 

Mr. Giwnery. And I think that may have been a little high. 

Mr. Parman. This 4-percent note that was put out the other day was 
the first Treasury note since 1926 on which the Government has paid 
4 percent, and 1926 was 31 years ago. Of course, you are not an old 
man now, but you were a lot younger then. You were a lot younger 3 
yearsago. Sothat has been 31 years since the Treasury made 4 percent 
on a note. 

Mr. Gipney. Well, if you go back a little farther, I remember their 
paying 434 percent on bonds. 
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Mr. Parman. Don’t you think, Mr. Gidney, that interest rates are 
too high now, generally speaking? Don’t you think, in other words, 
that we are requiring the diversion of too much purchasing power from 
the masses of the people to the paying of interest, while denying them 
the opportunity of using that additional money to buy the comforts 
and conveniences, the necessary things and some of the luxuries of 
life ¢ 

Mr. Gipney. I wouldn’t be able to accept that statement, Mr. 
Patman. 

Mr, Parman. You wouldn’t be able to accept it ? 

Mr. Grnevy. No, sir. 

Mr. Parman. We, the people of the United States generally, are 
paying today about $10 billion a year more interest than we paid in 
1952. If you divide that additional interest by 170 million people, 
that would come, to the best of my recollection, to about $60 for every 
man, woman, and child. 

In the case of a family of 5, don’t you think it is likely to be harmful 
to the general welfare of all the people for that family of 5 to be com- 

elled now to pay $300 more for interest than they had to pay in 1952? 
Don't you think that it is harmful to divert so much purchasing power 
away from people who would use it to buy comforts and necessities of 
life and who put money into the bloodstream of business and commerce, 
and turn it over to the moneylenders who don’t necessarily need it? 

Mr. Gronry. How does that compare with what they pay for cos- 
metics, whisky or cigarettes / 

Mr. Parman. Well, let’s talk about those at another time. 

Mr. Gipney. I think it is small compared to what goes in other 
directions. 

_ Mr. Parmwan. We are not talking about that. We are talking about 
interest rates. 

Don’t you think that is a rather high price for a family of five to pay, 
in addition to what they used to pay ¢ 

Mr. Gipnry. Well, let’s suppose they pay that interest to Mr. Bank 
or Mr. Savings and Loan or Mr. Saving Bank, and somebody else gets 
it back, where is the diminution ? 

Mr. Parman. The difference is that it raises everybody’s taxes im- 
mediately. As an example, as interest rates are going up right now, 
every city council in the country is faced with the problem of raising 
the rates on electric power, water, telephone, gas, and transportation 
companies, and all the rest. They are all faced with the problem of 
raising all those utility rates because of the extra interest rate. It goes 
down to the local communities. High interest rates unbalance every 
budget in America. Whenever you charge a family $300 more a year 
than they paid 4 or 5 years ago, I think that is too much diversion, Mr, 
Gidney. Don’t you think it is too much ? 

Mr. Gipney. Well, I can’t follow your trail through on all of that. 

Mr. Parman. And you are not willing to say that interest rates 
are too high ? 

Mr. Gipney. I am not willing to say they are too high under the 
circumstances. 

Mr. Parman. What if they went to 9 percent, like the SEC request 
yesterday, for permission to sell bonds that would draw 9 percent in- 
terest, do you think that is too much? 
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_ Mr. Giwyey. I should think that bond would need a little looking 
into. 

Mr. Parman. Well, do you think it couldn’t be good? 

Mr. Gipney. I don’t know. I wouldn’t care for any, thank you. 

Mr. Patman. Would you agree or disagree with that statement: 

The trouble of raising savings rates is that you have to look for investment 
paying high interest. Someday someone is going to get into trouble over this. 

Do you agree with that statement; if interest rates keep on going 
up and up, one of these days somebody is going to get in trouble? 

Mr. Gipnry. That is a supposition, broad generalization, which I 
might have made myself sometime. But I think we have to be care- 
ful. I think the rates they are paying today are much easier to pay 
than those they were paying a few years ago. 

Mr. Parman. Do you think people should be charged interest ac- 
cording to their ability to pay? 

Mr. Gipnry. I wouldn’t say that, exactly. I think that you have a 
supply and demand factor in interest. 

Mr. Parman. Supply and demand? 

Mr. Gipnry. Supply and demand. 

Mr. Patman. Do you mean to say, Mr. Gidney, that you honestly 
believe there is a free market on money in this country? 

Mr. Groney. I think so. 

Mr. Parman. Don’t you know that the Federal Open Market Com- 
mittee determines how much money we have? 

Mr. Gipney. I certainly think there is a free market for money in 
this country, yes, sir. 

Mr. Parman. What is that? 

Mr. Gipney. I may be misguided, but I certainly believe there is a 
free market for money in this country. 

Mr. Parman. Well, Mr. Humphrey refused to admit it, and Mr. 
Martin refused to admit it, and Mr. Eccles, the former Chairman, 
who was Chairman of the Federal Reserve longer than anybody else, 
said there was not. 

Mr. Groner. Well, you asked my opinion, and I think there is. 

Mr. Parman. You think there is? 

Mr. Gipnry. Yes, sir. 

Mr. Parman. You have a right to think that. 

Mr. Giney. Thank you. 

Mr. Parman. Would you agree or disagree with the following: 

The liquidity position of the commercial banks has undergone a considerable 
change during the past few years. The ratio of short-term— 
listen to this particularly, Mr. Gidney— 


the ratio of short-term high-liquid assets to deposits has decreased markedly, 
while the sharp increase in loans accomplished by substantial reduction in hold- 
ings of Government securities has I@@ to a material imerease in the ratio of 
loans to deposits, and a reduction in the ratio of capital bonds to risk assets. 
Moreover, the character of the loan portfolio has changed. Short-term, self- 
liquidating business loans have not ineréased as rapidly as longer loans, such 
as consumer, term and real-estate loans, the soundness of which is based largely 
on the ability of the borrower to meet amortization payments and interest. pay- 
ments out of income. In addition, the repayment of commerce loans has slowed 
down since renewal of matured loans has become more prominent. 
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Do you agree generally with that statement, Mr. Gidney ? 

Mr. Gipney. I don’t think I should agree to that statement. I 
don’t know who prepared it. There are lots of things in there. I 
don’t know 

Mr. Parman. It is prepared by the Institute of International Fi- 
nance, Graduate School of Business Administration, New York Uni- 
versity. 

Mr. Gipney. Well, that is their opinion. 

Mr. Parman. Yes, sir. 

But you will admit, Mr, Gidney, won’t you, that if this bill is en- 
acted into law, banks will be encouraged to become in a less liquid 
condition than they are in today ? 

Mr. Groner. I think not. I think this law would have no effect on 
that. Isee nothing in this bill that would do that. 

Mr. Parman. Well, you let them invest 100 percent of their capital 
and surplus in real-estate loans. Do you mean to say that makes them 
more liquid or less? 

Mr. Gioney. Where do you find that we allow them to invest their 
capital stock a hundred percent in real-estate loans? 

Mr. Parman. Well, what about consumer credit ? 

Mr. Gipney. Well, let’s take a minute there. 

You have made a statement about real-estate loans. Those arising 
from a proposed change in the law are construction loans. 

Mr. Parman. Yes, sir. Heretofore— 

Mr. Kirsurn. I make a point of order. 

The witness is not allowed to answer. That is a perfectly valid 
point of order. 

Mr. PArman. As long as the witness doesn’t complain, and I don’t 
complain, why should the gentleman from New York complain ? 

Mr. Cuamperr.arn. I should like to have answers to the questions 
that the witness is asked. 

Mr. Kitsurn. We would like to hear the answers, even if you don’t. 

Mr. Parman. I am just as anxiousas you. Iam more than anxious. 

The Cuarrman. Proceed. 

Mr. Tatxie. Will you yield, Mr. Patman ? 

Mr. Parman. Certainly. 

Mr. Tatute. Mr. Chairman, there are three members on this side 
who had no opportunity to ask questions yesterday, and they haven’t 
had an opport unity today. 

The CuairnmMan. We will recognize them. 

Mr. Tatux. I would like them to have an opportunity for at least 
five minutes apiece, if they want the time. They may not want it. 

Mr, Parman. I haven’t taken as much time as the chairman took. 
Tam glad he took as much time as he did. 

The Cuatrman. The chairman didn’t take that much time. 

Mr. Parman. May I suggest, Mr. Chairman, that since tomorrow 
morning we are compelled to have a meeting of another committee 
cf which Dr. Talle is the ranking member and Mr. Kilburn is a mem- 
Ler, also, I hope that we will be allowed to question the witness after 
that meeting, 1f we are not here at our time for questioning. In other 
words, we don’t want to forego our time. 

The Cuatrman. We will try to distribute the time in an equitable 
manner, That has always been my purpose. I have tried to get along 
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without a limitation on time, and I am still trying. If it doesn’t work, 
we will put a limitation on the time that each member can take. 

Mr. Giwney. I want to be helpfully responsive to these questions, 
and we have in our annual report, which will come to Congress, a 
comment on liquidity which Mr. Patman is interested in: 

A continuing increase in loan volume in 1956 affected the liquidity of national 
banks less than either in 1954 or 1955. Demand deposits at the end of 1956 
were 74 percent covered, and total deposits 5444 percent covered by cash, bal- 
ances due on demand from corresponding and reserve banks and United States 
Government securities, as compared to 77 percent and 57 percent, respectively, 
at the end of the 1955 year. At the close of 1954 such liquid assets covered 
$214 percent of demand deposits and 61% percent of total deposit liabilities. 

Now, that is a moderate reduction in so-called liquidity. 

Of course, how important that is depends on the collectibility of 
loans—there is liquidity in loans, and soon. But I don’t think that is 
anything that we would regard as alarming. You didn’t feel that 
was alarming, Mr. Jennings? 

Mr. Jenninos. No, we don’t regard that as alarming at all, far 
from it. 

Mr. Parman. Mr, Gidney, I have the statement that you furnished 
to me at my request. I asked you yesterday for it, and I expect to 
put it in the record after I study it. I think it will disclose much of 
the information we have been discussing here. 

(The information referred to is as follows :) 


Ratio of liquid assets to deposits 


[Figures in millions] 


Dec. 31, 1952 

















| | 
| National Allinsured | National | All insured 
banks commercial | banks | commercial 
banks banks 
Deposits: ‘ 
Se oa 75.9 129.9 78.8 144. 4 
SE a 23.0 41.3 | 28.3 | 52.1 
tic dc cnavleninbichincmbacas heags 98.9 | 171.2 | 107. 1 | 196. 5 





Liquid assets: | 
Cash and due from banks..-.........------ 26.3 44.3 | 27.0 48.4 


U. 8. bonds: | | 























Maturing up to 5 years..........-.---- 26. 4 45.8 22.3 42.1 
© C0 We edict cc lcndi one weasidaen 6.2 11.2 6.2 11.0 
og ‘ eG 3.2 5.4 3.0 4.8 
I iritncdindithieustnntemeds 35.8 62. 4 | 31.5 | 57.9 
del cea cance ndnniiens 62.1 106. 7 | 58 5 | 106. 3 
—— — —— 
Percentage of liquid assets to deposits. .......--. 62.7 62.3 54. | 54.1 
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Ratio of capital funds to risk assets and all assets 


[Figures in millions] 















































Dee. 31, 1952 Dec, 31, 1956 
eee — ie ene 
National | All insured National All insured 
banks | commercial banks | commercial 
banks | banks 
Capital funds: 
Ss eG aes ohddneadgen't evant aice 2.2 3.9 2.6 | 4.9 
Surplus. . papa <dupeneconsioves | 3.3 5.9 4.1 7.8 
Undivided profits.............---- sake | 1.3 2.3 1.5 2.9 
ROUTAN. inn niigsnncdsanadcssonnasscsus -3 | 5 3 | 4 
Reserves for bad debts..-..---.--- 5 8 8 1.4 
a a i a. 7.6 | 13. 4 9.3 | 17.4 
Computation of risk assets: ‘ he ‘| “ad 
Total assets..........------ 108. 3 186. 7 118.5 | 216. 1 
Less: Cash or its equivalent, U. 8. bonds, 
loans, or portions of loans guaranteed or | 
insured by Federal Government agencies 66. 6 1 104.7 63.8 1 106.3 
UTE. Bice cacésidvesthjctinneepiientnetd 41.7 | 82.0 54.7 | 109. 8 
| | | 
1 Loans guaranteed or insured by Federal Government agencies not available for State banks. 
[Figures in millions] 
| Dec. 31, 1952 Dee, 31, 1956 
National Allinsured | National | All insured 
banks | commercial banks commercial 
banks banks 
ee ee me SEPA Pirate, Ye we : is: 2 ee 
Ratio of capital to risk assets...........-- $1-$5. 49 $1-$6. 11 | $1-$5. 88 $1-$6. 31 
Ratio of capital to total assets.._.......--. 1-14. 25 | 1-13, 93 1-12, 74 1-12. 42 
' 
Loans outstanding 
Bi we in eet 
Dee. 31, 1952 Dec, 31, 1956 
re RTA ye 
National | Allinsured | National F All insured 
banks commercial | banks commercial 
banks banks 
ae Bo) ns 5 dp ce AM : | WEE eater 
Commercial and industrial.........-.. wouttboonh 16.9 | 27.8 21.1 | 38.7 
el acetate tinea sed 8.2 | 15.6 | 12.0 22. 5 
Consumer....-...----- LL dheiandgeesen | 3.0 | 5.3 | 4.9 8.7 
DD le cithvnwavednwnccbawudiaeewwaiie 9 1.5 | i 1.9 
a a Schaee anths idles 1.9 3.8 1.9 4.1 
alas canie ania tes sciniglibe Siabaavigar nes 5.6 10.7 7.9 15.8 
i cdaiacecauihenesncbbesaterens | 36. 5 64.7 | 48.9 91.7 


kine erage rate of,repayment_of business aaah We dos not have this informesion. 
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Ratio of loans to deposits 


[Figures in millions] 





Dec, 31, 1952 Dee. 31, 1956 
— . 

| National All insured National | All insured 

| banks commercial banks | commercial 

| banks | banks 
Deter es See = a re fh | 
Deposits. ...._. eee 98.9 | 171.3 | 107.1 196. 5 
a hee ai seen alien 36. 5 | 64.7 48.9 91.7 
Percentage of deposits in loans_.._.....-.---.-. 36.9 37.7 45. 6 | 46. 6 





Mr. Gipnry. I haven’t had a chance to review that myself, but we 
sent it up to you, sir. 

Mr. Parman. Yes, sir. 

Mr. McDonoveu. Will the gentleman yield for a question ? 

Mr. Parman. You see, I won’t be here in the morning. 

Mr. McDonoven. Do you want the balance of the time of this ses- 
sion ? 

Mr. Parman. I want a few minutes to finish up some questions, but 
I don’t want to take all the time. I want every member to have a 
chance. 

Mr. McDonovenu. How much more time does the gentleman want? 

Mr. Parman. I don’t think that I want to be restricted by the gen- 
tleman, with all due respect to him. I don’t want him to decide for 
me how much time I will use as long as I ask pertinent questions, 
questions that relate to this bill. I think we have some things that 
will open the gentleman’s eyes; we haven’t gotten to all of them yet. 

The Cuatrman. Let us proceed in an orderly manner. 

Mr. Parman. We went all around yesterday, and we went around 
again this morning. 

The Cuarrman. We will get to the others. 

Proceed, Mr. Patman. 

Mr. Parman. Mr. Gidney, I will not pursue the real estate matter, 
because perhaps I have a mistaken impression on this provision, but I 
should like to inquire about the extent to which a bank may make con- 
sumer loans, and certain farm loans. 

Mr. Groney. I think you had a little wrong impression on that. 

Mr. Parman. On the real estate ? 

Mr. Gipney. Yes, sir. 

Mr. Patrman. But not on consumer credit, because you can conceive 
that they could under certain circumstances have all their capital and 
surplus in that. 

Mr. Groner. This proposal here is in some slight degree a lessening 
of their freedom of action, but not very much. 

Mr. Parman. I have before me a summary of the amendments of 
the Banking and Currency Committee of the Senate, from which I 
will read to you about the real estate loans, section 16, page 3. It 
says: 

Such loans, together with presently authorized construction loans for homes 
and farms, could not exceed 100 percent of the capital and surplus. 


If this is correct, my question was not too much out of line? 
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Mr. Gipney. I understand how you received the impression, but the 
law says that they were not to be considered as real estate loans but 
as commercial loans, because they are current operations for construc- 
tion. 

Mr. Parman. Well, isn’t that like calling a dog’s tail a leg and say- 
ing he has five legs? 

Mr. Gipney. I don’t think so, because these things are made where 
there is a responsible party prepared to take the loan over, when the 
construction is completed. They are just a temporary thing g, and on 
that, I would like to just get in—we are trying to give our national 
banks somewhat the same provision as State banks—I visited a very 
fine State banker in a distant State and he said that they liked to oper- 
ate under State laws because of the advantages, and I said, “Would 
you like to name one?” And he said, ,, Well, the ability to make con- 
struction loans on a business property.” 

This thing would bring them abreast. 

Now, bankers are generally agreed that those are safe, productive 
loans, and are necessary to make. 

Mr. Parman. Mr. Gidney, I will not bring up some questions I 
would like to now, but I do want to inter rogate | you later on them. 

However, I do want to ask you about a provision which I think will 
run roughshod over all the usury laws of all the States and allow 
national banks to participate in transactions involving usurious in- 
terest. 

I notice that the bill permits, under certain conditions, certain paper 
purchased by national banks not to be deemed loans and discounts, 
and therefore not subject to the maximum interest rate. 

I read in the Senate hearings on the subject, testimony to the effect 
that in a number of States a national bank can purchase conditional 
sales contracts and certain other contracts which have been made with 
other people, and although they involve usurious interest, the national 
bank can purchase them without in any way violating the usury laws 
of the State. 

Mr. Gidney, is that approximately the way you understand the pro- 
vision from the Senate committee hearings ? 

Mr. Gipney. I don’t remember the Senate committee hearings, but 
this provision—let me see—the change is on page 33: 





The purchase of obligations or evidences of indebtedness from the actual owner 
thereof shall not, for the purposes of this section, be deemed a loan or discount 
if such purchase would not, under the law of the State in which the purchas- 
ing bank is located, be deemed a loan or extension of credit subject to the interest 
or usury statutes of such State. 

Mr. Parman. In other words, you are asking that the national bank 
be on a parity with the State bank in that respect ? 

Mr. Gipney. We are leaving to the States 

Mr. Patman. But now if it is immoral for a State bank to collect 
20 percent interest that way, what right have we to demand that a 
national bank be allowed to compete with them ? 

Mr. Gipney. I don’t know whether—I thought States rights might 
go to the extent of their deciding whether it was immoral or otherwise. 

Mr. PatMan. Yes, sir. 

Mr. Gipney. We think the States are alert to their responsibilities 
in that field, and if a State bank of commerce can purchase a set of 
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contracts, that our national bank of commerce ought to be able to do 
the same. 

Mr. Patrman. Mr. Chairman, with the understanding that I will be 
allowed to interrogate the witness further on some other questions 
which are very material to this bill, I would like to forgo now so as 
to allow other members to ask questions. 

The Cuarrman. We haven’t attempted to curtail any member. 

Mr. Patman. Every member was allowed an opportunity. 

The Carman. I still think the time ought to be distributed more 
equitably. I believe the committee believes that. But it is all right, 
as long as the interrogator sticks to the subject matter. 

I am going to hold, though, in the future, that when a member 
yields, and then yields again, and takes possession of the time, that he 
has lost the floor, and I am going to assert the right of the chairman to 
say that his time has expired. 

Mr. Tarte. Mr. Chairman, on yesterday, under the 5-minute rule, 
Mr. Bass, Mr. Siler, and Mr. Chamberlain had no opportunity to ask 
questions, and they haven’t had an opportunity this morning. So I 
am pleading in their behalf. 

The Cuairman. I will call on them. 

Mr. Vantx. I would like to be included in that, too. We were just 
up to me yesterday under the 5-minute rule. 

Mr. Muurer. Mr. Chairman, I am not going to object, but let the 
record show that these men asking to be recognized under the 5-minute 
rule are coming in late after we had exhausted the call of members 
who were here under the 5-minute rule. I have no objection to them 
doing it, but they ought not complain when they weren’t here when 
we opened the session. 

The Cuarrman. You can’t object to the chairman recognizing them. 

Mr. Mourer. I am not going to object. I am only objecting to 
them complaining that they weren’t recognized when they weren’t 
here to be recognized. 

The Cuarrman. Mr. Chamberlain. 

Mr. Cuameeriarn. Mr. Chairman, I apologize for being absent 
when Mr. Gidney gave his statement, and I would like to have the 
record show that I am not complaining about not being accorded the 
opportunity of questioning the witness. 

I will say that in examining the record, I have noticed that some of 
the questions that I wanted to ask the witness have been asked by 
others, and that at this late hour, there is a matter that I would like 
to talk o the witness about, but I will wait until he comes back for 
further questioning by Mr. Patman, and I will take it up at that time. 

Mr. Mutrer. For the record, my remarks were not directed to Mr. 
Chamberlain. He was not one of those who complained. 

The Cratrman. Mr. Vanik. 

Mr. Vanrx. At the close of the session yesterday, I asked a question 
off the record to which Mr. Gidney provided the answer. 

I wanted to know the extent of the issuance of new common stock 
by national banks for the years 1947 to 1956 inclusive, and in response 
to my inquiry Mr. Gidney has provided the following report which I 
would like to have inserted in the record at this point, if there is no 
objection. 

The CHarrman. Without objection, that may be done. 
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(The report referred to above follows :) 


Summary of new common stock sold by national banks for years 1947 to 1956, 
inclusive 








Year Aggre gate par | Premium | Total sale price 
value | 

——- - | |- connec nda 
WN catiinenaet ile ee eee $12, 520, 600.00 | $6, 453, 769. 30 $18, 974, 369. 30 
eile dns bic eel eld ...| 16,241, 780.00 | 11, 386, 090. 00 27, 627, 870. 00 
BR sii ceccd< | - 11, 847, 750.00 7, 315, 720. 80 | 19, 163, 470. 50 
"pease : a | 41, 892,000.00 | 68, 626, 779. 6 110, 518, 779. 67 
re Sauih San iE bain ..--| 74,678, 025.00 | 78, 700, 085. 0 | 153, 373, 110. 70 
TE. .nn a>: a 7 44, 334, 833.33 | 48, 777, 309. 2 93, 112, 142. 54 
1953... - Ea ease had Poedt. 33, 24, 350.00 | 47, 531, 248. 0 80, 776, 598. 90 
1954... we S I | 90,348, 023.85 | 136, 533, 130. 63 226, 881, 154. 48 
1955 ate : 57, 476, 710.00 | 93, 647, 064. 08 151, 123, 774. 08 
1956. ‘ 7, 353, 695. 00 | 140, 047, 793. 54 197, 401, 488. 54 
WN 58S etn deateaies ; | 439, 933, 767. 18 | "639, 018, 991. 53 | 1,078, 952, 758. 71 


| 


Mr. Vanik. My next question, Mr. Chay: relates to the usury 
rates discussed a few moments ago in the questioning by Mr. Patman. 

In view of the rising interest rate, which is prevalent throughout 
the industry, and in view of the fact that the gap is narrowing between 
the prev ailing rates of interest and the usury limits adopted in the 
various States, in your opinion, should the States consider some 
change in the usury limits? 

Mr. Gipney. I don’t know the laws of the States well enough 

Mr. VAnik. Well, the general rate is about 8 percent. That is about 
the limit. 

Mr. Gipney. Well, of course, we have variations. The most usual 
rate, I think, for straight things that don’t have any special features 
is about 6 percent. 

Mr. VantiK. Yes. 

Mr. Gipney. I believe in the State of California, where I grew up, it 
is 7 percent. But then we have different rates which are put in be- 
cause of this growth of consumer credit, and I am not well enough 
informed to give you a good discussion on that. We could do some 
work on it. 

Mr. Vantk. Isn’t it true on just that point that consumer credit 
has gone down? I thought I saw some figures a few days ago indi- 
cating it has dropped about $5 billion. 

Mr. Gipnry. That might have done so. I wish I had that chart 
here, but I think the general course has been up, and that may have 
been a recent drop. 

Mr. Vantx. Yes, but last year’s drop was about $5 billion itself. 

Mr. Gipney. It might be. 

Mr. Vantk. Interest rates have skyrocketed upward, and the gap 
between the usury limits in the various States has narrowed. If the 
prevailing rate is 6 percent, that leaves only a 2 percent gap between 
the prevailing rate and the usury limit. What margin does that leave 
for the marginal loan on which business must depend so extensively ? 

Mr. Gipney. I think the 6 percent rate is a pretty good rate. 

Mr. Vantkx. When the rate was 4 percent, there was a 4 percent gap 
between the prevailing rate and the usury limit, so that small business 
could enter into rates at higher levels and still stay within the usury 
limits. 

95375—57—pt. 116 
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Now when we get to a 6 percent prevailing rate, we have only 2 
percent between the prevailing rate and the maximum allowed by 
several States. 

Mr. Gipney. Of course, your statement about prevailing rate we 
might have to define. 

Mr. Vanrx. That was your statement. You said 6 percent pre- 
vailed. 

Mr. Gipney. Yes, sir; I shouldn’t have said just that. Six percent 
is a rather usual rate for State usury laws 

As to consumer credit, I don. t know the i aws of many States on that, 
but I do know the New York State law, which I believe is that it may 
be 1 percent a month on the unpaid balance, which really works out 
to 12 percent. 

Mr. Vang. Yes, sir. 

Mr. GIDNEY. And that is apparently fairly acceptable in that field. 
Of course, if we get into the field of what a personal loan outfit can do, 
they run up as high as 36 percent. 

Mr. Vanrx. I am not concerned with those, because those are dif- 
ferent types of loans. 

My question is this: Under present conditions, is a 2-percent margin 
between the prevailing interest rate and the usury limits in the majori- 
ty of the States a sufficient margin of interest to provide room for small 
business loans which are generally of higher : isk, softer loans on which 
people must expect a higher rate of interest? Is there enough room 
in that 2-percent margin for the higher risk or softer loans that are 
generally characteristic of small businesses? 

Mr. Giwnry. That would be pretty dangerous for me to try to give 
you anything authoritative on, because I don’t know the conditions 
everywhere on that, but it seems to me that there probably is enough 
room so far as that is concerned. 

In other words-— 

Mr. Vantx. You mean that small business should not be jeopardized 
by the rising prevailing rate ? 

Mr. Gipnry. I don’t believe small business would be jeopardized 
by that, because you get to the point where, if the loan is a loan that 
they would make anywe: ’, the 6 percent is high enough. 

If they can’t get it at 6, or the going rate in States where it is higher, 
I doubt whether a bank would want to give it to them at all, and of 
course, then, we have the question, which is a much bigger one than that 
which we are trying to deal with today, whether they need to go to the 
Smal] Business Administration or something of that kind. 

Mr. Vantx. All right. Now I want to refer to page 9 of your state- 
ment, bottom of the page, where you talk about the disclosure of 
stock ownership. 

I understand the 5-percent figure was the result of a compromise in 
the Senate. 

Mr. Giwney. I believe. 

Mr. Vantx. Now it is my understanding that in most corporate 
ventures—and you now w ant to give to banking most of the powers 
that the ordinary corporations have in general business activities—it is 
my understanding that sometimes less than 1 percent of the stock can 
change management or manipulate control of a corporation. 

Mr. Gipney. That would be a very slick trick, I should think. 

Mr. Vantx. Well, it does happen, doesn’t it ? 
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Mr. Groner. I don’t know. That seems to be extreme. But when 
you get the owner of 10 percent, he can be a very influential person, 
of course. 

Mr. Vanix. And you feel this 5 percent requirement will be adequate 
to protect the American public? 

Mr. Gipney. We think that 5 percent is pretty troublesome and 
that 10 would be all right. 

Mr. Vantx. I have another question relating to your statement, page 
20, where you talk about section 44 (a) to amend the present law as to 
restrictions as to who can accept deposits. 

Wouldn’t that in effect constitute an invasion of States rights? 
After all, aren’t we spreading the Federal influence into the States? 

Mr. Gipney. I think that is a very good question, and I don’t know 
whether this is an absolutely necessary thing. I will tell you why 
it occurred to us. We had a case in Texas—I am sorry Mr. Patman has 
gone, because he might know about this—what was the name of that, 
United States Trust, I believe it was called. Yes, United States Trust. 
And it took deposits, and purported to pay 5 percent on them or some- 
thing like that, and it was thought by people 

Mr. Vanik. It purported to be a bank? 

Mr. Gipney. Well, people thought it was a bank. And the question 
was raised, “How can they pay 5 percent?” And the department of 
banking said, “We haven’t anything to do with it. We have no con- 
trol over it, it is an insurance company.” 

The insurance department said in effect, “We have no control over 
this part of it because that is not an insurance function.” 

And it slipped in between and went broke, and how much did they 
lose on it? 

Mr. Jenntnes. They lost a very large sum of money, and we went 
into it very carefully, as did the Department of Justice, to see if some- 
thing couldn’t be done about it. The Justice Department indicated 
that under Federal law we were powerless. The State authorities were 
powerless, so this has been inserted in the bill primarily to protect the 
public against a recurrence of that type of thing. 

It will not infringe on States rights. The State people in Texas 
would have been most happy if we could have taken some action. 

Mr. Vantik. But this section transcends the State’s authority, 
doesn’t it ? 

Mr. Gipney. I wouldn’t think so. It simply says that it can’t take 
them unless it is subjected to the laws. In other words, this prods the 
State to have laws. 

Mr. Vantk. The section applies even though it is incorporated and 
authorized to engage in business under the laws of the State. 

Mr. Gipney. Then it is suggested they should follow through. 

Mr. Vantx. Are you satisfied this would meet constitutional re- 
quirements ? 

Mr. Jenninos. Yes, sir, I believe our lawyers are satisfied on that 
score. 

Mr. VantK. And you feel that it is an essential provision based on 
the one instance you cited ? 

Mr. Jenntnos. Well, we don’t expect it will happen again. Of 
course, the State of Texas—when this matter occurred, if the Texas 
State Legislature had been in session, no doubt it would have passed 
legislation to bring the United States Trust Co. under the jurisdiction 
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of either the insurance department or the banking department; but I 
don’t believe the State legislature was in session, it mushroomed up 
and went broke, and this is just to prevent that type of thing from 
happening again. 

Mr. Vanik. Was this the subject of any other special bill? Why 
was it inserted in the Financial Institutions Act? It seems to be an 
industry measure to preserve banking functions for bankers. 

Mr. Jenninos. Well, I think it is well understood that anyone who 
accepts deposits from the public must come within the framework of 
the banking statutes. I can’t accept deposits. I can’t set myself up to 
do that unless I am empowered to. That is the whole reason. I just 
don’t see—— 

Mr. Vanrx. You feel that the States are not competent to handle 
that ¢ 
Mr. Jenntnos. Of course, they are competent to do it, but in this 
one case, the State statutes didn’t cover the situation. A lot of people 
lost money. 

Mr. Vanix. Isn’t that up to the Legislature of Texas? 

Mr. Jenninos. Possibly. We could say, “We don’t care. Let the 
public lose under circumstances like that if the State fails to act.” 

But we thought it was wise to insert this provision in the statute so 
that it would not happen again. We will probably never have use for 
it. I hope we will not. 

ate. Vanik. Did the State of Texas revise its laws after that inci- 
dent ? 

Mr. Jennrinos. It has not as yet, to my knowledge. 

Mr. Vantx. Mr. Chairman, I notice that the House is now in ses- 
sion, and I would like to continue examining further. 

The Cuatrman. The House is in session. There will be a roll call 
in a few minutes. The first item under the roll call will be the Post 
Office bill. 

So the committee will adjourn—I thought we might use this after- 
noon, but some of the members object, and state they wish to be on the 
floor—so we will meet tomorrow morning at 10 o’clock. 

Can you return tomorrow, Mr. Gidney ? 

Mr. Gipney. Yes, sir. 

The Cuarrman. Thank you. 

We will adjourn to reconvene tomorrow morning at 10 o’clock. 

(Whereupon, at 12 noon, the committee adjourned, to reconvene at 
10 a. m., Wednesday, July 24, 1957.) 
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WEDNESDAY, JULY 24, 1957 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) pre- 
siding. 

> ae Chairman Spence, presiding, Messrs. Brown, Patman, 
Multer, Mrs. Sullivan, Mrs. Griffiths, Messrs. Vanik, Healey, Ruther- 
ford, Coad, Anderson, Talle, Kilburn, Betts, Mumma, McVey, Bass, 
Seely-Brown, Henderson, and Chamberlain. 

The Cuarrman. The committee will be in order. 

We will proceed with the testimony of Mr. Gidney. 


STATEMENT OF HON. RAY M. GIDNEY, COMPTROLLER OF THE CUR- 
RENCY; ACCOMPANIED BY L. A. JENNINGS, DEPUTY COMP- 
TROLLER, R. T. ENGLERT, AND G. E. McCONLEY, LEGAL DIVI- 
SION, OFFICE OF THE COMPTROLLER OF THE CURRENCY 


The Cuamman. Does any member desire recognition ? 

Mr. Srety-Brown. Mr. Chairman. 

The Cuarman. Mr. Seely-Brown. 

Mr. Seevy-Brown. Thank you, Mr. Chairman. 

I have not as yet had the opportunity of asking the witness a ques- 
tion, and I am glad that I may dosonow. 

Mr. Gidney, could you advise me, first, as to what authority you 
have under existing law to regulate proposed bank mergers ? 

Mr. Gipney. Mr. Seely-Brown, if the continuing bank is to be a 
national bank, the merger or consolidation can be effected only with 
the approval of the Comptroller of the Currency, and the scope of 
authority to approve or disapprove, I don’t think that has ever been 
completely settled. We have assumed that there is a right to dis- 
approve if the proposal is inequitable in any way, and doesn’t treat 
the shareholders fairly, and we have assumed that it could be disap- 
proved if there were an undue lessening of competition—that, with 
other factors. So that is our present authority. Some would say 
that we actually don’t have authority to disapprove, but we think 
we have. 

Mr. Srery-Brown. It is your assumption then that under the 
statutes as presently written you have, if you want to call it that, the 
final authority to approve or Sanatoeons a proposed merger of national 
banks ? 

Mr. Groner. That is right. 
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Mr. Srety-Brown. Now, sir, could you advise me as to what would 
be your authority under the proposed legislation ? 

Mr. Gipnry. Well, under the proposed legislation we would have 
a perhaps more clear authority because there would be specified in 
the law standards which we should apply, and those are the standards 
which apply when we certify a bank to the Federal Deposit Insurance 
Corporation—the financial history, the adequacy of the capital, charac- 
ter of management, prospective earnings, convenience and necessity of 
the community. So we would have those specified. 

Then we would be required to take into consideration the competi- 
tive factors—if it would unduly lessen competition—and we would 
be required to confer with the Federal Reserve Board and the Fed- 
eral Deposit Insurance Corporation and have their views on it, al- 
though the authority would remain ours to approve or disapprove, 
and they would have to confer with us on whether they would approve 
in cases coming before them. 

So I take it we would have to work out common standards and 
procedures so that we were consistent with each other as far as pos- 
sible. 

Mr. Srrty-Brown. Do you think there would be any change in the 
number of mergers as a result of the new legislation? In other words, 
do you anticipate that this new program will encourage or discourage 
mergers, as you see it ? 

Mr. Gipney. Well, I don’t think it could—it wouldn’t be at all con- 
ceivable that it would encourage them. To what extent it would dis- 
courage them, is pretty speculative to say. That would depend a 
good deal on the type of joint ideas that the three agencies developed. 

Mr. Srety-Brown. In any case, do you feel that the new legislation 
would more clearly spell out the details upon which a merger could 
be made, and asa result would be worthwhile ? 

Mr. Gipney. I think it would very definitely do that. 

Mr. Srety-Brown. And you favor that ? 

Mr. Giwonry. We do. 

Mr. Srety-Brown. In other words, your own authority would be 
much more specific, and you would know where you were heading and 
how to get there? 

Mr. Gipney. It would be much clearer. 

Mr. Srety-Brown. Thank you, Mr. Chairman. 

That is all. 

The Cuatrman. Mr. Gidney, what authority have you with refer- 
ence to approval of branches ? 

Mr. Gipney. For national banks? 

The CHarrMan. Yes, sir. 

Mr. Gipney. We have authority to approve them, but of course they 
must be consistent with the laws of the State, as to geographical loca- 
tion. We must observe the restrictions of the State laws as to geog- 
raphical location. 

Is that a fair statement, Mr. Englert? 

Mr. Enatert. Yes, sir. 

The Cuarrman. And the national banks are in no more favorable 
position than State banks with reference to branches? 

Mr. Gipney. I think that is substantially correct. There may be 
little matters of procedure, where a State does have a little different 
method of looking them over, but, as to the power to grant them, I 
think they are substantially equal, and we are quite careful, very care- 
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ful, to do our work in that line in such a way that we don’t trespass, 
and, of course, we also do it with a great deal of consultation with the 
State authorities, with an exchange of information, at least, and ob- 
taining their opinion in many cases. 

The CuarrMan. If a State bank cannot have a branch, it is the rul- 
ing of the supervisory authority here that the national bank may not 
have a branch in the same State ? 

Mr. Gipney. That is true. There are 13 States, I think, where State 
banks may not have a branch and national banks may not have a 
branch. 

The Cuairman. Is there any other supervisory authority that has a 
voice in that matter ? 

Mr. Gipney. Well, if it is an insured bank, the Federal Deposit In- 
surance Corporation has to consent to the establishment of a branch, 
af if it is a Federal Reserve member, under present law, the Fed- 

al Reserve Board has to consent to the establishment of a branch. 

* Of course, both of those have to be approved and authorized in the 
first instance by the State authority. 

The Cuatrman. The applications for branches, I suppose, are very 
much more numerous than applications to merge? 

Mr. Giwney. Yes, sir. We may run 500 in a year, perhaps 10 a 
week, average, whereas our applic ations for charters might be 50 or 60 
in a year, something like that, possibly 75. They are very much more 
numerous. 

The Cuarrman. How many States absolutely prohibit branches? 

Mr. Gipney. I think there are 13 States where a branch is not allow- 
able at all. Is that right, Mr. Englert? 

Mr. Enctert. That is about right. 

The Cuarrman. Have you stated that in your testimony ? 

Mr. Giwney. I didn’t in this testimony. I don’t think that was 
brought out. But I think there was no change in the provisions of the 
law relative to branches. 

The Cuarrman. There would be no change in that respect under the 
present bill ? 

Mr, Gipney. That is right. 

Mr. Mumma. Mr. Chairman. 

The Cuatrman. Mr, Mumma. 

Mr. Mumma. Mr. Gidney, without getting into the problem you and 
I have been discussing, what would be the definition of that word 

“geographical” in making the determination? ‘That is one of the fac- 
tors you have to consider. 

Mr. Gipney. Well, you have a very good illustration, Mr. Mumma, 
in the State of Pennsylvania; there a branch may be established in 
the county in which the bank is located or in an adjoining county. 
There are some technical difficulties to overcome for a State bank. 

Mr. Mumma. You say in an adjoining county ? 

Mr. Gipney. Yes, sir. And there are some matters in the State law, 
to the effect that there must be a showing of inadequacy of banking 
facilities when you cross the county line. ‘We believe that that partic- 
ular thing would not apply to a national bank, but, in our actual 
working in Pennsylvania, we have watched that, and have not granted 
one across a county line, de novo, unless we were satisfied that there 
was an inadequacy. In other words, we have voluntarily kept in step 
with the State practice. 
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Mr. Mumma. I noticed several years ago, in Lebanon County, they 
wanted to extend their services to another town, and you approved it, 
and it is doing very well. You have probably had hundreds of such 
instances. 

Mr. Gipnry. We have had, perhaps, as good cooperation and rela- 
tions with the Pennsylvania department as with any, and, of course, 
that is a State where people are conservative, and they do come out 
well. 

Mr. Mumma. I want to talk to you about this Motor Vehicle Finance 
Sales Act later. 

Mr. Gipney. I will be glad to. 

Mr. Mumma. I think Mr. Betts wants to ask you some questions now. 

Mr. Betts. Mr. Chairman. 

The Cuarrman. Mr. Betts. 

Mr. Berrts. Mr. Gidney, after our discussion the other day about the 
Indiana situation—incidentally, I am not a Member from Indiana. 
I know you understand that. 

Mr. ciiay. I took the liberty of editing that to say that a Congress- 
man from Indiana had received the letter. 

Mr. Berrs. Some other questions came up in my mind on reflection. 
I can see the position of national banks with regard to certain restrict- 
ing State laws, like licensing. As I recall, it goes back to McCullough 
v. Maryland, John Marshall’s famous decision. You follow that 
through a little bit and you have situations like in Indiana, where it 
is a matter of State policy, with respect to installment loans. I was 
just wondering if, somewhere along the line, national banks couldn’t 
be subject to restricting amendments, licensing, and taxation, as far 
as broad general substantive policy is concerned. 

Mr. Gipney. Mr. Betts, we think they would be subject to the law 
which says they can or cannot do some of those things. It is having 
the State come into the powers of visitation that we are against. Now, 
I think I can give you an illustration. 

We have a dual banking system, and you will recall that on three 
eccasions we have had Federal restrictions on consumer-credit oper- 
ations—regulations. The Federal Reserve Board administered that, 
and the Federal Reserve banks helped. Now, the national-bank ex- 
aminers and the Federal Reserve examiners did not go into State- 
chartered banks to do that, unless they were Federal Reserve 
members. 

We asked the State supervisors to cooperate with us, that is, the 
Federal Reserve did. The Federal Reserve people asked the State 
supervisors to cooperate by looking after that part of the field and by 
reporting cases where there was not compliance. I remember par- 
ticularly the excellent cooperation we had from the commissioner 
from West Virginia, John Hoffman. He turned up one of those cases 
where things were being done wrong—I think that was in a finance 
company—and a correction was made. 

So, if we have a dual system, it seems to me one of the essentials 
of living together in a dual system is that we respect each other’s 
prerogatives and fields. We would just have a terribly unsatisfactory 
situation otherwise. 

We will do the job all right; if they will pass a law that is properly 
applicable to a national bank, we will enforce it. 
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Mr. Berrts. Then do I understand from what you have to say that, 
taking the Indiana situation, the State banks would have no reason 
to fear that the national banks would not follow the Indiana law 
with respect to installment buying ? 

Mr. Gipney. I think they would have nothing to fear, I don’t know 
that it is the State banks that are stirring this up. From what my 
banker friend told me, it may be some of the finance companies, and 
he was rather suggesting that it was necessary to make a showing of 
going into national banks to keep themselves in a good position on the 
ethers. I only know that from hearsay. But we will do a job on the 
national banks, if we have a law that applies, and we know what it is. 
After all, the banks are a very law-abiding group. 

Mr. Berrs. I know. 

Mr. Groner. And when the Federal Reserve was handling regula- 
tion W, we didn’t have trouble with violations in banks, except in the 
rare instances. We had trouble, but not in banks. 

Mr. Jennines. May I just add one point ¢ 

I would like to make it clear that the small loan laws which have 
been passed by a number of States—they are effective in New York 
State, Pennsylvania, Kansas, Indiana, Michigan, Wisconsin, New 
Mexico, Nebraska, and Iowa—apply to national banks in this respect, 
and that is, they all establish minimum and maximum—not minimum, 
necessarily, but maximum rates of interest that may be charged on 
such loans. There isa Federal statute which states that national banks 
may not charge a greater rate of interest than is permitted by the laws 
of the State in which the national bank operates. 

Therefore, these small loan laws do apply to national banks from 
the standpoint of their interest provisions, and we have held that 
where a national bank is making small loans of the type covered by a 
State law, that not only should the loan be made in accordance with 
the interest provisions of the statute, but certain other provisions of 
the statute, such as outlining the financing charges, must be followed. 

So our national bank examiners do see that our national banks abide 
by the State law because of the Federal statute which says the national 
banks must abide by the interest laws of the State. 

I just wanted to bring out as clearly as I could the fact that the 
national banks do abide by those laws, and that we enforce them, 
because we have to, by virtue of the Federal statute. 

Mr. Berrs. It seems to me that that ought to be the answer to the 
objection from the bankers of Indiana. 

Mr. Jenninos. It seems to us that we can handle the matter very 
well. 

I have been approached, and so has Mr. Gidney, by some State 
superintendents who say that a special group of people employed by 
the State, who do nothing else but check State banks to see that they 
are abiding by the small loan laws, will do a better job than a group of 
examiners who are examining a bank and going into various other 
matters and not concentrating on the small loan law provisions. 

But we believe that we can see to it that national banks abide by 
those laws. We do not believe it is necessary for the State authorities 
to go in and make a special examination of that phase of their affairs. 

Mr. Berrs. I think that answers the question very well. 

Thank you very much, Mr. Gidney. 
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Mr. Gipney. Thank you, Mr. Betts. 

The Cuarrman. Mr. Multer. 

Mr. Mourer. Thank you, Mr. Chairman. 

I hope that we don’t have a hassle today as we did yesterday, with 
members coming in late and yelling that they had no opportunity to 
examine the witness. We started the hearings this morning with five 
members present, and I deliberately sat back and did not ask for 
recognition until everyone else who was here and wanted to be rec- 
ognized was recognized. 

As other members come in, I will not object to them asking for an 
opportunity to examine the witness. 

At the same time, if that does happen, I hope I will not 
witness. 

The CHarrMan. You may proceed. 

I have said that if you yield for a question, you will still have the 
witness. 

Mr. Mutter. I don’t want to be accused of hogging the time. 

The Cuarrman. Proceed, and we will see how it works. 

I will reserve the right to make a ruling as a case arises. 

Mr. Mutrer. Very well. 

Mr. Gidney, as I address my question s to you, I will probably be 
using the pronoun “you” most of the time. I am sure you understand 
that I am referring to your office, and if you can’t answer any one of 
the questions, I have no objection to anybody else, Mr. Jennings, or 
your counsel, or anyone else on your st: iff, supplying the answer. All I 
am looking for is information for the record. 

Mr. Gipney. I understand. 

Mr. Mutter. Now, as we got through with my part of the 5-minute 
rule, I was discussing with you the possibility or the desirability of 
having the office of the Comptroller separate and distinct from any 
other office of Government. 

The proposed bill before us deletes from the existing statute the duty 
which charges you with the execution of all laws passed by Congress 
relating to the i issuing and regulation of national currency secured by 
United States bonds. 

Then it changes the language so as to give you or charge you with 
the exec ution of all Federal laws relating to the issuing and regula- 
tion of Federal Reserve notes. 

Just what does your office do today with reference to the issue and 
regulation of national currency secured i United States bonds? 

Mr. Gipney. Well, it has no present duties in that field, because 
the national bank notes have been re tired—at least the liability has 
been retired, and no new issue has been made since perhaps 20 years 
ago, something like that. 

Mr. Mutter. So deleting that provision of the bill actually takes 
no function away from your office. It is a function that you have 
ceased to perform ? 

Mr. Gipney. That is right, that was obsolete and it was removed by 
the Senate, not at our instance, but we don’t object. 

Mr. ue Yes, sir. 

Now, vhat functions will your office perform, or does your offic 
perfor m, with relation to the issue and regulation of Federal Reserve 
notes ? 


lose the 
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Mr. Gipney. I think it might be well to read the exact — 
in the law. Of course, I can summarize it in an informal wa 

The notes are printed by the Bureau of Engraving and Printing, 
and are by them delivered to the Comptroller of the Cr urrency, in that 
they are pli aced in a vault which is controlled by the Office of the Comp- 
troller of the Currency, in joint custody with representatives of the 
Treasury of the United States, and the notes remain there until they 
are requisitioned by the Federal Reserve Board, the Board of Gover- 
nors, to be shipped to the respective Federal Reserve agents, when 
they pass from our hands. Our duties are completely ministerial : 
We receive them when they are delivered, and we send them out 
under orders, and have no discretion in the matter, as I recall. 

Mr. Jennines. Well, we do maintain a record. 

Mr. Gipnry. Oh, yes, sir. 

Mr. Jenninos. We do maintain a record of the amount of notes 
held by the F ederal Reserve e agent; the Federal Reserve agent noti- 
fies us when the notes are turned over to the Federal Reserve banks 
and placed in circulation. We know at all times how many Federal 
Reserve notes are unissued, and how many have been issued. When 
the notes are worn out, they are cut in two, half of each note is sent to 
us for verification, and the other half to the Tr easury, so that there 
is a dual check on the destruction of the notes. We have that respon- 
sibility. 

Mr. Murer. What is your responsibility with reference to can- 
cellation of Federal Reserve notes or other currency ¢ 

Mr. Jenntnes. Well, we only have responsibility with respect to 
Federal Reserve notes, and our responsibility is to keep complete rec- 
ords as to the amount that has been destroyed, the amount that has 
been issued to the Federal Reserve agents, the amount that has been 
placed in circulation by the Federal Reserve banks, and then the 
amount that we hold here in Washington, in a vault, that has not been 
shipped out to the Federal Reserve agents. 

Mr. Mutter. On whom is the duty placed for the cancellation and 
destruction of mutilated and old currency ? 

Mr. Jenntnos. For Federal Reserve notes, that is our responsibility. 
We use as a protective measure the device of having the Federal Re 
serve banks, when they return the old, mutilated notes to us, first 
cut the notes in two, lengthwise, one-half of the note coming to us 
and the other half is shipped directly to the Treasurer of the United 
States. Each group checks them and makes a count of the old muti- 
lated notes to see that there are no errors, and then under joint super- 
vision, they are cremated. 

Mr. Mutrer. In other words, the function of the actual destruction 
of the Federal Reserve notes is divided between two offices, and each 
office receives one-half of the note, and then you check one against 
the other, to make sure that you each have a half of the note, and then 
you arrange for the inciner ation of both halves ? 

Mr. Jennunos. That is right, with witnesses from both the Office of 
the Treasurer of the United States and the Office of the Comptroller 
of the Currency present at the time of cremation. 

(Whereupon, at 10:27 a. m., Mr. Brown presiding :) 

Mr. Murer. Isn’t that a dual application of effort that could be 
avoided, with great saving of money to the Government ? 
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Mr. Gipnry. Mr. Multer, there have been studies made on that, and 
we think perhaps you may have asked the question of the Federal Re- 
serve. They have made studies and estimates as to what they would 
save, and of course, it would require a change of the law to do it in 
another manner, we believe. The amount which they would save 
would not be very great. 

The changes which were made to permit destruction of United 
States notes and silver certificates at the Federal Reserve banks made 
quite a considerable saving to the Treasury. I think at the time those 
estimates were made it was estimated they would save six or seven hun- 
dred thousand dollars on that part, and that if the Federal Reserve 
notes were to be handled in the same way it would perhaps be in the 
order of $250,000. Those figures are rough; I don’t know that they 
are exactly right, and we don’t know that they would work out just 
that way. 

This matter Mr. Jennings spoke about of cutting the notes in half 
is a very good device. Before they do that, they put four rather large 
punch holes in the notes, so that when a note goes out of the bank in 
that form, if it were lost or stolen, it would not be possible for anybody 
to obtain money on it. So this cuts the risk in shipment and it is a 
great advantage. It practically eliminates the risk of loss in shipment. 

Mr. Mouturer. As a matter of fact, there have been any number of 
legal opinions by Government officials charged with reviewing the 
matter, that if half of a note gets into the hands of a holder in due 
course, he can collect on that. 

Mr. Gipney. But by this device it is less than half a note. I think 
you are right about the half note. 

Mr. Moutrer. And haven't legal opinions gone even further and 
haven’t they said that the punching of the holes does not put a person 
on notice, and if he is a holder in due course, it may have value? 

Mr. Gipney. I think that may be true where you just punch the 
holes. If you punch the holes and cut the note in half, I think they 
could not collect. 

Mr. Mutter. I think the legal opinion is that whether sliced in half, 
and with or without holes, it still must be redeemed. As a matter of 
fact, this whole matter was discussed in the report of the Comptroller 
General of the United States to the Congress for the fiscal year ended 
June 30, 1955. You are familiar with that report, are you not 

Mr. Giwney. I am not very familiar with it, but I recall something 
of it. I think he recommended that the Federal Reserve notes should 
be destroyed at the Federal Reserve banks. 

Mr. Mu.rer. Their recommendation was that instead of punching 
holes, and the second operation of slicing in half, that you punch holes 
through the bill spelling out the word “void” so that anybody pick- 
ing it up would be on notice that it was a void bill, then there wouldn’t 
be any question of collecting, and then you wouldn’t have to have this 
double checking, half to one place, and half to the other, but could 
merely be sent to one place and destroyed. 

Mr. Gipney. Well, by that technique you would simply save the 
slicing. 

Mr. Mutrer. You would save the slicing ? 

Mr. Gipney. Yes, sir. 

Mr. Mutrer. You would save the necessity of trying to check to 
determine whether a person is a holder in due course of a mutilated 


FINANCIAL INSTITUTIONS ACT OF 1957 235 


note, because if the word “void” is punched into the bill, nobody could 
pretend that it is a good bill bought in due course, or for value. 

Mr. Gupney. That might be a very good suggestion. I think the 
present practice is very safe. But that might be a good suggestion. 

Mr. Motrer. This would certainly be just as safe, would it not ? 

Mr. Gipyey. I am not sure. It is rather difficult to get punches 
that will go through that kind of a package of paper. It is very diffi- 
cult. 

Mr. Mutrer. The Comptroller General doesn’t think so. He thinks 
you wouldn’t need any different machine than the one the banks are 
now using to punch the holes. 

Mr. Gipnery. Well, that is the Comptroller General’s opinion. 

Mr. Mutrer. Well, this report covers the period to June 30, 1955. 
Having in mind the amount of currency in use then, and its deteriora- 
tion and the necessity for cancellation of the mutilated bills in cir- 
culation, the Comptroller General said the Government would save 
nearly three-quarters of a million dollars. 

Mr. Gipney. Not on the Federal Reserve notes. 

Mr. Mutter. On the overall operation, currency and notes. 

Mr. Gipney. That is right, about three-quarters of a million dollars 
on the whole proposition, and the part they adopted on the United 
States notes and the silver certificates took up about something like 
two-thirds of that $750,000. That is the way I remember it. 

Mr. Muurer. Well, surely you would not object to a changing of 
procedure which would save the Government three-quarters of a mil- 
lion dollars a year. 

Mr. Gipney. Well, we got the $500,000. There remains $250,000. 

Iam not unwilling. This isa matter for Congress. Undoubtedly, 
this issue provision was made with the idea that they would get a dou- 
ble check upon the issuance and redemption. That is to say, that there 
would be an independent office, at both ends of it. 

Now it is entirely within the discretion of Congress to change that, 
and we think it is something that, if it is to be considered, should be 
suggested by the Federal] Reserve authorities, rather than by us, be- 
cause we have been put in the position of being the checker-out and 
checker-in, so to speak. 

Mr. Motrer. Well, we hope to have Mr. Martin back again, and we 
will pursue that with him. If he or his Board should make the recom- 
mendation, you would have no objection to the change in procedure. 

Mr. Giwnry. No, sir, we would have no objection. I think that is 
for them to bring up. 

Mr. Mvurer. As a matter of fact, you would probably welcome re- 
leasing some of your employees from those duties to other duties. 

Mr. Gipney. Well, I wouldn’t say no to that. 

Mr. Mutter. Have you given any further thought as to whether 
your office should be independent of the office of the See retary of the 
Treasury ? 

Mr. Gipney. Well, just thinking over your comment the other day, 
I haven’t a well-thought-out, studied opinion, or one arrived at in any 
consultation, but my present opinion would be that it is better as it is. 

Mr. Mutter. The Secretary of the Treasury does not exercise any 
right of review as to any of your actions with reference to organiza- 
tion of new banks, establishment of branches, changes of branches, or 
main office, mergers or consolidations, am I right? 
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Mr. Gipnry. No, he does not. 

Mr. Muurer. Is there anything in the law that gives him the right of 
review but he does not exercise it, or is there nothing in the law that 
gives it to him. 

Mr. Gipnry. I don’t believe there is anything that gives it to him. 
Does he have to approve the appointment of Deputy Comptrollers, Mr. 
Jennings ? 

Mr. JENNINGS. That is correct; he appoints the Deputy Comp- 
trollers. But the Comptroller has certain quasi-judicial ern s, such 
as approving a new charter or approving a branch, where we believe 
the Secretary of the Treasury has no right to indic ate that the Co np- 
troller should take a different action. 

Mr. Gipnry. Mr. Multer, Mr. Englert has a comment on that which 
perhaps would make it more clear. 

Mr. Enetert. I just want to say that there is an Attorney General’s 
opinion which says that the Secretary has no control over those mat- 
ters where the Comptroller has discretion. 

Mr. Mourrer. In those cases where there may be an attempt to review 
your action—that is the action of the Comptroller of the Currency 
through the courts—has the contention ever been made that before they 
can go to a court to review your action, they must first seek review by 
the Secretary of the Treasury ? 

Mr. Giwney. Well, in the litigation which has occurred since I have 
been there, I believe no such contention was made. 

Mr. Mutter. Now I would like to go to section 2 of the act, in which 
you define national banks, State banks, and so forth. 

Is this definition new to the law, or is it taken from some other part 
of the existing statutes ? 

Mr. Giwney. I think I should ask Mr. Englert about that. My recol- 
lection is that some of that was brought from other parts of the present 
law. 

Mr. Enetert. It is really a composite from several other sections 
of the law. 

Mr. Mutter. Is this intended to be an all-inclusive definition, or 
definitions, of banks and banking institutions? Or are you deliber- 
ately leaving out of your definition certain institutions which might be 
considered banks, but which you do not want to consider banks for 
the pur _— of this act ? 

Mr. Gipnry. We have included everything that we thought were 
banks as far as this act is concerned. It hasn’t been the intention to 
leave anyone out that could be considered a bank. 

Perhaps I shouldn’t say we have done it, because this wasn’t drafted 
by us, but in the Senate committee. But as far as our relationship is 
to the bill is concerned, that is true. 

Mr. Mourer. There are many organizations, businesses, partner- 
ships, individuals, and corporations that are doing a business which 
is very closely allied to the banking business if not actually a banking 
business. They are engaged in lending. For instance, mutual invest- 
ment trusts, and other investing org: anizations of that kind. 

You don’t intend to have them “included within this definition of 
banks? 

Mr. Gipney. I think they are not included, and I would question 
whether they could be properly included. 
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They do some things that are perhaps in the neighborhood—of 
course, you have finance companies which are even closer, and you have 
others. 

Mr. Mutter. We have many organizations, business enterprises 
throughout the country that are actually engaged in lending. 

You have your so-called discount houses, you have the finance com- 
panies—I have in mind companies like CIT and Commercial Credit— 
I am not trying to give any advertising to them, but I am trying to 
cover the whole sphere of activity, the small finance companies, the 
personal loan companies, pawn brokers, insurance companies, all en- 
gaged in lending. 

Have you considered the desirability of their lending facilities being 
brought under the supervision of the banking authorities? 

Mr. Gipnry. Well, they are under State laws. There is a strong 
element of supervision on many of those. 

We haven’t thought of bringing them into our orbit. We think that 
would be overreaching, and an undue effort to overreach. 

Mr. Mourer. Well, it certainly would be overreaching if there is no 
authority in law. 

Mr. Gipney. That is true. 

Mr. Mutter. I am asking whether or not it should be considered 
to be advisable to have the law extended. I understand you couldn’t 
do it with your present staff. But, undoubtedly, with a much larger 
staff you could do the job of supervision and control. But I am ad- 
dressing myself to the principles of whether or not all of these lend- 
ing institutions shouldn’t be lesen within the general supervision 
of the banking authorities. 

Mr. Gipnry. Of course we have made the test to quite a degree 
where they receive deposits. If they receive deposits and make loans, 
that is, I believe, considered the characteristic of a bank, and in these 
innumerable other cases, I think it would be a very large task, and I 
should think it would be well not to undertake it. But I don’t know 
what—— 

Mr. Muurer. Well, I have in mind, among other things, the Texas 
situation that you referred to yesterday. What do you suggest in 
this proposed bill that would prevent that kind of a situation ? 

Mr. Groner. Our suggestion is that they could not take deposits 
unless they were regulated and supervised by their State, which would 
have been very simple for the State to do. 

Mr. Mutrer. Suppose you are then confronted with the situation 
where a company opens their office in one State, and they do all their 
business by mail across State lines. They refuse to receive anything 
intrastate. All they receive they are going to get through the mail 
from other States. And they then come within the definition of inter- 
state commerce. Then you have no regulation within the State. 

Don’t you need something on the Federal level ? 

Mr. Gipnry. I think the Post Office might have some control on 
that, that type of thing this Texas group carried on. 

Mr. Mutrer. But the Post Office would only have contro] over any 
fraudulent literature they would send through the mail. The Post 
Office couldn’t say, “You cannot solicit deposits,” and would have no 
right to go in and ask, “What are you doing with the money?” 

Mr. Gipnry. If this little amendment in here is enacted, it would 
cover it. 
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Mr. Moutrer. Does that amendment go far enough ? 
Mr. Gipney. I think it might go farther, but we think it would be 
veyr helpful as it is. 

r. Murer. Do you think the amendment, as proposed by you, 
would cover the interstate transactions where there is no intrastate 
transactions ? 

__Mr. Gipney. Oh, yes, unless they are supervised by the State. And 
if they are supervised by the State effectively—of course, we have to 
assume the State would supervise effectively—then their going across 
State lines would not be harmful, would it? I don’t see that it would 
be harmful, if they are under proper supervision and receiving de- 
posits which are supervised. 

Mr. Moutrer. Would you mind reading your proposed amendment 
again ? 

Mr. Gipnry. That is on page 32 of this copy. 

From and after the effective date of this Act, it shall be unlawful for any 
institution organized under the laws of the United States— 
no; just a minute; that is not it. I was reading the part about their 
representing that they are a bank. Would you read it, Mr. Jennings, 
if you have it? 

Mr. Jenninos. Yes. 


For any person, firm, corporation, association, business, trust, or other similar 
organization to engage to any extent whatever with others than his or its of- 
ficers, agents, or employees in the business of receiving deposits, subject to check, 
or to repayment upon presentation of a passbook, certificate of deposit, or other 
evidence of debt, or upon request of the depositor, unless such person, firm, cor- 
poration, association, business, trust, or other similar organization (a) shall 
be incorporated under and authorized to engage in such business by the laws 
of the United States or of any State and subjected by the laws of the United 
States or of the State wherein located to examination and regulation * * *. 

Now that ties down to deposits, and many of the concerns you men- 
tioned, Mr. Multer, such as small-loan companies, are State ,corpora- 
tions. They are supervised by State banking departments, or State 
departments organized for that purpose. 

We couldn’t very well include that type of business entity in our 
definition of banks because they are not Federal corporations, and, 
so far as I know, there are no Federal statutes which enable small-loan 
companies to obtain charters and engage in the small-loan business. 

So, it is just outside the scope of our banking bill, as I see it. 

Mr. Mutzer. Is it sufficient to prohibit them from doing this busi- 
ness unless supervised by State authorities, unless you write something 
into the statute under which they can qualify? Can you simply pro- 
hibit them from doing business without giving them some reciprocal 
right to come into some agency of Government to show that they are 
fit persons and companies and properly qualified and capitalized to 
do the business ? 

Mr. Jennrnos. Well, that is a difficult point to answer, but it must 
be remembered that, over a long period of years, we have had only 
one instance of this type, the one that we mentioned involving the 
United States Trust Co. in Texas. 

We don’t expect that this type of case will cause us any real trouble 
in the future, but a loophole was found to exist where we, as a Federal 
bank supervisory agency, were unable to do anything about a State 
corporation that was accepting deposits, and, unfortunately, the State 
authorities were unable to do anything about it. 
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Obviously, we could have said, “Let the State take care of it,” but 
we thought it would be wise to have something in the Federal laws 
that would permit us to step in under such circumstances and stop 
that type of thing. : 

(Whereupon, at 10: 53 a. m., the chairman presided.) 

Mr. Motrter. I think, perhaps, we had similar instances in the boom 
days, in the predepression days, a lot of fly-by-night organizations of 
this kind which came into being and milked the public. You see, one 
of the objections I make to the operation of the financial agencies of 
our Government, your Office, the Federal Reserve—and I say this in 
all kindliness—is that you wait for something to happen before you 
come in and make a suggestion or recommendation for legislation. 
You don’t use your imagination as to what may happen. Here is a 
situation that did happen. You are going to try to remedy that with- 
out trying to prevent what may also happen in other instances in the 
future. 

Mr. Jenninos. We believe that one recommendation will remedy 
the situation so far as this particular type of operation is concerned. 

Mr. Mutter. Well, now, suppose, instead of taking deposits or issu- 
ing a passbook, they sold shares, as a credit union does, as a savings 
and loan association does. Will your proposed amendment cover 
that ? 

Mr. Jennrnos. I do not believe it would. I would wish to check with 
our counsel on that. 

Mr. Mutter. Don’t you think it should ? 

Mr. Gipney. As our part in furnishing material to the Senate com- 
mittee, we suggested that we stay within our field. And that, of course, 
is the National Bank Act and supervision of national banks. 

Now, what you say certainly is a wide field, with possible abuses. I 
don’t know whether you were thinking of Ponzi when you spoke about 
some of those people. 

Mr. Mutrer. He is one of them. He is one of the persons who al- 
ways comes to mind when we think of these financial frauds upon the 
public. 

Mr. Giwney. That was once a well-known name. 

Mr. Murer. Yes. 

Mr. Giwney. However, there are other Federal agencies that are 
watchdogs on some of these things. We had occasion to look over a 
recent ruling of the Securities and Exchange Commission on a party 
who had been selling uranium stock, and not on too honorable a basis, 
Tam afraid. 

I think Congress might well think about lots of those. But we are 
trying to stick to our own field. It was suggested that we should stick 
to it, and I am sure this committee doesn’t want us to roam all over the 
field of the other people. 

Mr. Mutter. I agree you shouldn’t roam all over the field, but I 
think one of the most important things we are concerned with here are 
banking facilities, and to my mind receipt of deposits and carrying of 
checking accounts is only the means by which the bank gets the bulk 
of its money with which it operates. Its primary facility, and cer- 
tainly the only one on which it makes its money, is investments, and 
the greatest part of investments is loans. 

Now, whether you are regulating the purchase of stocks, whether 
directly or by loan, or whether you regulate personal loan facilities, 
I think it is all part of this problem. 
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You undoubtedly recall that millions of dollars were lost during 
the depression days because of improper operation and management 
ot the so-called mortgage companies which took money from the ‘public, 
gave them certificates of investment, which were just participating 
interests in a large mortgage issued. Many times there was no con- 
trol over the manner in which they invested the money in the mortgage, 
and the properties were overappraised, the mortgages were in excess 
of full value, sometimes 150 percent of true value—the public was 
sold an interest in those mortgages, and when the crash came they 
were all wiped out. 

Mr. Mumma. Will the gentleman yield / 

Mr. Murer. Yes. 

Mr. Mumma. Wasn’t a lot of that lost due.to the manner in which 
the mortgages were drawn up? There were no provisions for amorti- 
zation. 

Mr. Moutrter. No. 

Mr. Mumma. I know in our territory most of the losses were on 
mortgages that nobody ever thought of amortizing. When a fellow 
zot a mortgage, he figured he was set. 

Mr. Mu. TER. If that was so in your State, then of course, again, 
that should have been one of the details of supervision and regulation. 
but I think in the main the losses were caused by the fact that they 
were interested in profits, not safety, there were conflicts of interest 
within the organization in placing the mortgage and getting the 
public’s money in, and there were deliberate overappraisals. A piece 
ot property worth $100,000 would be appraised at $200,000 and they 
would lend $150,000 on a piece of property worth only $100,000 at the 
top of the market. 

Mr. Mumma. That could be done, but in my State it wasn’t done 
that way. 

Mr. Mutter. I know of thousands of cases where that was done in 
inetropolitan New York and metropolitan Chicago. 

Shouldn’t we do something in this statute to prohibit that kind 
of thing? A man who is taking that kind of money and issuing a 
certificate for it is not taking a deposit and issuing a check against it, 
but he is receiving money and issuing an obligation of indebtedness. 

The same practice is growing up again today. People are getting 
together, companies have been formed which go out and look for 
mortgages, they sell the mortgages or interest in ‘the mortgages to the 
general “public—they are e actually taking deposits, and they ouarantee e 
to these people in the very certificates, “P1 esent your certificates and 
get your money.” 

Mr. Jenntnes. Do you say they actually accept deposits, Mr. 
Multer ? 

Mr. Mutter. That is the equivalent of what they are doing. 

Mr. Jenninos. Of course, we are dealing with the banking opera- 
tions. 

Mr. Moturer. The certificates say they can be redeemed on demand, 
with interest to the date of the demand. 

Mr. Jennrnes. Well, in the commercial banking business, banks 
accept deposits. They do not sell certificates, share certificates. They 
accept deposits. We are dealing, at least in the Office of the Comp- 
troller, with commercial banks. 
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There are all kinds of instances where complaints that obtain char- 
ters from the States may do things that will cause people to lose money. 
But it is not a pure banking transaction. And whether it is the field 
of the Office of the Comptroller to search through all the various types 
of State corporations that might be formed is an open question. 

Mr. Mouuter. Mr. Jennings, ‘aren't we just quibbling about language 
when we say it is not strictly a banking transaction? Isa savings and 
loan association operation not strictly a banking operation ¢ 

Mr. Jenninos. They do not accept deposits. 

Mr. Motrer. No, but instead of taking deposits and giving a pass- 
book, they sell you shares. Actually they give you a passbook, and 
the passbook instead of being so labeled is labeled an evidence of your 
purchase of shares, and as you make your deposits in it, they enter it 
in a passbook and you don’t get a certificate. When you go back to 
the savings and loan association, you present the passbook which is 
evidence of your certificates and redeem them. 

What is the difference between that and the passbook that the bank 
uses for savings accounts? 

Mr. Gipney. Mr. Chairman, I think that we should like to—I 
think if we volunteered testimony on these other fields, you would all 
be very quick to check us. This isa large field. I remember the certif- 
icated mortgages in New York very well, and it was a very sad time, 
and yet those were put into some State organizations, State organiza- 
tions took hold of those and the eventual liquidation was astonishingly 
good. I think they practically came out whole. 

There were a great many mortgages taken over by the Federal cor- 
poration, the Home Owners Loan C orporation, and they eventually 
came out. 

Mr. Mutter. Very few of those were certificated mortgages. 

Mr. Gipney. They were from the Lawyers Mortgage Co. in New 
York and other similar organizations. I was closely in association 
with some of those committees that worked on that at one time. And I 
am not offering this because I am in the field, but just in response to 
your question. Those who were interested and knew most about it 
sought authorization to set up in New York State a mortgage bank, 
citing the experience on those certificated mortgages as evidence that a 
pool ‘of mor tgages as a Whole would come out all right i in the long run. 

a were not able to get that legislation. I thought it was good. 
But Lapologize. That is out of our field. 

Mr. Muurer. Well, I wouldn’t have asked the question if I thought 
it was out of your field. 

It may be that you don’t want to make a recommendation with refer- 
ence to it, but two of the titles of this bill deal with savings and loan 
associations and credit unions, and I think that we ought to get your 
views on these matters. We ought to get the best advice we can from 
every Federal agency that has anything to do with banking, as to how 
far we should go, and what kind of regulation we should write into 
this act so as to protect the public against what may happen again, 
with all this new activity in the lending field, by unregulated lenders. 

I have no objection to them getting into the field and making honest 
profits, by an honest operation. I have no objection to free enterprise. 

But I think when you get into the matter of solic ‘iting money from 
the public and investing the public’s money for profit, it requires regu- 
lation by Government. 


t 
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Mr. Gipney. Well, would you be willing to recognize that the State 
of New York is a government itself in these things, and that it has 
very extensive laws, very well administered laws, on personal loan 
companies, and numerous other phases. I don’t remember them all, but 
I do know something about their operations. 

And I think the New York State Bank De ~partment which has that 
in charge, has been very efficient in its handling of those matters. And 
of course, they have sought, and have obtained, legislation which has 
been designed to protect the public. 

Mr. Motrer. That is right, and I have made recommendations on 
the State level to our State legislature along the same line that I am 
talking to you about now. 

But I think it requires action on the national level. Because more 
and more people in New York are soliciting money from outside the 
State of New York, and more and more of them are making their in- 
vestments and getting their mortgages and making direct Toans out- 
side of the State of New York. So that the State of New York regu- 
lations may not reach them. I think it requires attention in every 
State of the Union and certainly on a national level. 

That is why I raised the question. As a matter of fact, this of course 
should more properly come to Mr. Martin’s attention as Chairman of 
the Federal Reserve Board, but unless we take into account the overall 
lending of all of these facilities, credit unions, finance companies, in- 
surance companies, savings banks, and commercial banks, we can’t 
possibly effectively do the - job that the Federal Reserve tries to do by 
way of reserve requirements and discount rates in controlling inflation. 

Mr. Gipney. I think that is an excellent point, Mr. Multer. 

Mr. Mutter. Now I would like to refer to the matter of transmittal 
of funds along the same line. 

When an organization receives money in exchange for which they 
issue traveler’s checks, shouldn’t they be regulated by the banking 
laws? 

Mr. Gipney. Well, of course, I was asked the question about travel- 
ers checks by Congressman Coad, and the three national banks that 
I recall that do issue them are, of course, regulated. 

Mr. Mourer. Yes. 

Mr. Gipney. The American Express Co., I am not certain of the 
type of regulation to which it is subjected. It has a fine standing, 
certainly. 

I think the British firm of Thomas Cook & Sons issues travelers 
checks, which also have a fine standing. 

We used to have K. N. & K. that used to issue them. That is not 
present any more. 

Mr. Mutrer. Isn’t that a banking fac ility, a banking function ? 

Mr. Gipney. It is an incidental power of banking, Ithink. I think 
you could call that a banking facility. It is one of the oldest, in a 
sense. 

Mr. Mourer. Certainly the money which they take from a cus- 
tomer in exchange for which they give him a travelers check is re- 
tained by the company and invested by the company for profit. There 
is a charge for issuing the travelers check, and I think they are making 
a fair profit on that. In addition to that, they are investing the re- 
ceipts as a bank does. They may not make the same kind of invest- 
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ments, but certainly they are taking the net proceeds and investing 
them. 

Doesn’t that call for banking regulations ? 

Mr. Gipney. I think it should have some type of regulation. As 
I say, in the case of the three national banks, they are regulated. 

Mr. Mutrrr. I am not trying to reflect on the operations of any of 
these companies that are not banks which are selling these travelers 
checks. But I do think the public is entitled to the same protection, 
and this bill should be extended to cover them. 

If any of them make bad investments, or there is a crash, all these 
outstanding travelers checks may be dishonored, and these people will 
lose their money. 

To the same extent as they are doing this banking business, taking 
money and issuing checks in exchange for it, instead of letting the man 
draw his own check—in effect that is what they are doing, they are 
letting him draw his own check. They give him a check that is no 
good until he countersigns it. So in effect they are taking deposits, 
permitting him to draw money on demand and investing the money 
they get without regulation. 

Mr. Gipney. But not the three national banks you have mentioned. 

Mr. Mutter. I am talking about those that are not banks. 

Mr. Giwney. That is correct. 

Mr. Motrer. Shouldn’t we bring them within the meaning of this 
statute so as to require their regulation ? 

Mr. Jenntnes. Would you feel that way if we find that they are 
regulated and supervised by State authorities? 

Mr. Muvrer. If they are regulated by State authorities then we 
don’t have to regulate twice. 

Mr. JeENNINGs. I think some of them are. Possibly all of them. 
But I can’t make that statement definitely. 

Mr. Mutrer. Would you try to get the information for us and let 
us know which ones are not supervised by State laws? 

Mr. JenninGs. Yes. 

Mr. Gipney. The only ones that I have in mind that come within 
that at present are American Express and Thomas Cook & Sons. If 
any one has others, they might mention them. I don’t know. 

(The information requested above is as follows :) 

TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington 25, July 24, 1957. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. O. 


My Dear Mr. CHAIRMAN: During my testimony at the hearings this morning 
on S. 1451 and H. R. 7026, Representative Multer requested that we attempt to 
secure information as to whether nonbanking organizations issuing travelers’ 
checks are subject to supervision and regulation by State authority. 

So far as we have been able to ascertain there are only two companies other 
than banks which issue travelers’ checks. These are the American Express Co. 
and Thomas Cook & Sons, Ltd. The American Express Co. is organized in the 
State of Connecticut. It is not subject to supervision or regulation by any 
State authority in that State because of the provisions of section 5956 of the 
banking law of Connecticut which provides that the restrictions contained in the 
laws of that State on engaging in the business of receiving money for forwarding 
or transmission shall not apply to “any express company having a contract or 
contracts with a railway or railways covering express transportation, and any 
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agent directly employed by and responsible to such express company, in the 
transaction of such business.” 

In the State of New York, Thomas Cook & Sons is required to obtain a for- 
eign-agency license and is required to maintain in the State of New York realiza- 
ble assets in an amount sufficient to cover its liabilities arising from the sale 
of travelers’ checks and otherwise. This license is issued by the State of New 
York and supervision is by the New York State Banking Department. The 
American Express Co. is not required to obtain a foreign agency license to oper- 
ate in New York because of a provision contained in section 180 (6) of the New 
York banking law to the effect that “nothing contained in this paragraph shall 
apply to an unincorporated express company having a contract with a railroad 
company or railroad companies for the operation of an express service upon the 
lines thereof.” Consequently, there is no governmental supervision or control in 
New York over the travelers’ check activities of the American Express Co. 

We have not attempted to ascertain whether the activities of these companies 
are regulated or supervised in States other than the two mentioned above. 

Sincerely yours, 
Ray M. GIDNEY, 
Comptroller of the Currency. 

Mr. Mutter. Now I would like to refer to section 4 of the proposed 
bill. 

When was it that the amount of the surety bond that the Comp- 
troller is required to give, was fixed at the sum of a hundred thousand 
dollars ? 

Mr. Gipney. These gentlemen think it goes back to 1863. I would 
hazard a guess that they are not sure. 

Mr. Mutter. Please believe me, Mr. Gidney. You and I have had 
our arguments, but I think we are still friends, and this is not aimed 
at you or intended to reflect on you in any way whatsoever; but hav- 
ing in mind how far back that goes, as to when it was fixed, and every- 
thing that has happened since, don’t you think the amount of that 
bond should be increased ? 

Mr. Gipney. Yes, sir; I would think so. 

Mr. Moutrer. Would you suggest what amount it should be? 

Mr. Gipney. I haven’t thought about it. I would rather have your 
suggestion. 

Mr. Mutter. Would you give that some thought, sir, and then send 
this committee a suggestion on that matter? 

Mr. Gipney. Mr, Jennings. 

Mr. Jenntneas. I don’t agree that it needs to be increased. It is 
most difficult to set any amount that would be within reason. I think 
that the bond that has been required of the Comptroller over the years 
is adequate for the purpose intended. 

Mr. Motrer. I have in mind that the city of New York bonds its 
comptroller in the amount of $250,000. The total budget of the city 
of New York is about $2 billion. 

I have in mind that the comptroller of the State of New York has 
a bond in the amount of $250,000, and that budget is smaller than that 
of the city of New York. 

Mr. Gipney. Of course, the function of that type of comptroller 
is quite a lot different. He is not a bank supervisor. I don’t know. 
A more comparable official would be the superintendent of banks. But 
I think $250,000 would be sensible today. 

Mr. Mutter. But again—and I emphasize this. I am not aiming 
this at you—or whoever may be in office, and without reflecting on 
the integrity or trustworthiness of anybody who may be, or may have 
been, in office, none of these other comptrollers handle any Federal 
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Reserve notes or currency of any amount. All their funds are audited 
and paid by check. 

Mr. Jenntnes. Of course, there is always a large sum of money in 
our vault, Federal Reserve notes, that are under the control of the 
Comptroller of the Currency—several billion dollars. But we have 
controls on the opening of the vault, the withdrawal of any cur ‘rency, 
that are so air-tight in my opinion that it would be literally impos- 
sible for the Comptroller of the Currency to demand entry to the vault 
and walk off with the money. 

So I just don’t believe that the responsibility the Comptroller has 
in that connection should be measured by a surety-bond protection. 

Mr. Mourer. What is the obligation of the bond? Isn’t it the faith- 
ful performance of the duties of Comptroller ? 

Mr. Jenninos. That is correct. 

Mr. Murer. That encompasses the possibility—I know of no in- 
stance where it has occurred but that encompasses the possibility of 
a suit by a bank against the Comptroller in connection with malfeas- 
ance in connection with the operations of the bank. Doesn’t that all 
come within his duties ¢ 

Mr. Jenninas. Yes, sir, but since 1863 a suit of that type has never 
been brought against the Comptroller. So I think it is most unlikely 
that it is going to happen in the future. 

Mr. Mutter. L ae how much more litigious our public is today. 

Mr. Gipney. Well, I would have to ask counsel whether there is 
likelihood that they would fix a personal liability on the Comproller. 
If they would, I think I should resign tonight. 

Mr. Mutter. I hope nobody will think I am suggesting that you 
be sued. 

Mr. Gipney. What we need possibly is a bond to protect the Comp- 
troller. But it is true that amounts are different now than they were 
years ago. However, those other comptrollers—the State auditor 
of Illinois has recently given an exhibition of what you can do when 
you have the disbursement of funds. We don’t have that. The only 
funds we handle in that sense are those we collect from the banks and 
use to pay our staff and run the office. 

Mr. Murer. I notice that the proposed bill seeks to change the 
provision about the surety bond to omit the words, “with not less 
than two responsible sureties.” Does that mean that it has to be a 
corporate surety bond # 

Mr. Gipney. It is so in practice. 

Mr. Murer. And you now want to require that? 

Mr. Gipnry. Well, I think the days of personal surety are over. 
People don’t go into that kind of thing very much. 

Mr. Mvtrer. I am not going to try to take any business away from 
my clients in the surety business. 

‘What is the premium presently paid on the Comptroller’s bond, do 
you know? 

Mr. Jenntnos. I don’t know, offhand, It is rather small. 

Mr. Gioney. It isn’t large. I don’t remember the amount. 

Mr. Murer. I am quite sure it isa nominal premium. 

Mr. Gipney. That is right. 

Mr. Mutter. Therefore, the matter of cost, if we increased the 
amount, wouldn’t enter into whether the amount should be increased ? 

Mr. Jenninoas. It would be material. 
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Mr. Cuamperuarn. Will you yield ? 

Mr. Mutrer. Yes, sir. 

Mr. CurampBertain. Could we inquire as to the bonds provided for 
— oficials of the Treasury Department, as to the amounts of those 
ponds ¢ 

Mr. Muurer. Yes, sir, I think that is very pertinent. I was about 
to follow that up. 

Mr. Gipnry. We would have to get that. I have no knowledge on it. 

Mr. Mutter. How about your own office? You have others required 
to be bonded ? 

Mr. Jenninos. Yes, sir; I am bonded, and although it is not required 
by law, we have a surety bond of $200,000 which covers all our exam- 
iners and assistant examiners against the possibility that one of them 
would steal money in a bank he was examining. 

Mr. Muurer. What is the penal sum of those bonds ? 

Mr. Jennies. $200,000, which covers me, all of the other officials of 
the office, the examiners, and the assistant examiners. 

Mr. Muurer. Well, the present statute requires that the Deputy 
Comptroller be bonded in the amount of $50,000, and the proposed 
change is that each Deputy, if this bill prevails, you are adding two 
more deputies—the proposed change is that each Deputy be required to 
file a bond in the amount of $50,000. 

Mr. Jenntnos. That is correct. 

Mr. Muurer. You say there is presently one bond that covers the 
Deputies and the examiners? 

Mr. JenntNos. It covers the examiners, the assistant examiners, and 
the three Deputy Comptrollers. 

Mr. Mutter. I assume, Mr. Jennings, that you would probably give 
us the same answer, that that amount is sufficient ? 

Mr. Jenninos. I believe it is, for the purpose intended; yes, sir. 

Mr. Mutrers. Mr. Gidney, Would you also consider that and give 
us your recommendation as to that, too, along with any recommenda- 
tion you may want to give us as to the amount of your bond? 

Mr. Jenninos. You would like us to come back with a recommenda- 
tion as to a possible change in amount, of the bonds? 

Mr. Muurer. Yes, sir. 

Mr. Jennrnos. I think we could do that. 

Mr. Mourer. And Mr. Gidney, you will try to get us the information 
from the Treasury Department as to what other bonds are required and 
what amounts, and as to whom? 

Mr. Gipney. I think we can dothat. That is a matter of public in- 
formation, I am sure. 

Mr. Henverson. Will you yield? 

Mr. Moturer. I yield. 

Mr. Henverson. I just wanted to inquire if the premiums on these 
bonds are paid by the persons bonded or by the Government ? 

Mr. Giney. It is paid by the Office; not by the Government, but by 
the Office. It is out of funds we derive from national bank assessments. 

Mr. Henverson. Thank you. 

Mr. Mutter. Now, Mr. Chairman, I have had the witness now for 
a considerable period of time. Additional members have now joined 
us since we started this morning. I have no objection to other mem- 
bers asking for an opportunity to examine the witness. 

The Cuatrman. Have you finished ¢ 
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Mr. Mutrer. No, I am not through, but I want to give other mem- 
bers an opportunity to examine if they so desire. 

The Coatmman. Mr. Gidney, you don’t have jurisdiction over finan- 
cial institutions other than the national banks? 

Mr. Giwney. That is my belief. 

The Cuarmman. You haven’t any jurisdiction over savings and loan 
associations and mutual banks ? 

Mr. Gipney. And the District of Columbia banks. Other than that, 
I know of none. 

The Cuatrman. Well, I think the questions should be directed to 
your functions. 

Mr. Gipney. Well, I think that is what we should speak for, unless 
you want to take us into other fields. 

The CuarrmMan. You may proceed, Mr. Multer. 

Mr. Muurer. Mr. Gidney, in section 5 there is a provision that the 
Secretary of the Treasury fix the salaries of the Deputy Comptrollers. 

Don’t you think it would be wiser to have the Congress fix the 
salaries of the Deputy Comptrollers ? 

Mr. Gipney. I think this is a very satisfactory provision. The 
Secretary appoints them. The authority to fix the other salaries in the 
Office resides in the Office. And for these higher officers, the Secretary 
fixes it. I think this is the best way. 

Mr. Mourer. Presently, the Secretary of the Treasury fixes the 
salary of the Deputy Comptrollers ? 

Mr. Gipney. I recommend it, and he has to approve it. 

Mr. Murer. You don’t think it would be better if you could make 
the recommendations to the Congress and let the Congress approve it ? 

Mr. Gipnry. Well, Congress has a very large bill that takes care of 
many of those things. The judgment of Congress goes on that. But I 
think it is satisfactory as itis. We have handled it in a way that is con- 
sistent with other parts of the Government. 

Mr. Motter. What about the other employees of the Comptroller’s 
Office, are those salaries fixed by the Secretary of the Treasury ? 

Mr. Gipney. They are fixed by the Comptroller. 

Mr. Murer. You fix them ? 

Mr. Giwney. But they are fixed so that they are consistent with 
other salaries in the Treasury Department. 

Mr. Muurer. There were some questions asked along the same line 
the other day, but the questions didn’t establish that there is no review 
by the Congress of your budget, and your appropriations, and your 
expenditures. You don’t come before the Appropriations Committee. 
I would like to get your view as to why you haba not be required to 
submit a budget to the Congress and get an appropriation each year 
for the operation of your Office. 

Mr. Gipney. Well, Congress has decided that the method of our 
making examinations and assessing the cost, so as to cover it, is the best 
way to do it. I think experience has proved that that is the best way. 
It has produced an effective and efficient operation, and I think certain 
disadvantages can come from doing it otherwise. 

Mr. Mutrer. Do you know whether or not it was ever done the other 
way, by requiring appropriations of Congress ? 

Mr. Gipney. I don’t know myself, not in my lifetime, I think. 
That is, not in my business lifetime, which goes back a good long time. 
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Mr. Jenninos. With one exception: I think from 1863 until about 
the 1920’s, certain of the clerical employees of the Office of the Comp- 
troller of the Currency were paid from appropriated moneys. It was 
then decided that the entire office of the Comptroller of the Currency 
should be paid from funds obtained from assessments against banks 
so that was discontinued a good many years ago. 

Mr. Mutter. And you think that you should continue as you are 
doing now ? 

Mr. Gipney. Oh, yes, sir, I feel that way, very strongly, that we 
should continue the way we are. 

Mr. Mutrer. What is your annual operating cost ? 

Mr. Gipnry. About 8 or 814 million dollars. 

Mr. Jennies. I can provide that exactly for the year 1956, if you 
wish. 

Mr. Moutrer. No; the approximate figure is sufficient for our 
purposes. 

Mr. Gipney. That was pretty close. 

Mr. Mutter. In section 6 you have a permissive provision for the 
designation of a national bank examiner as the Chief National Bank 
Examiner. 

If the Comptroller does not exercise that permissive power, you 
would then get along without a Chief National Bank Examiner? 

Mr. Gipney. That is conceivable; yes, sir. There, again, back 40 
years, for 40 years plus, I know they have always had a Chief National 
Bank Examiner. 

Mr. Mutter. Would there be any objection to making that manda- 
tory so that we could require that there always be a Chief National 
Bank Examiner? 

Mr. Giney. I don’t think there would be objection. I think we 
would always want to have one. If the job was vacant, I suppose we 
might be under pressure to fill it more quickly, or something of that 
kind, but I don’t see that whether it was “may” or “shall” would make 
much difference. It would probably work out the same. 

Mr. Mutrerr. Now, going to section 7: Employees and salaries, is 
there any reason why the employees below the echelon of Deputy 
Comptroller and Chief National Bank Examiner should not be civil 
service ? 

Mr. Gipnry. Well, we have civil service status. You can explain 
that better than I can, Mr. Jennings. 

Mr. Jenninos. All of our employees are under civil service. The 
examiners and the assistant national bank examiners are under what 
is called schedule B of the Civil Service Act. It was given to us by 
the Civil Service Commission, so we are under civil service, in that 
sense. 

Mr. Mutter. Is that by reason of a voluntary act of the Comp- 
troller, or is that by some provision of law? 

Mr. Jenntnos. It is by provision of the civil service law, which per- 
mits the Civil Service Commission to authorize an agency, if it con- 
siders it desirable, to operate under what it calls schedule B. That 
gives the Comptroller a certain amount of latitude in employing as- 
sistant examiners, which is not present under the regular civil service 
system. 

Mr. Mutrrr. I move on to section 8, now, Conflicts of interest. 
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Are there any regulations in force today with reference to this mat- 
ter of prohibiting an employee of the Comptroller’s office having a 
conflict of interest? 

Mr. Jennings. Yes, sir; we have had a rule, for many, many years, 
that a national bank examiner may not leave the Department and ac- 
cept a position with a national bank without first obtaining the ap- 
proval of the Comptroller of the Currency. 

But no formal regulation exists in connection with the commitment 
that each national bank examiner must give the Comptroller to that 
effect. 

Mr. Mutter. The proposed bill poses several questions: First, why 
should there be any exception? Why should he be permitted to take 
such a position, even when the Comptroller gives approval? Under 
what circumstances should the Comptroller give such approval ? 

Mr. Jenninas. Well, we think in virtually all circumstances that 
permission should be granted for an examiner to take a position with 
a bank. If we were to freeze up our force so that our men could not 
go with banks, we would find it almost impossible to recruit individ- 
uals to examine banks, and those that we were able to obtain would 
not be the type we wanted. 

Many of our people come out of banks, come with us as assistant 
examiners, become examiners, but they have an idea that the day will 
arrive when they will wish to return to commercial banking, get off the 
road, get away from constant travel, so that they will be able to live 
in one place again. 

We believe that a reasonably free interchange should be possible, 
and it- has worked very well. But there could be situations where we 
would think it would be unwise for an examiner to leave our employ 
and go with a bank. It could be that there would be objections on the 
part of a competitive bank, because the man had examined the other 
bank in the same town. 

So we think there must be a means of limitation. But on the whole, 
we believe there should be a free interchange. 

Mr. Mutrer. If a man is offered a position by one of several banks 
in a community, how would the competitors know that that offer had 
been made to him until after he had actually taken the position ? 

Mr. Gipney. They probably would not. 

Mr. Mutrer. How could they have the opportunity to object ? 

Mr. Gipnry. Well, we have had these long years of experience, and 
there have not been objections. After all, the position of a bank ex- 
aminer is an honorable position, and his status is not that of a prison 
inmate who can’t go out unless he is pardoned or discharged, He is 
still a citizen, and still has rights, and the office, long before I came, 
and I hope during the years I have been here, has handled that so we 
have not permitted examiners to make improper connections.) That 
has to be avoided, and we have to be very, very careful about it. 

But that is part of the prosperts of the career, that through the 
training they receive, they become well qualified to take bank jobs. 

Now, the banks select those men not because they are going to bring 
influence or conflicts of interest with them but because they are the 
best men they can find to do the job they have to have done, and the 
matter of getting adequate people to staff banks today is a very difli- 
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cult one. So we just can’t emasculate these folks. They should be 
permitted to carry on their normal functions. 

Mr. Mutter. I think that what you have done is made an argument 
in favor of deleting this entire subdivision. 

Mr. Giwnry. Well, we didn’t need it for our office. We have a rule. 
But I think they would like to have it generally. I think a similar 
provision is in the other sections of the proposed act, is it not? 

Mr. Mourer. Is this rule that you had heretofore in writing? 

Mr. Gipney. The examiner writes a letter saying that he will abide 
by it. 

"Mr. Mutrer. As it exists today, it would be unenforceable? If a 
man Violated that, all you could do would be to bring pressure on the 
bank to let him go? You couldn’t sue him or bring him into the 
criminal courts for violation of that agreement ? 

Mr. Gipney. I think you are quite correct on that. However, we 
do get along very well, and the banks of the country are very much 
indebted to the office for much of their excellent staff. 

Mr. Mutter. Now, tell me, why should employees of your office be 
treated any differently than employees of any other Government 
agency? ‘There is a conflict-of-interest statute that applies generally 
to, I think, practically every department of the Federal Government, 
and in many of them there is the further prohibition, absolute pro- 
hibition, without except, against a man taking employment, for a 
period of 2 years after he leaves that particular department. 

Why shouldn’t this be more like that statute than have the excep- 
tion that it meet with the approval of Comptroller ? 

Mr. Gipney. You have taken in more territory than I am informed 
on. I notice that a good many people do leave the Government and 
go into profitable employment. I don’t know about that. I am not 
qualified to answer. 

There is included in this bill, I believe, an equivalent provision for 
FDIC examiners and for Federal Reserve examiners. 

Mr. Murer. As a matter of fact, as to the Federal Reserve Board 
members, there is a specific prohibition against them going with a 
bank. 

Mr. Gipnry. I believe there is a similar provision for members of 
the Federal Deposit Insurance Corporation. 

Mr. Muurer. Would you have any objection to this particular pro- 
vision on conflicts of interest being in the same language as it appears 
in the statutes as to other offices ’ 

Mr. Gipney. I don’t know about that. I think we would. I don’t 
know what those other provisions are. 

Mr. Mutter. Would you ask your counsel to give you a summary 
of those statutes, and then give us a more informed opinion on the 
subject ? 

Mr. Gipney. We will study it. That is a very big subject. It isa 
big government. 

Mr. Mourer. I don’t think it covers too much territory. We are 
dealing just with conflicts of interest, which would prohibit employ- 
ment of members of the Government once they leave the Government. 

Mr. Gipnry. Mr. Englert says that some of those apply to us, any- 
way. Idon’t know. We will look into that. : . 

Mr. Mutter. The second part of this provision is that you—I will 
read the exact sentence. ; 
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After providing it shall not be lawful, reading from subdivision (b) 
of section 8: 

Except upon the approval of the Comptroller, pursuant to regulations pre- 
scribed by him. 

Now, is that intended to mean that you will prepare and issue regu- 
lations setting forth the circumstances under which you will give your 
approval ? 

Mr. Gipney. If this is enacted, we would have to prepare regula- 
tions. I don’t know what form they would take, exactly. I had 
assumed that they would take a form practically identical with what 
we have now, that is, that we would consider the circumstances and 
grant or withhold approval. 

Mr. Muurer. As | take it, 1 may be wrong, but as I understand at the 
moment, all you require now is that a person sign an agreement that 
he will not take employment without your approval. 

Mr. Gipnry. Yes, sir. 

Mr. Muurer. That would not be a regulation. That would simply 
be a restatement of this section or proposed section. 

Mr. Gipnry. Yes, sir, it would. 

Mr. Mutrer. Without the additional reference to any regulations 
that you may prescribe. 

Mr. Gipnry. I think we would make that in the form of a regula- 
tion, instead of under this present arrangement. 

Mr. Moutrer. Then you would simply be restating the statute. I 
am trying to find out what. standards, if any, you will set up in your 

regulations, pursuant to which you may grant or withhold your ap- 
proval. 

Mr. JenntnGs. We would certainly outline, I believe, certain cir- 
cumstances under which the Comptroller would not give his approval. 
But there would be a final savings clause, that if not in violation of any 
of the above, the Comptroller would consider the matter. We have 
not attempted to devise the regulations as yet. 

Mr. Mutrer. Let’s pass on to section 12. 

In section 12 you provide that associations may be formed, with the 
approval of the Comptroller and after consideration by him of the 
factors enumerated in section 15 of the Federal Deposit Insurance Act. 

Having in mind this is a recodification of the banking laws, why 
shouldn’t we set forth specifically in section 12 what factors the 
Comptroller shall consider in determiming whether or not to grant a 
charter to a new bank ¢ 

Mr. Gipnery. I think that would be perfectly proper. But those 
factors are quite well enumerated in the Federal Deposit Insurance 
Act, and they could be spelled out in this act. 

Mr. Mutrer. Let’s consider those a moment, because I think this 
would probably be the place to put them, even though we might want 
to repeat them in the same or different language in the FDIC title. 

Now, I think section 15 of the FDIC Act i is found on page 150 of 
the bill. 

Mr. Gipney. Yes, sir. 

Mr. Mouurer. Let’s consider those factors for a moment. 

Do you have them before you, Mr. Gidney ? 

Mr. Gipnry. Yes, sir, I was looking to see what I had said about it in 
my statement. 
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Mr. Mourer. I don’t recall that you referred to it specifically in your 
statement. 

Mr. Gipnry. There was some discussion. I made some comment on 
page 4 of my statement. 

Mr. Muurer. Was there a reference to it, Mr. Gidney ? 

Mr. Gipney. I referred to it on page 4 of my prepared statement, 
section 12, articles of association. 

Mr. Moutrer. I would like to consider with you the factors that 
you must consider in passing upon an application for a new charter, 
and you find them at section 15, page 150: Financial history and con- 
dition of the bank, adequacy of its capital structure, future earnings 
prospects, general character of management, convenience and needs 
of the community to be served by the bank, and whether or not its 
corporate powers are consistent with the purposes of this act. 

Let’s take the first one. How can you consider as a factor in the 
organization of a new national bank, the financial history and condi- 
tion of the bank? 

Mr. Gipney. Well, of course, this is a new bank, or a conversion 
of a State bank. It may have a financial history. If it starts com- 
pletely new, it would not have a financial history, and that factor, I 
think, would perhaps drop out of the picture, except as to the people 
who were making the application. 

Mr. Mouurer. Then, certainly, you can’t just transfer this language 
into section 12 of the bill; if you were writing this bill without regard 
to the FDIC Act, you would not say, in considering the formation of a 
new bank, that you would consider the financial history and condition 
of the bank. 

Mr. Gipney. Well, it is a new bank in the sense that it is a new 
national bank, but it may be a very old bank; it may be a conversion. 
In other words, this would apply in many cases. 

Mr. Mouurer. Except for mergers and consolidations, aren’t your 
applications for new banks actually just that; applications for the 
organization of new banks? 

Mr. Gipney. Oh, I think we have conversions that would run up 
in number to a very substantial part of the actual charters—maybe a 
third, maybea quarter. We have a good many. 

Mr. Muurer. When you say the adequacy of the capital structure, 
what do you mean by that ? 

Mr. Gipney. Well, that is a pretty large subject. Mr. Jennings is 
quite an authority on that, and I think I should like to ask him to 
speak on it. Would you do that, Mr. Jennings? 

Mr. Jenninas. Well, in the chartering of a new bank, we would 
consider the adequacy of the proposed capital in relation to the volume 
of business that we estimated the new bank might obtain, over a period 
of the next 2 or 3or4or5 years. We would also consider the adequacy 
ot the proposed capital in relation to any competing banks that were 
iocated in the same town or city. 

Obviously, in a city where each of 2 or 3 competing banks had a 
total capital structure of a million dollars or more, it might be most 
difficult for a new bank to come into that community with a capital 
structure of a hundred thousand dollars or $150,000, because it would 
not be able to compete against the larger capital structure, the larger 
ioaning power, of the competing banks. 
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Yet it might be perfectly conceivable that the new bank could 
commence business and compete effectively with $500,000 of capital 
structure, on the assumption that, over a few years, the new bank 
might attain deposits of $7 million or $714 million. Of course, judging 
the adequacy of capital for a new bank is quite a different problem 
from judging the adequacy of capital of an existing bank. Here I 
am just confining my remarks to our attempts to judge what would 
be capital adequacy in the chartering of a new bank. 

Mr. Mutter. The difference between judging the capital adequacy 
ef an existing bank and that of a new bank is that with the existing 
bank you know precisely what business it is doing and you can fore- 
cast with some degree of certainty what you expect its business in the 
future would be, more or less, and then judge accordingly. 

Mr. Jennrinos. That is correct. 

Mr. Muurer. With the new bank you must guess what its earnings 
would be. 

Mr. Jenninos. Based on the economy of the community in which 
the new bank will function. 

Mr. Mutter. Once you have determined what those figures may 
be, your determination then of the adequacy of capital structure must 
be the same in both cases. 

Mr. Jenninas. Yes, sir; I agree with that. 

Mr. Gipney. Of course, we have to take into account the cireum- 
stances of the day. They have changed quite a lot today in the matter 
of new banks. We know now, when we start a new bank, that they 
will very likely, at an early stage, have to make an investment in a 
banking house that will be very much larger than it would have been 
a few years ago. Consequently, we might give a bank a charter with 
$500,000 of capital, as Mr. Jennings mentioned, but, if we know that 
that bank is immediately going to have to have $350,000 or $400,000 
go into a banking house, we have a new doubt as to whether that 
$500,000 is enough. 

In other words, we are obliged to be a little more exacting as to cap- 
ital now than would have been necessary a few years ago, for that reason 
alone. And, of course, there are other things that come in; not only the 
volume of business, but the hazards of the business, whether, before they 
have been going very long, perhaps in a state of inexperience, they will 
have had losses. So that we have to have some protection there. It is 
quite a large problem. I know of no one who has given more study to 
it than Mr. Jennings, both as to what new ones need and as to what 
existing banks need. 

Mr. Mutter. When we talk about adequacy of capital structure, we 
are talking not only of the amount that is allocated to the cost of capital, 
but the entire capital structure. When you are organizing a new bank, 
you insist on the actual capital investment of the stockholders being 
divided between capital and surplus and undivided profits. 

Mr. Jenninos. That is correct, sir. 

Mr. Mouurer. With a new bank, that must be an arbitrary division, 
so as to divide the money being invested by the organizers. 

Mr. Jennings. Yes, sir. Of course, the par value of the shares 
would limit the amount of the capital account, but the stock is always 
sold at a premium over and above par to provide funds for surplus and 
undivided profits, so that the bank can start operations without having 
to invade the actual capital account. 
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Mr. Mutter. Now, a related question is covered in section 15, on page 

}. where we talk about the minimum ec apitalization. 

sapere we carry over into this bill the existing provisions of the law 

rat the capital be no Jess than a hundred thousand dollars, except with 
some associations that may have a capital of $50,000, where the popu- 
lation does not exceed 6,000 inhabitants. Is that a realistic figure, for 
today’s conditions ? 

Mr. Gipney. If you mean are there many organized with the mini- 
mum, I should say probably not. 

Mr. Mvurrr. Do you know of any instances since you have been 
Comptroller where you have permitted the organization of a bank 
with those minimums? 

Mr. Guney. I don’t recall any. 

Mr. Jennings. No; I don’t believe we have approved a new charter 
for a bank that would start with a capital account of $50,000 in possi- 
bly 15 years. But, after all, each new charter application must be con- 
sidered by the Comptroller, to determine whether he will approve, 
and we do. not believe that any harm accrues through having a rather 
low minimum limitation, because the Comptroller would not permit the 
chartering of a new bank with such a low limitation unless the cireum- 
stances completely justified it. 

Mr. Mutter. You don’t think we ought to change those minimums? 

Mr. Giwney. I think that is doubtful. I wouldn’t like to without 
much consideration, because there are cases where banking institu 
tions find it well to have their formal] capital not large, but a good 
proportion of their capital funds in the form of surplus ‘and undivided 
profits. There are State taxation laws, and those apply to State and 
National banks alike, which cause them to be conservative on the 
amount of capital and generous on the amount of surplus. 

So I don’t think a change is necessary, and it might entail conse- 
quences adverse to the national banking system. 

Mr, Muurer. Now, the convenience and needs of the community 
to be served by the bank: Just what does that mean ? 

Mr. Gipney. Well, one could write a volume on that. 

In our investigations of charters and investigations of branches, we 
obtain a great deal of information on population, business activities, 
the banking facilities already present, whether the addition of the 
bank would—well, to use a phrase; we don’t coin this phrase, but we 
use it—“overbank a community”—that is a favorite phrase of the su- 
pervisory group. That could be defined further as putting more banks 
in there than could profitably exist, or make a living. 

And we, of course, add competition to many communities— we al- 
ways add competition when we put in a new bank, and whether we 
are adding too much. 

In the State of New York, as you know, they have laws which re- 
quire the State to avoid giving charters or branches that would create 
excessive competition. 

Well, we take the whole broad field—and it is a big one—and that 
is a phrase which has to be interpreted by the Comptroller, as it is 
by the Federal Deposit Insurance Corporation, in cases they handle, 
by the Federal Reserve, and by State people. 

Mr. Murer. But you have laid down no standards as to how you 
would determine the convenience and needs of a community to be 


served by a bank. 
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Mr. Gipney. I don’t think we have written an essay on that or set 
up a list of exact tests, unless Mr. Jennings has some. 

Mr. Jennines. Well, it is a very elastic field, and to tr vy to formalize 
it would be almost impossible. To try to devise a formula that would 
specifically outline each point would be rather meaningless, because 
each case is somewhat different than the case before it, and we have 
to consider each of the factors as they pertain to a specific commu- 
nity, and a specific application, and then exercise our best judgment 
in arriving at a final decision. I don’t believe that a formula defini- 
tion would work out very well. 

Mr. Mutter. As a matter of fact, it is so elastic that it permits the 
Comptroller to do anything he pleases without review ¢ 

Mr. JENNINGS. ae a matter of fact, in this field it is the exercising 
of best judgment. I don’t believe that it is quite correct to say that 
the Comptroller can do anything he wishes in this field. If his deci- 
sion is arbitrary or capricious, the applicants can bring suit in a court 
of competent: jurisdiction, and if it ean be proven that the Comp- 
troller’s decision was arbitrary or capricious, the decision of the Comp- 
troller would be set aside. 

Mr. Mvutrer. In making the determination whether or not the 
Comptroller’s action was arbitrary or capricious, do you think the 
court should take into account that a State supervisory authority has 
said the State is overbanked in the very area where the organization 
of the new national bank is authorized ? 

Mr. JenNtNGs. Well, there again, that is the opinion of a State su- 
perintendent. Maybe he is a very qualified individual in the banking 
field.. Possibly he is not. But in any event, if the Comptroller goes 
contrary to the State superintendent’s opinion, it means that “the 
Comptroller has not agreed with the opinion of the State superin- 
tendent. 

Mr. Mouvrer. As a matter of fact, there have been many instances in 
the last 5 years where national banks have been organized in States 
where the State supervising authorities have said ‘that the State is 
overbanked and there should not be an additional bank in that com- 
munity, and your office authorized the establishment of new banks. 

Mr. Gipnery. [ certainly disagree with that. I think there have been 
no such cases. 

Mr. Jenninos. And I think we could prove, by what has happened, 
in any cases you may have in mind, that the judgment of the Comp- 
troller was correct, by virtue of what the new bank, or new banks, were 
able to do in the way of acquiring business, after they were chartered 
by the Comptroller. 

Mr. Murer. Let’s take the other way. Have there been instances 
where you have refused to permit national banks to be organized in a 
community where State banks have been authorized in that commu 
nity which ha ave prospered / 

Mr. Gipnry. There have been. But we don’t hold that against the 
State supervisor. His judgment may have been different from ours, 
but I think he may be right or we may be right sometimes. 

The Cuamman. The House is now in session. 

Have you concluded ? 

Mr. Muurer. No, 1] have not, Mr. Chairman. 
~The Cuarrman. Well, I don’t know that you can take the whole 
time tomorrow. 
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; Mr. Motrer. I am willing to let any member examine who wishes to 
0 so. 

The Cuamman. The Chairman has the right to say who shall be 
recognized and he will exercise it. 

Mr. Mutter. I don’t intend to usurp that right. 

Mr. Parman. Mr. Chairman, I think Mr. Multer is rendering a 
great service to the committee by going over this bill section by section 
and making sure of what we are doing. 

The Cuatmrman. There are other members who want an opportunity 
to interrogate the witness. 

Mr. Muurer. What more do you want me to do, Mr. Chairman, than 
to offer every member that privilege? 

The Cuarrman. Mr. Gidney, can you return tomorrow morning at 
10 o’clock ? 

Mr. Gipney. I can do so, Mr. Chairman. I would like to be excused 
from Friday morning, if I may. 

The Cuatrman. You may be excused from Friday morning. 

Mr. Patman. Isn’t Mr. Martin coming back tomorrow ? 

The Cuatrman. We wish to conclude with Mr. Gidney. 

Mr. Martin can come back Friday, perhaps. Mr. Gidney, you will 
return tomorrow morning at 10 o’clock ? 

Mr. Gipney. And I may be excused Friday ? 

The Cuarrman. You may be. 

Mr. Giwney. Thank you. 

The Cuarrman. We will adjourn, to reconvene tomorrow morning 
at 10 o’clock. 

(Whereupon, at 11:59 a. m., the committee adjourned, to reconvene 
at 10 a. m., Thursday, July 25, 1957.) 
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Houser or REPRESENTATIVES, 
CoMMITITEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, Messrs. Brown, Patman, Multer, Mrs. 
Sullivan, Mr. Reuss, Mrs. Griffiths, Messrs. Ashley, Vanik, Anderson, 
Breeding, Talle, Kilburn, Betts, Mumma, Bass, Seely- Brown, Hender- 
son, and r Chamberlain. 

The CuamMan. The committee will be in order. 

We will resume the hearings on the Financial Institutions Act. 


FURTHER STATEMENT OF HON. RAY M. GIDNEY, COMPTROLLER 
OF THE CURRENCY; ACCOMPANIED BY L. A. JENNINGS, DEPUTY 
COMPTROLLER; R. T. ENGLERT AND G. E. McCONLEY, LEGAL 
DIVISION, OFFICE OF THE COMPTROLLER OF THE CURRENCY 


Mr. Parman. Mr. Chairman, I had not finished the other day, and 
I have suggested to Mr. Multer, if he will, that he might yield to me 
so that I might finish up my interrogation of the Comptroller. 

The CHarrMan. You may proceed. 

Mr. Parman. Thank you, Mr. Chairman. 

Mr. Gidney, in connection with the audits, you say you have 2 
audits, 1 of your own and 1 by the Bureau of Accounts of the Treasury 
Department. 

Mr. Gipney. That is right. 

Mr. Parman. Have you had one each year? 

Mr. Jenntnes. Annually; yes, sir. 

Mr. Parman. Would it be asking too much to let us see the last 
five audits, not for inclusion in the record, but for the inspection of the 
committee; and then if we should desire to interrogate you further 
about them, and to insert them in the record, of course, that would be 
our privilege. We would like to see the last five audits of the Bureau 
of Accounts, and also the Comptroller’s audit, and any related data in 
connection with it. 

Mr. Gipney. Mr. Patman, we would certainly be glad to have you 
see the Comptroller’s audit—the Treasury’s audit. They are our 
= in this respect, and 

fr. Parman. You have a copy of it; don’t you? 

Mr. Giney. I think we have, but I don’t think we have freedom 
to give it out without their say so. 
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Mr. Parman. Well, I do not agree with you on that, Mr. Gidney. 
It is in your office, and the audit report is yours, and if we want to see 
it, I feel that you ought to let us have it. 

Mr. Gipnery. We certainly would be glad to let you see ours and 
have you take it up with the Treasury as to the other. 

Mr. Parman. I don’t feel that is fair to the committee. 

Mr. Berrs. Mr. Chairman, I might say that I think Mr. Gidney 
should be bound by what his superiors feel is proper, and I think he 
is correct in wanting to consult the Treasury in this matter. 

Mr. Parman. Well, if you insist on it, of course. I don’t think it is 
reasonable, but if you insist that it is, I yield to your judgment on it 
and ask you to¢ lear it. 

But we want to see your own audit and any related data, and also 
any answer that you may have given, if you prepared any answer, to 
the Bureau of Accounts, during the past 5 years, in connection with 
the audit of the Bureau of Accounts. 

First, we want your own audit and any related data for the last 5 
years. 

Next, we want any material or any correspondence you have about 
the Bureau of Accounts audit for the last 5 years. 

Next, we want the Bureau of Accounts audit; but you want to 
reserve the right to check with the Treasury Department to make sure 
that you are not violating any privilege ? 

Mr. Gipney. Yes, sir. 

Mr. Patman. Which is all right, but we hope you will furnish that, 
too. 

Mr. Gipnry. That will be submitted to the chairman. 

Mr. Patman. For the benefit of the members. 

Mr. Gipney. Yes, sir. 

(Letter in regard to Mr. Patman’s request follows :) 

TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, July 80, 1957. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D.C. 

Dear Mr. SPENCE: Representative Wright Patman has requested that your 
committee be permitted to review the audit reports covering all activities of 
the Office of the Comptroller of the Currency for the past 5 years made and 
prepared by (1) the Commissioner of the Bureau of Accounts, Treasury Depart- 
ment, and (2) the auditor employed by the Comptroller of the Currency who is 
responsible only to the Comptroller. 

It is our understanding that the contents of the various audit reports will 
not appear in, or be made a part of, the records of the hearings and the reports 
will be returned to the Comptroller of the Currency after they have served the 
purposes of your committee. 

The various audit reports are delivered herewith and the following is a brief 
description of each report being furnished : 
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Annual reports prepared by the Commissioner of the Bureau of. Accounts, 
Treasury Department : 
Annual audit report for the year 1952 
Annual audit report for the year 1953 
Annual audit report for the year 1954 
Annual audit report for the year 1955 
Annual audit report for the year 1956 
Original bound annual statements of Accounts of Office of the Comptroller 
of the Currency : 
1952 
1958 (Feb. 15) 
1953 (Apr. 15) 
1953 (Dee. 31) 
1954 
1955 
1956 
Original bound annual audit reports of Office of Special Disbursing Agent: 
1951 
1952 
1953 
1954 
1955 
Original bound annual audit reports of Division of Insolvent National Banks: 
1951 
1952 
1953 
1954 
1955 
Original monthly audit reports of Office of the Comptroller of the Currency : 
Bound under annual covers, 1952 
Bound under annual covers, 1953 
Bound under monthly covers, 1954 
Bound under monthly covers, 1955 
Bound under monthly covers, 1956 
Bound under monthly covers, 1957 (January through May) 
Original reports of annual audit and verification of unissued stocks of Federal 
Reserve notes in the Federal Reserve vault : 
February 13, 1953’ 
January 25, 1954 
March 28, 1955 
April 9, 1956 
April 5, 1957 
Copy of Secretary’s order No. 174 of May 27, 1953, transferring audit of 
Federal Reserve vault from the Division of Public Debt Accounts and Audit, 
to the Office of the Comptroller of the Currency; also outline of procedures for 
such audit dated June 30, 1953, as approved by the Comptroller of the Currency. 
Reports of audit, physical inventory, dies, rolls and plates, etc. (Federal 
Reserve and national currency stock) :* 
March 31, 1953 
March 31, 1954 
April 29, 1955 
March 30, 1956 
March 29, 1957 
Sincerely yours, 
Ray M. GIDNEY, 
Comptroller of the Currency. 
Mr. Parman. Mr. Chairman, | believe Mr. Martin said the other 
day that he wrote you a letter about the $8 million or $6 million item 
relating to the retirement fund. I would like to see a copy of that 
letter. 
The CHarrMan. Yes. 


1 Audit made by Division of Public Debt and Accounts. 
2 Audit made by Bureau of Engraving and Printing. 
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Mr. Parman. May I have a copy of that? 

The Crarrman. Yes. 

Mr. Mutrer. Mr. Patman, referring to the Bureau audit, are you 
eee to the audit by the Comptroller General of the United 

tates ? 

Mr. Parman. No; the Comptroller General of the United States 
has never made an audit of the Comptroller of the Currency. 

Mr. Mutter. What is this? 

Mr. Patman. Is that correct, Mr. Gidney ? 

Mr. Gipney. That is the way I understood it, Mr. Patman. If 
you have one that they have made, then I am wrong. 

Mr. Muurer. This is an audit, report to the Congress, Office of the 
Treasury of the United States. 

Mr. Parmayn. I know, but that is not from the Comptroller of the 
Currency. That is from the Treasury of the United States, Mr. 
Multer. 

It is really shocking to me that an office like yours, which has 
handled $147 billion in paper money—and $107 billion of that has 
been accounted for by destruction—has never had any audit made 
by the Congress of the United States, or by the General Accounting 
Office—in fact, has had no audit at all, except what you might say is a 
self-audit. Naturally, the audit made by your own office is a self- 
audit, and this Bureau of Accounts audit I'consider a self- audit too, 
because you are part of the Treasury. I can’t conceive of our country 
functioning that way, normally. We pay so much attention to a 
hundred dollars spent illegally here and to $10 there, and yet we 
have $147 billion pass through one office, with no outside audit of any 
kind, no audit by the General Accounting Office. 

That is the point T will want to bring up in connection with the con- 
sideration of this bill. 

Now, as to the bill, I am going to center my questioning on one part 
of this bill, Mr. Gidney. That is the maximum interest-rate provision 
which is in section 35 of title I. 

Now, if I understand the matter correctly, under existing law a 
national bank cannot exceed 7-percent interest, where there is no 
specific State law on the subject. Is that correct? 

Mr. Gipney. I am not certain on that point. I think that would 
be true, however. That is, I am not certain of all the ramifications, 
but that is generally true. I think that is spelled out in this statute, 
is it not? 

Mr. Parman. But where there is a specific State law saying you 
can charge 10 percent, the national banks can charge 10 percent, or 
the same rate as the State banks; that is correct, is it not? 

Mr. Giwney. I had better be accurate here and quote the law. 

When no rate is fixed by the laws of the State, Territory, or District, the bank 
may take, receive, reserve, or charge a rate not exceeding 7 percent or 1 percent 


in excess of the discount rate on 90-day commercial paper in effect at the Federal 
Reserve bank in the Federal Reserve district where the bank is located * * *. 





So that is right. 

Mr. Parman. So where there is a specific State law allowing the 
banks to charge, say, up to 10 percent, national banks can charge 
the same as State banks, but where there is no spec ‘ifie State law. as 
to the amount, national banks are restricted to 7 percent. 

Mr. Giwney. That is the way I understand it. 
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Mr. Parman. Are you familiar with the Daniel’s case, dealing with 
conditional sales contracts ? 

Mr. Gipnry. The Daniel’s case? I am not familiar with it. 

Mr. Patman. Will you let counsel answer, please ? 

Mr. Gipney. Yes, indeed. 

Mr. Eneotert. Yes, sir; I am familiar with that case. 

Mr. Parman. What is that case ? 

Mr. Encuert. Well, that case really doesn’t pertain to this section 
except that there was one sentence in it which referred to the question 
in this section. 

Mr. Parman. Where did that case originate? 

Mr. Enotert. In Alabama, fifth circuit. 

Mr. Parman. Birmingham ? 

Mr. Enatert. I think so. 

Mr. Parman. It involved conditional sales contracts, did it not? 

Mr. Enouert. I believe sc. 

Mr. Parman. Which courts had it gone through ? 

Mr. Enotert. The ultimate decision was in the Court of Appeals 
for the Fifth Circuit. I assume it went through the district court. 

Mr. Parman. It was not eligible to go on certiorari to the Supreme 
Court, was it? I mean, it did not go to the Supreme Court? 

Mr. Enotert. It did not. 

Mr. Parman. It was a final decision of the circuit court of appeals? 

Mr. Encuert. That is right. 

Mr. Parman. That case involved a national bank, did it not? 

Mr. Enotert. Yes, sir. 

Mr. Parman. And it involved conditional sales contracts ? 

Mr. Enctert. That is right. 

Mr. Parman. It involved a contract where an original purchaser of 
a truck bought the truck from the dealer, and the contract, it was 
alleged, was loaded with insurance and different kinds of interest and 
everything, and the interest rate was alleged to be excessive. That is 
correct, is it not? 

Mr. Enoterr. That is right. 

Mr. Parman. It was finally determined in that case that that was 
a usurious contract, was it not? 

Mr. Enoterr. That is correct. 

Mr. Parman. And the national bank was in violation of the State 
law, isn’t that right? 

Mr. Enatert. That is correct, but the decision 

Mr. Parman. If this bill passes, would that be legal? 

Mr. Enctert. No, sir; not under that decision. That decision held 
that the bank was in on the transaction from the inception and there- 
fore this was a charge of interest, insofar as the maker was concerned. 

This change that would be made in this section would have no effect 
whatsoever on that decision. 

Mr. Patman. Well, let’s go at it from a different angle. 

You are correct that the bank was alleged to be in it from the 
inception, and therefore it was privy to the contract. 

Tet us assume that this same purchaser goes to another dealer, 
buys a truck under the same circumstances, and then this dealer after 
he makes the trade with this buyer, takes this conditional sales con- 
tract, although it provides for usurious interest, he carries it across: 
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town and sells it to a national bank, if the law is changed as it is 
contemplated here, that would not be in violation of the law, would it? 

Mr. Enetert. That would depend on the law of the State of Ala- 
bama. 

Mr. Parman. I say, as long as the State permitted it, it would be all 
right for the national bank? 

Mr. Eneert. If a State bank could buy this contract and it would 
be legal, under this provision it would be legal for a national bank. 

Mr. Parman. But suppose the interest rate is 25 percent—I want to 
ask Mr. Gidney this question—and that isan immoral rate. Everyone 
will agree to that. Just because the State of Alabama, we will say, 
might permit an immoral rate to be charged, why should be insist on 
national laws being on a parity with State laws that permit an immoral 
rate of interest ’ 

In other words, why should we insist upon immorality being allowed 
to compete in immorality? How do you justify that, Mr. Gidney r? 

Mr. Gipney. I am just a bank supervisor, not a clergyman. 

Mr. Parman. I know, but you have certain ideas about things like 
this. 

Mr. Gipney. Yes, sir; I have. 

Mr. Patman. You are a man of good judgment. 

Mr. Gipney. Thank you. 

Mr. Parman. And you mean to do right, and you don’t want to cheat 
your neighbor, and knowing that you believe in the Golden Rule, and 
possibly the Sermon on the Mount, and the Ten ¢ ‘ommandments, why, 
I feel that you are qualified to answer that. 

Don’t you think it is wrong for us to insist upon:a par ity with State 
banks for the purpose of competing with immorality ? 

Mr. Gipney. I must certainly be against sin. 

Mr. Parman. Well, why are you advocating sin here, then? You 
are advocating sin, Mr. Gidney. 

Mr. Gipney. The definition of “sin” in this case, it seems to me, 
lies in the States. 

Mr. Parman. I know, but since you are insisting upon being able to 
do the same sinful thing that the State does, you are advocating sin. 

Mr. Gipnzy. Whe am I to pass upon whether it issin or not? Ifthe 
State of Texas or the State of Alabama says it is all right, or the State 
of New Jersey 

Mr. Parman. I know; it is all right from your viewpoint to say 
that is a matter for the State, but you are insisting on coming in on it. 
You are demanding a part of the loot. 

Mr. Gioney. I think our banks should have the same rights in this 
matter. 

Mr. Parman. Even though it is immoral? 

Mr. Gipney. It hasn't been established, the immorality— 

Mr. Patman. Well, 25 percent interest is immoral; isn’t it, Mr. 
Gidney ? 

Mr. Gipney. I would probably have to agree with that. 

Mr. Parman. Well, all right, you admit that 25 percent is immoral. 
Under this provision 25 percent interest could be collected, could it 
not ? 

Mr. Groner. There isn’t any State where you can get 25 percent on 
a straight basis. 
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Mr. Parman. Well, we are not so naive as to think that they don’t 
have ways of doing it 

Mr. Gipney. If you were to buy a turnpike bond at about 50 cents 
on the dollar today-—— 

Mr. Parman. [am not talking about turnpike bonds, 

Mr. Gipney. Well, would that be immoral ? 

Mr. Parman. No; that is not the same thing at all. That is an 
open market, purchase and sale. 

Mr. Gipney. Selling an asset / 

Mr. Parman. This is not in the open market, it is negotiated, cateh- 
ing a fellow in distress, sometimes. It is a kind of a shotgun loan. 

Mr. Gipnry. I really have a great deal of appreciation of some of 
the possibilities, because I don’t like gouging, and we certainly pass 
the word out, and have made comments on the subject in some addresses. 

Mr. Parman. But, Mr. Gidney—— 

Mr. Gwwney. But this doesn’t have to go up to 25 percent. It 
happened in that case. These things may be bought at a rate that 
is high. If the State says this is allowable, you ‘have allowed the 
States to name the rates otherwise. I think we should—we should 
bring with us perhaps a list of the legal rates. Some of those legal 
rates, I think, are high. But the States have fixed them. 

If Congress wants to fix them for all banks, perhaps that would 
be desirable. Perhaps you should undertake to extend jurisdiction 
and fix a rate for everyone, so there couldn’t be any of this immorality 
anywhere. 

Mr. Parman. Well, I insist on staying with the subject and not 
getting off on that, Mr. Gidney. Of course, it is related. I grant 


you that. 


But may I ask you this question: You concede that a 25-percent 
interest rate is certainly an immoral rate. I think even a 15-percent 
interest rate would be immoral: don’t you, Mr. Gidney ¢ 

Mr. Gipney. Well, I am not going to give you a scale of charges for 
immorality. Idon’t know. We have State laws 

Mr. Parman. Well, now, just one thing: Isn’t it a fact that although 
you admit that some of the States would allow an interest rate which 
you would consider an immoral rate, because the State banks are 
allowed such a rate in that State. You are demanding for the national 
banks the same privilege of gouging that the State banks are allowed ? 

Now, saying it simply; isn’t that the truth? 

Mr. Gipney. I think national banks should be on a basis of equality 
with State banks. 

Mr. Parman. Even ina matter of immorality ? 

Mr. Gipnry. And I would do my best to see there is no gouging 
or immorality. And of course just fixing on a figure or a rate, what 
about these rates which are designed to take people out of the hands 
of loan sharks, where you get up to 214 percent a month, or 30 percent, 
on the first $300, and so on? 

Mr. Murer. Even as high as 3 percent. 

Mr. Gionery. That is a little more immoral. And I think as you 
go from the District, xs you ride out toward Maryland, when you 
cross the District line, you will see a row of loan offices. 

Well, Mr. Patman, we are trying to keep our banks moral. 

Mr. Patrman. Well, it looks to me as if you are trying to muscle in 
on an immoral deal here. 





é 
t 
i 
: 
: 


264 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. Gipney. This was not put in at our instance. 

Mr. Patman. But you are defending it. You are for it. 

Mr. Giwney. I am defending it; yes, sir. 

Mr. Parman. I don’t think you ought to be for it. 

I yield to Dr. Tatre. If it is all right, Mr. Chairman, but I don’t 
want to lose my place. 

Mr. Taiz. I won’t attempt to take it. 

The father of the science of economics, Adam Smith, wrote his 
celebrated book, titled, “The Wealth of Nations,” in 1776. 

Before writing that book, he wroie a book bearing the title “Theory 
of Moral Sentiments.” Tt seems to me that this morning we are 
rene | with the theory of moral sentiments instead of dealing with 
this bill. 

Up until fairly recently, small loans in the State of Pennsylvania 
commanded a rate as high as 5 percent a month. That would be 60 
percent a year. That would be excessive moral turpitude, then, 
wouldn’t it? And many of our States permit a rate of 314 per month 
on small loans, which is 42 percent a year. So we must keep in mind 
the factors that enter into the going rates. The risk involved is 
certainly a very important factor. There may be a lot of people who 
would be unwilling to lend money to some eager borrower at 31/4 per- 
eenta month. It depends on the circumstances. 

Mr. Patman. If this bill is enacted into law, would it permit a 
national bank to charge 314 percent a month where a State law per- 
mitted it, Mr. Gidney? Such as, for example, in Virginia, where 
it is 3 percent a month, would it permit national banks to charge that, 
too? 

Mr. Giwney. Would you answer that, Mr. Englert ? 

Mr. Enetert. I was just going to say these rates of interest, 3 
percent a month, and so forth, apply primarily to installment loans. 
That is a different thing. 

Mr. Gipney. Personal loans, not necessarily installment loans. 

Mr. Patman. Well, national banks make personal loans. 

Mr. Gipney. But they have not been—they have not been able to 
make that type of charge. 

Mr. Parman. I know, but under this bill they would be, wouldn’t 
they, if it is enacted into law? 

Mr. Gipnry. If the State bank were allowed to, yes, sir. 

Mr. Parman. In other words, this bill will permit the national 
banks to charge the same high rates that are charged in any State, 
by a State bank. 

Mr. Mutrer. May I suggest 

Mr. Parman. That is right, isn’t it, Mr. Gidney? Let me get this 
answer to that. 

Mr. Gipney. I missed some of that, I think. 

Mr. Parman. That is correct, isn’t it ? 

Mr. Gipnry. That they can charge what a State bank can charge? 

Mr. Patman. That is right, regardless of rate? 

Mr.Grnery. That I believe is true. 

Mr. Mutter. Mr. Patman, may I suggest that as I read the stat- 
ute, it doesn’t limit it to what a State ‘bank may charge. This says 
the national bank may charge anything that a State law permits. 
So whether it is permitted to a personal loan company or a pawn- 
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broker or any lender, bank or otherwise, whatever the maximum rate is, 
that may be charged under State law, a national bank can charge it 
if this bill prevails. 

Mrs. Grirrirus. Mr. Chairman, will you yield? 

Mr. Parman. With permission of the chairman, I will be very glad 
to yield, Mrs. Griffiths. 

The Cuarrman. Mrs. Griffiths. 

Mrs. Grirrirus. May I ask, do you contemplate that this will put 
national banks in a better competitive position ? 

Mr. Gipney. This bill, this provision, I believe, was asked for 
by some of the people who have national banks. We do not see 
objection to it. We think it does put them in a better position, be- 
cause it puts them in equal position with State banks. 

Mrs. GrirritHs. Well, are national banks decreasing because they 
are not in such good competitive position ? 

Mr. Giwnry. They have decreased some in number. They are 
holding their own very well. 

Mrs. Grirrirus. Are they decreasing because of this or other 
factors? 

Mr. Gipney. Oh, this is a small part. I don’t think so. I don’t 
think it is that big. 

Mrs. Grirrirus. They are decreasing because they are merging? 

Mr. Gipney. Well, they are not decreasing in importance as a rela- 
tive part of the banking business. They are holding their own very 
nicely. But in numbers they have gone down somewhat, as State banks 
have, also. 

Mrs, Grirrirus. Because of mergers, isn’t it? 

Mr. Gionry. Mergers have accomplished that to some degree. 

Mrs. Grirrirus. What do the mergers do to enhance their competi- 
tive position? Why does it put them in a better position to merge? 

Mr. Gipney. Well, that would depend on the circumstances, loca- 
tion, and all those things. A bank may merge and acquire, in a branch 
State, of course, outlying banks, and become larger. They will prob- 
ably increase their capital funds and therefore their legal loan limit. 
They increase the number of outlets and inlets through which they 
acquire deposits and make loans. 

Very often, in those cases, they make more loans through one of 
those offices or branches than they receive deposits there. In other 
words, with the larger company, with a larger bank, they can lend 
twice as much in that particular area as they have in deposits from it. 

Mrs. Grirrirus. It gives them a better advertising base. 

Mr. Gwnry. Well, I think it does, that is true. At least they have 
many things which they feel are advantageous. 

Mrs. Grirritus. But if the national banks don’t have this particular 
provision, they are not going to go out of business ? 

Mr. Giney. I think I can assure you that is true. This is not 
something we introduced, but we think it is fair. 

Mr. Parman. I understand, Mr. Gidney, you did not propose it, but 
you are for it. That is the reason I am asking you these questions. 

Mr. Gipney. I am for it on the ground that the national bank ought 
to have competitive equality with the State bank. 

Mr. Parman. Of course, I think you are wrong, because I don’t 
think we should insist on competing in immorality. 
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Mr. Gipney. Then we ought to do something to cure the immorality 
at the source, if we could. We don’t have that power. 

Mr. Parman. In other words, if the States don’t cure it for the State 
banks 

Mr, Gipnery. Perhaps you should cure it. Perhaps you should un- 
dertake to cure it. 

The Cuarrman. Mr. Gidney, do you think national banks ought 
to be able to make 3 percent a month on loans? 

Mr. Gipney. No, sir. 

The CuarrmMan. Do you think they could do that and maintain 
their self-respect ? 

Mr. Gipney. I think they could not. We have had pressed to our 
attention for a matter of 16 or 17 years a proposal whereby the bank, 
in addition to its regular discount rate, which works out at about 10 
percent, there w ould be payment for the services of a surety company 
to sort of accumulate a fund to guarantee the safety. 

I signed a letter yesterday saying that we could not go along with 
that because it would bring the cost up to 22 percent. 

The eariler plans had been 20 percent. 

We have no knowledge of national banks getting anything as high 
as that, although some “of these plans for installment loans that run 
for long periods of time, and take interest out in advance, do run up 
to very high rates—higher than I like and higher than I think should 
be charged. The FHA, title I loans ran up quite high rates. 

Mr. Tauie. Mr. Chairman, I left out one point. We should re- 
member, shouldn’t we, that there are several rates that are charged 
by lenders. 

Mr. Gipney. Yes. 

Mr. Tauxie. And of course these institutions that charge 314 to 5 
percent a month are not commercial banking institutions. 

Mr. Gipnry. They are personal loan companies. 

Mr. Tatze. That is right. They have their rates but they are not 

rates charged by commerce cial banks. 

Mr. Parman. But commercial banks may charge them if other 
finance companies do. You agree to that, do you not! 

Mr. Tatie. No. Those rates are not charged in commercial bank- 
ing. 

Mr. Parman. Is that your view ? 

Mr. Tate. Yes. 

Mr. Parman. Do you mean to say if State laws permit personal 
finance compamies to charge 3 percent a month, they do not permit 
commercial banks to charge the same interest for the same type of in- 
stallment paper / 

Mr. Kitsurn. Will you yield? 

Mr. Parman. I yield. 

Mr. Kireurn. As I understand it, the finance company right in my 
town charges what I think is about 24 percent on the dollars that they 
loan. We had to get a charter, or permission from the State super- 
visory authority to start a small loan department and we are limited 
toa 6-percent diseount rate, which means about 12 percent. 

Mr. Patman. Payable monthly. 

Mr. Kireurn. It. is paid monthly, but you discount it at 6 percent. 

Mr. Parman. That makes it about 12 percent. Six percent makes 
it about 12 percent. 
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Mr. Kivsurn. Yes, and I might add that we analyze our costs on 
those loans, and we net, after expenses, about four and a half, because 
of the people we have to hire to go out and collect them. 

Mr. Parman. Under the present law, Mr. Gidney, a national bank 
in Virginia cannot charge more than 7 percent. Is that correct? 

Mr. Gipney. I don’t:-know what the laws of Virginia are. I know 
something about the laws of New York State, and we have a member 
who could help us. 

The national bank which might be your competitor Mr. Kilburn— 
perhaps there is still one up there—can charge just what you can 
charge, and as you say, I think that the highest they can get in New 
York State is 12 percent on the unpaid balance. That is 6 percent 
cliscount on the face of the obligation, and that works out to 12 percent 
on the unpaid balance. That is the highest rate that I happen to have 
personal recollection of that national banks get. 

I might be wrong, because I don’t know every nook and corner. 

Mr. Parman. Now since you have all the basic information about 
banks, I wish you would furnish for the record, Mr. Gidney, an 
analysis of the different State laws on usury and interest rates which 
may be charged. I would want that to include conditional sales con- 
tracts, and installment purchases, the legal rate and the contractual 

rate, and anything else that is relevant to the determination of a rate 
that may be ¢ harged i in that State. 

Mr. Gipney. We will see what we can do on that. That will take 
a little time, of course. 

Mr. Patman, Of course, I know you have that information, because 
you keep it all the time, don’t you? 

Mr. Gipney. I don’t think we keep that assembled and in current 
form, do we, Mr. Englert? 

Mr. Encterr. Not in the Washington office. 

Mr. Parman. But it could be compiled. 

Mr. Gipney. I think so, yes. 

Mr. Patman. I know it would be helpful to me. 

Mr. Gipney. It would be interesting. 

(The information above referred to appears at p. 621.) 

Mr. Patman. It is conceded that in a State where there is no rate 
set by State law, the national banks are restricted to 7 percent. 

Mr. Gipney. That is the way I understand it. 

Mr. Patan. And if this bill is passed it will take that 7 percent 
lid off. 

Mr. Gipney. No, sir. 

Mr. PatMan. Oh, yes. 

Mr. JENNINGS. Only as to discount, sir. This only pertains to dis- 


count, not interest. 


Mr. Parman. I know. But that is the same thing. 

Mr. Gipnry. This particular thing pertains to purchase of paper. 

Mr. Parman. I understand. 

Mr. Gipnry. And would only be effective if the State law per- 
mitted it. 

Mr. Parman. Let me make this plain and then I will be through, 
Mr. Chairman. 

I have written a statement on this matter. I want to make this 
point clear for the record, because I consider this one of the most im- 
portant parts of this bill. 
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I think this designates this bill as a high-interest bill, regardless 
of what the intentions were of the people who wrote it. I am cer- 
tainly not impugning the motives of anyone connected with it either 
in Congress or outside of Congress, but regardless of that, this 
is a high interest bill that takes the limit off, in many instances, and 
permits an interest charge that is against conscience and immoral 
on the fallacious theory, from my standpoint, that because a State 
bank can charge an immoral rate, we should demand the right for a 
national bank to charge the same immoral rate. 

In other words, because a State bank has the privilege to gouge, 
we are demanding for the national banks the privilege to gouge. 

Now I will read these questions off, so we can get them down for the 
record. 

Where there is specific State law, State law applies to national 
banks. We agree to that, don’t we? 

Mr. Gipney. On the matter of interest. 

Mr. Parman. That is right, I am talking about interest. 

Mr. Gipney. That is right. 

Mr. Parman. Where there is no specific State maximum, then, the 
maximum specified in the National Bank Act applies, which is 7 per- 
cent. 

Mr. Gipney. That is right. 

Mr. Parman. Under this principle, where a State law does not de- 
fine a purchase of an obligation as a loan or discount, subject to the 
maximum rate, then the National Bank Act rates would apply. That 
is correct, is it not ? 

Mr. Gipney. I don’t know that that is well established. I think 
it may be true. 

Mr. Parman. Well, let me read it over, because I want this an- 
swered definitely one way or the other. 

Mr. Gipney. I can’t give you a positive answer on that. 

Mr. Patrman. I consider this most important. 

Mr. Gipney. I can’t give you a positive answer on that because 
that is a matter of legality. 

Mr. Parman. Well, I think you have answered, I think Mr. Jen- 
nings has, too. 

Under this principle, where a State law does not define a purchase 
of an obligation as a loan or discount, where the State law does not 
define it as a loan or discount, subject to the maximum rate, then the 
National Bank Act rates would apply. 

Mr. Gipney. There is some question about that. I think that the 
yeneral practice and belief is that the national would be able to buy 
it, but I understand there is some question about it, from counsel. 

Mr. Patrman. Could I ask counsel that question ? 

Mr. Grwney. Certainly. 

Mr. Patman, Let me read this over. I want a specific answer to 
this, a “Yes” or “No” answer. 

Under this principle, where a State law does not define a purchase 
of an obligation as a loan or a discount, subject to the maximum rate, 
then the National Bank Act rates would apply. 


wd 


Mr. Enatert. If you are talking about the 7 percent rate, Mr. 
Patman, I think there is some question about that; a question raised 
in part by the Daniels case. 
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Mr. Patman. I will pass it over for the present until we have 
gotten answers to the others. But I can’t see why you should qualify 
that answer. 

This bill reverses the principle, however, and provides that unless 
a State law specifically places a maximum rate on such purchases of 
obligations, then the absence of State law will then provide an 
absence of Federallaw. Is that correct? 

Mr. Guipney. I think I could best answer that by reading what this 
says: 

The purchase of obligations or evidences of indebtedness from the actual 
owner thereof shall not for the purposes of this section be deemed a loan or 
discount if such purchase would not under the law of the State in which the 
bank is located be deemed a loan or extension of credit subject to the interest 
or usury statutes of such State. 

Mr, Patman. It is very plain. It was suggested to the Senate 
Banking Committee by Mr. Craven that that provision be inserted 
in the bill. 

Mr. Gipnry. I don’t know whether it was Mr. Craven or someone 
else. 

Mr. Parman. He was the spokesman for the advisory group. 

Mr. Guipney. Yes. 

Mr. Parman. And he is the one who suggested that language, if I 
understand it correctly. 

Mr. Goney. That may well be. 

Mr. Patman. And that makes it very plain. 

Mr. Gipney. Yes, sir. 

Mr. Parman. Makes it very plain. 

Mr. Gipney. Yes. 

Mr. Parman. All right. We know in a general way that State 
laws have, for the most part, been interpreted as not applying to, 
first, purchases of obligations made by others where the original 
obligation was legal. 

Next, with respect to conditional sales contracts, most State laws 
have generally been interpreted as not applying to this loan device. 

Recently, however, a Federal court held that in the instance of 
conditional sales contracts—that was the Daniel’s case—where there is 
no State maximum the National Bank Act maximum applies. 

Now, here is the conclusion that I want to draw on this, Mr. Gidney. 
The present principle of our National Bank Act is this: where there 
is no State maximum, there shall be a Federal maximum, and that 
Federal maximum shall be 7 percent. Now there is no difference 
between us about that, is there ? 

Mr. Gipney. On the type of things to which it applies. 

Mr. Parman. I am talking about under existing law. 

Mr. Gipney. Yes. 

Mr. Parman. Now 

Mr. Gwney. Where applicable. 

Mr. Patman. Where there is no State maximum, the national banks 
are restricted to 7 percent, aren’t they ? 

Mr. Gipney. Seven percent on a Joan. 

Mr. Parman. That is right. So there is no difference between us 
on that. 
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Now then, if this bill is enacted into law, our principle then will be 
this: where there is no State maximum, there shall be no Federal 
maximum. Isn’t that correct ? 

Mr. Gipnry. No, I don’t think that is correct. 

Mr. Parman. I don’t see how you can say that, Mr. Gidney. You 

said a while ago 

Mr. Gipnry. The point is you-are talking wbout a different breed of 
cats. These purchases are a different thing. Just as there are differ- 
ences in the personal loans. 

Mr. Parman. Well, you admit in the first place, that where there 
is no State maximum, there shall be a Federal maximum, and that 
Federal maximum is 7 percent under existing law. 

Now, then, if we change the law as the bill provides, then if there 
is no State maximum, there will be no Federal maximum. In other 
words, vou wipe out that 7 percent limitation. 

Mr. Gipney. That is not correct because on loans we do not. When 
no rate is fixed by the laws of the State the bank may take, receive, or 
reserve, or charge a rate not exceeding 7 percent. Then this is a 
different type of thing. 

Mr. Parman. Let me change the wording of my statement to get it 
specific to a point where you will agree to it. 

Suppose that we omit any reference to direct loans—which I am 
sure you are talking about. Just with reference to conditional sales 
contracts, if this bill passed, there would be no Federal maximum, 
where there is no State maximum, is that right? 

Mr. Gipney. That is for the purchase. 

Mr. Patrman. That is right. 

Mr. Gipney. That is the purchase of an asset. 

Mr. Parman. That is right. 

Mr. Gipney. Not making a loan. 

Mr. PatrmMan. Purchasing it from another person. 

Mr. Gupney. Purchase of an asset; a different matter than making 
a loan. 

Mr. Parman. In other words, an obligation that is made to one 
person and sold by one person to the national bank. 

Mr. Gipney. Yes. 

Mr. Parman. Then there is no maximum / 

Mr. Gipney. It would not be deemed to be a loan or discount if it 
would not be under State law. 

Mr. Parman. In other words, there would be no maximum. 

Mr. Ginery. The maximum of loans or discounts would not apply. 

Mr. Parman. The 7 percent would be out. 

Mr. Gipnry. The maximum for loans and discounts would not 
apply. 

Mr. Parman. That is right, they would not apply. All right. 

Mr. Kinsurn. May I ask you a question / 

Mr. Parman. I am willing to yield the floor for the present. I will 
wait until the others get through. 

The Cuarrman. Mr. Kilburn. 

Mr. Kireurn. If I understand your line of questioning, there is an 
entirely different status of a loan that a bank makes and something 
that a bank purchases. I have seen loans—5 percent bonds, for exam- 
ple—which have a coupon of 5 percent, and they pay their coupons. I 
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have seen them go down to 35. If a bank bought that bond at 35, they 
would be getting a rate of around 15 percent, or 14 percent. 

Mr. Parman. There is a big difference there, Mr. Kilburn. 

Mr. Kizgurn. That is what I maintain. If they had made the loan 
originally of a hundred cents on the dollar, of course, they would be 
getting 5 percent. 

Mr. Parman. The difference is one in the open competitive market, 
like the West Virginia Turnpike bonds, and the other is a negotiated 
sale between parties, privately, in which one party has the advantage 
over the other, maybe. 

Mr. Gipney. Maybe. 

Mr. Parman. It is certainly not in the open competitive market. 

Mr. Berrs. Mr. Chairman. 

The Cuarmman. Mr. Betts. 

Mr. Berrs. I would just like to make this observation. As I under- 
stand it, Mr. Patman is taking the position that the State law—if the 
State law is immoral as far as interest is concerned, we shouldn’t per- 
mit national banks to charge that high a rate. It occurs to me that 
State rae are bound by the same code of morals as Congress- 
men are. I don’t see any any reason why we should consider ourselves 
holier than State legislators, and I don’t see why we should sit in 
judgment on what the qualified, legally constituted State legislature 
thinks is a proper rate of interest in that State. 

I think if you believe in States rights, as I thought Mr. Patman 
did, you would have to follow that principle. It isn’t a question of 
what we think is proper in the State of Alabama. It is a question of 
what they think is right down there. It seems to me it is a relative 
proposition. 

Mr. Gipnery. I think that the basis of the rate allowed by national 
banks for interest, has been based on that theory, that that was a 
matter that States should fix if they wished to do it, and as Mr. Pat- 
man has pointed out, if they do not fix it, then there is a ceiling for 
national banks as to the loan and discount rate. 

Mr. Parman. Under present law. 

Mr. Gipney. Under present laws. I grew up in a State where the 

rate was 7 percent. Later I found myself in New York State where 
it was 6 percent. Who is to say that New York—must we assume that 
New York was more moral than California on that? I hadn’t ob- 
served it, but perhaps it must be assumed. 

Mr. Parman. Well, we agree that 25 percent is immoral. 

Mr. Gipney. I remember during my boyhood, there was a local 
prosperous money lender, and my father told me he got 24 percent 
on his mortgages, and the family agreed that was immoral. 

So I think I would have to go along with you on the 25 percent. 

The CuatrmMan. I think we ought to stay close to the bill at hand 
and not decide moral questions. 

But I do think a 3-percent rate on loans wouldn’t be charged by a 
respectable national bank. 

Mr. Gipnrey. We have cases where some stray sometimes, and we 
try to bring them back. 

‘Mr. Brown. Who has the witness, Mr. Chairman ? 

The Cuarrman. I invaded the field myself temporarily, Mr. Brown. 

J apologize to the committee. 
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Mr. Brown. There is no reason to apologize. I just wanted to say 
we ought to get along. 

The Cuamman. Does anybody else ask for recognition ? 

Mr. Anverson. Mr. Chairman. 

The Cuamman. General Anderson. 

Mr. Anverson. Mr. Gidney, to return to the question I asked you 
Tuesday concerning the stock option plans. 

Mr. Gipney. Oh, yes. 

Mr. Anperson. And we had just barely begun to discuss the matter 
when my time ran out. 

Mr. Gioney. That is right. 

Mr. Anperson. Why do you feel we should make it possible for na- 
tional bank officers to engage in such activities ? 

Mr. Gipnry. My only reason for thinking it is desirable would be 
to give banks the same opportunity to offer inducements to obtain 
good management that other corporations have. That would be my 
only reason for that. This was not of our introduction, but we know 
that its consideration is important in the situation as it exists today. 

Mr. Anperson. That is, you say, just because other corporations 
have it ? 

Mr. Giwnry. Because we are in a competitive field for labor and 
management just as we are for other things, and it is not too easy to 
get competent management for banks. 

Mr. Anverson. I was favor ably impressed by a remark that you 
made the other day to the effect that you were not asking for parity 
for National banks with State banks, simply to have parity, although 
in your discussion this morning you rather discredited the remark 
you made to me the other day. 

I would hope you would take the same viewpoint with respect to 
stock options, and since you say here that you support it, I would 
ask you to support this stock option on the basis of its relative merits, 
Could we go into that a little further ? 

The question I was asking you before was, why the proposed legis- 
lation should be changed to refer to 85 percent of the value at the ime 
the option was made ‘rather than 85 percent of the value at the time 
the stock was turned over. 

Mr. Gipney. Well, now, of course, 85 percent—let’s look first at the 
85 percent, why we say 85 rather than 100. 

That is to put a floor under the price at which it could be contracted 
for to the man. That is, we are not suggesting a giveaway. Maybe 
that should be 95 percent. We hope that the banks would perhaps 
put itup there. So that is the reason for a percentage figure. 

As I understand, the essential feature of a stock option is that, as- 
suming I have a job offered me today—that is not likely and is quite 
hypothetical—they would say “We want to make an inducement for 
you to do well, and therefore we will give you an option on our stock.” 

Now that stock option, to mean something, needs to be at a price 
fixed at that time and not at some future time. The option needs to 
be on the basis of what is a reasonable value at the time it is optioned. 
That is the general principle of the option plans as I understand them. 
I am not an expert in that field at all. 

Then, let us suppose that the option is exercised whatever number 
of years later it is, and the bank has done well enough so that the 
stock has become worth twice what it was when the option was 
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granted; then this officer going through the procedure of exercising 
the option would benefit from what has happened in the bank. That 
is what it is. Today it is very difficult for a bank officer to acquire, out 
of his earnings, any important holding of bank stock, and yet it is 
rather desirable that he should own some. 

We have a competitive field where valuable people are being given 
that kind of treatment in other corporations. I say, this is just some- 
thing that I am very mildly in favor of, but that is the way I see it. 

Mr. Jenninos. I would like to add one point. That is that the 
proposed bill provides that shareholders owning two-thirds of the 
stock of the bank must approve the stock-option plan. So it is not just 
being done by a small group of management. The owners of two- 
thirds of the stock have to approve the plan, as well as the comp- 
troller. 

Mr. Gipney. I think that is generally done in corporations. At 
least in the proxy notices that I have seen, which spell it out, they do 
obtain approval of the stockholders and it is our suggestion that this 
be somewhat restricted and require the two-thirds vote and approval 
in other respects, which might make the actual handling of this more 
conservative perhaps than it would be in the case of other corpora- 
tions, 

We don’t know just what all of our performances would be on this, 
but we certainly would want to keep it where it isn’t misused. 

Mr. Anpverson. There are 3 or 4 questions that arise as one considers 
this. 

The first one is whether or not you would think that it is necessarily 
in the best interests of good banking that the bank officers should 
have as their primary personal objective the building up of the value 
of the bank stock. Does that necessarily mean that the tank is going 
to better serve the general public, which is their primary job? Their 
primary interest is going to be to increase the value of the bank 
stock, because then they can go and buy that at half price. 

Mr. Gipnry. What you have in mind is that they may become too 
much interested in that as against some other things? 

Mr. Anperson. That is the point. 

Mr. Giwney. I think that is something we would have to think 
about. Those things all come in. I remember another type of induce- 
ment where the bank officer was given a percentage of the profits, and 
he became so much interested in that that he went into rather poor 
types of investments. We have to watch all those things. 

However, I think a well-balanced bank officer is certainly trying to 
build the value of the stock of the bank, and to do that he must 
operate a successful bank, he must avoid losses, he must keep expenses 
below income, and all that. So it shouldn’t be unhealthy, and we 
would try to keep it from being unhealthy. 

What you might fear would be some undue whirling up of the 
stock, or something of that kind. 

Mr. Anvrerson. Well, it is certainly possible for the responsible offi- 
cers of the bank to take either 1 or 2 choices in many cases, one which 
might improve the value of the stock, or increase the value of the 
stock, without necessarily and perhaps actually impairing the value 
of the service that the bank is going to render to the public. 
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Mr. Gipney. Yes, sir, if you figure they would put a squeeze on what 
they pay the rest of the staff, or a squeeze on what they pay in interest, 
or become exorbitant in their rates—some of those things. 

Mr. Anverson. That'is a possible result of such a stock-option plan. 

Mr. Gipney. That would be a possibility. And we would have to 
rely on people who are not treated right going to competitive institu- 
tions. 

Mr. Jennines. Every bank has a board of directors, and we believe 
the board of directors would see to it that the officers are operating the 
bank as it should be operated. We don’t think such things would hap- 
pen very often. Of course, it is conceivable. 

Mr. Anperson. In connection with your mention of the board of 
directors, Mr. Jennings, I think there is a tie-in between this subject 
and another one that I mentioned in my first remarks. That is cumu- 
lative-voting, and the provision which you recommend as to cumulative 
voting is one that would militate against the remarks which you have 
just made as to the firm hand of the directors or officers. 

However, I would prefer to postpone that discussion until a little 
later 

Mr. Gionry. Well, I think your point is one of those that one has to 
think about. I think those options should be sensible in relation to 
the size of the operation and given to someone who is really meri- 
torious. 

Mr. Kirgpurn. Will you yield? 

Mr. Anperson. I will be glad to yield. 

Mr. Kiisurn. It is also true, I think, that an officer who has an op- 
tion will benefit from the bank growing, and of course a bank won’t 
grow unless it serves the public, in a competitive field. 

Mr. Anpverson. In the long-term view, that is correct. 

Mr. Kireven. It has to serve the public. That is a strong competti- 
tive factor. 

Mr. Anperson. The point that I think you brought out perhaps 
should be reemphasized, and that is that you look not necessarily to 
this 10 percent, or 15 percent at which the stock is offered to him be- 
low the market, but you are looking for appreciation in the value of 
the stock. 

Mr. Gipney. That is correct. 

Mr. Anperson. You say that is to offer the officer an incentive. 

T : oe : : sh 1 . . ’ 

Why should that incentive be one in which he himself has no con- 
tractual obligation as he would if he committed himself at the start 
to buy the stock? Why do you propose that it be an option on stock ¢ 
If he has faith in the bank, why isn’t it a contract to buy the stock, 
rather than an option ? 

Mr. Jennines. Of course, there is an income-tax benefit under the 
stock-option plan, as you no doubt know. 

Mr. Anperson. That was going to be my third point, Mr. Jennings. 

Mr. Jenninos. The 85 percent of the value of the shares, as a matter 
of fact, is the lowest amount of discount under the market value or 
book value of the shares, that the Internal Revenue will permit and 
still make the plan eligible for certain tax benefits. 

Let’s say that a man is granted a stock option at 85 percent of the 
market value of the shares, and 6 years later he exercises the option, 
purchases the stock. The stock in the meantime has gone up 100 
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percent in value, owing, we hope, in part to the efforts of that officer. 
He holds the stock for a few years, and then sells it. 

The gain that he made over the original amount that he paid under 
the stock option plan is considered as being taxable on the capital 
gains basis rather than just straight income, so the plan has a definite 
«ttraction to the man from that standpoint, and provides a definite 
incentive to the officer to do his best. 

And we must remember that of the 13,750 or 13,800 commercial 
banks in this country, the big majority of them are smail institutions 
where the officers do not necessarily receive particularly high salaries. 
They are the banks by and large that are having trouble attracting 
capable management. Possibly this would help. It wouldn’t be the 
sole answer, but it might help in attracting better management to many 
of the smaller banks of the country. 

Mr. Anprerson. Thank you, Mr. Jennings, for laying the ground- 
work, and saving the requirement that I ask you some questions to 
bring out the actual mechanism of the stock option plan. 

May I then ask the third major question that I had in this connec- 
tion. You have made it abundantly clear that primarily a substantial 
part of the cost of repaying this bank officer is to be paid out of his 
reduction in income tax, 

Why do you think that the taxpayer of the United States, due to 
having to replace that tax money in some other way, sbould in effect 
subsidize approximately 25 percent, if the officer is in the lower 
brackets; more than 25 percent of the gain if he is in a higher bracket ? 

Mr. Jenninas. My answer to that is that 40 percent of the corpora- 
tions in this country whose stocks are listed on the New York Stock 
Exchange have stock option plans, and we believe that banks and bank 
officers should be entitled to the plans if all of the major corporations 
of the country may inaugurate such plans if they wish. The tax prob- 
lem is there. 

We could just turn the question around. Why should the officers of 
major corporations receive a benefit or be subsidized ¢ 

Mr. Gipney. And that is a little out of our field. 

Mr. ANnpverson. Nevertheless, it comes back to the point I made ear- 
lier, You were willing to present your arguments for the proposal on 
its own rationale. 

Mr. Groner. Well, this was not introduced by us. [t was put in on 
the floor of the Senate. But we think that we are moderately in favor 
of it. 

Mr. Anperson. Finally then, in this connection, Mr. Gidney, I did 
read the Senate testimony, and I noticed that in the Senate testimony 
you said that you personally did not favor a stock-option plan. Would 
you tell me why? Why you personally did not favor it ? 

Mr. Gwwney. I am just favoring it moderately. But I have a cer- 
tain uneasiness about it. 

Mr. Anperson. And what is the basis for your uneasiness? 

Mr. Gipney. Well, I think that sometimes things of this kind are 
dished out to people who are grasping, and they might be overdone. 

Therefore, we have put in seme reservations, and we have to ap- 
prove, and we foresee quite a little wear and tear on us, quite a little 
work in trying to keep these things fair and right. 

But we have taken a moderately favorable view. 
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Mr. Jennineos. After all, stock-option plans of corporations are 
under no supervision. If this bill were to be enacted, the stock-option 
plans that might be adopted by national banks would definitely be 
subject to the approval of the Comptroller. So we could presume, I 
believe, that they would be a sound basis when approved by the Comp- 
troller. 

Certainly they would be more likely to be on a sound basis, let us 
say, because of the supervision of the Comptroller, than stock-option 
plans of corporations generally. 

Mr. Anperson. Thank you. Mr. Chairman, I have had the witness 
for about 15 or 20 minutes. I have more questions, but I am sure there 
are others here who would like to have an opportunity to ask questions. 

Would you desire that I continue questioning him or would you like 
to have someone else ? 

The CuarrmMan. You can decide that yourself, General Anderson. 
You may continue your interrogation if you desire. 

Mr. Anverson. On the matter of cumulative voting, then, which it 
seems to me is tied into this matter, because in the matter of stock 
options, directors are probably going to set it up and it is probably 
going to be automatically, more or less automatically accepted 

Mr. Gipney. No, sir. 

Mr. Anverson. In any event, I feel the directors have a major part 
in it. 

Mr. Gipney. They would have a major part, but we would require 
the stockholders to vote, and we would foresee quite a lot of hard work 
and scrutiny to try to have the plans fair and right. We assure you 
that that will be done. 

Mr. Anverson. The cumulative voting provision, however, has a 
good deal to do with the organization of the board of directors, and I 
must say that I do not agree with the provision which you are support- 
ing, which will, in effect, eliminate most of the cumulative voting, 
because it must be actually provided for, and the 51 percent who may 
control the stock are not going to provide that the other 49 percent are 
going to have their representatives on the board. 

It doesn’t seem to me that that is a provision which makes it either 
responsive to the stockholders, or which is in actuality a democratic 
procedure, even in a corporation. 

How do you justify your opposition, which it really is, to the cu- 
mulative voting ? 

Mr. Gipney. That proposed change was introduced by the American 
Bankers Association ; I testified at considerable length last July—just 
over a year ago: 





It is my belief that the cumulative voting provision has not worked well and 
is not desirable. 

This is not being approached on the basis of parity, although it is 
significant because many States do not have cumulative voting for 
banks. The great State of New York does not have it. We have 





Mr. Muurer. I think you mean, Mr. Gidney, do not have it on a 
compulsory basis. It is permissive. 

Mr. Giney. I am glad to have that. I knew they did not use it. 

Mr. Mutter. Many of our State banks do use it. 

Mr. Gipney. I see. I remember the former superintendent of banks 
said there were efforts to have it made mandatory in New York, and 
he was against it himself. 
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Now we have quite a wonderful relationship with our banks. That 
is to say, we see them regularly, our people see them, they come to see 
us, and we have literally hundreds—at least great numbers, I think 
it ‘might almost be hundreds—who have said to me, “We hope that 
we can be freed of that particular provision, because * * *.” They 
report very many cases where unhappy relations arise, and where it 
has not been for the good of the banks. 

I know some other folks think it is good. Everyone is entitled to 
an opinion. But I have to give you mine, that it is not a good provision. 

Mr. Henperson. Will the gentleman yield? 

Mr. Anvrrson. If I may without losing the floor. 

Mr. Henperson. I just want to pursue one point while this issue 
is before us. 

Now, it is my understanding that the State banks in Ohio may, by 
their corporate articles, provide for cumulative voting—in other 
words, by approval of the shareholders. 

Do you have any knowledge of how many Ohio banks take advan- 
tage of that provision where there is no compulsory requirement for 
it? I think the argument has been given that if this is enacted, no 
national bank will provide for cumulative voting. Is that the ex- 
perience in the States which have similar provisions? 

Mr. Gipney. State laws which have ey voting are New 
York, Ohio, Oklahoma, and Rhode Island. I don’t have any knowl- 
edge of what they have done in Ohio. Perhaps Mr. Betts w ould know. 
I don’t know. Ihave never heard of it occ urring in State institutions 
there. 

Mr. Berts. If you ask me for my observation, I am not sure either, 
except that I made inquiry among the banks of the district I represent, 
and I found no particular feeling either way. I think they are per- 
fectly satisfied with the law which exists in Ohio today, which is the 
same provision that is in this bill before us now. 

Mr. Gipney. I would be glad to telephone 1 or 2 of my Ohio State 
bank friends and try to learn something about that and bring it back 
to you. 

Mr. Henperson. The only reason I raised the question is that it has 
been argued that if we approve this provision, that will be the end of 
cumulative voting in the national banks, and I just wonder if the 
States have had that experienc e, that there is no cumulative voting be- 

cause there is noc inode 

Mr. Gipney. Mr. Multer has just said that some State banks do 
have it under permissive form. I am not so well informed on that as 
I should like to be, but I would like to make some inquiries. 

Mr. Munier. I think you will find that when ee ision was put 
in the National Banking Act back in 1933, the RFC as a condition of 
making loans to State banks required them to hithiéed their bylaws to 
wei F cumulative voting, and in the State of New York all of those 

vanks that were required by RFC to adopt this cumulative voting have 
retained it in their bylaws and have not changed even though RFC is 
now out of the picture and they have the right to change it. 

Mr. Gipney. That brings to mind one case I know of where a large 
bank in New Jersey was required to adopt it. And it adopted it. But 
when they became free o* RFC influence, thev retwrned to the other 
Math. 
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Mr. Muurer. In New York our experience has been the other way. 
It has continued. There has been a lot of pressure in the State legis- 
lature through the years, to require cumulative voting in all corpors 
tions and all banks, and some of them have voluntar ily accepted it so 
as to avoid the imposition of the plan by force of law. 

Mr. Anprrson. I think we have made it evident that this is really 
a very substantive change and one about which there may be sub- 
ste sntial disagreement. 

Mr. Gipney. Unquestionably. 

Mr. Anperson. I would also like to point out that probably, when 
you say that bankers have come to you to speak about it, that those 

yankers ordinarily 1 represent the 51 percent who would, providing 
there were no cumulative voting, have all of their people on the board 
of directors. Most of the people ; you have talked to are probably not 
representatives of the minority stockholders. Would that be a fair 
statement or not ? 

Mr. Gipney. I haven’t had many representatives of minor ity stock- 
holders talk tome. I have had letters from, I can recall, about 3 differ- 
ent banks, taking the other view, 2 of whom, I think, appeared before 
the Senate committee, and this committee also. That is all I remember. 

Now it may be that they haven’t brought their problems to us. 
Quite certainly they haven't, if there are suc h. 

Mr. Anperson. Well, certainly it is a move away from the demo- 
cratic action for the stoc :kholders, that 51 percent are to control the 
entire board of directors. 

Mr. Gipnry. I don’t suppose you want me to go into any discussion 
of what is democracy or democratic action because there are different 
opinions of that around the world. 

I think that there are some cases in which 51 percent elect State 
officials, Federal officials. So democratic action works in different 
ways. 

I don’t believe that this is just a matter that we can settle by apply- 
ing a name to it. 

Mr. Berrs. Would you yield? 

Mr. Anperson. I yield. 

Mr. Berts. As I recall when you or some other witness was before 
us a year ago, some examples were given wherein minority interests 
under cumulative voting could control a board; isn’t that correct ? 

Mr. Gipney. I think we worked out some rather nice mathematics 
on the proposition: and particularly if the minority knows its rights, 
some very startling things can happen. But those are extreme cases. 
I don’t believe that is vital. 

Mr. Jennincs. Mathematically, I do not believe that a minority 
could elect a majority of the directors under cumulative voting. I 
do not think that would be possible mathematically. 

Mr. Gipney. I think we worked out a case where it could be, but 
that was an extreme case. 

Mr. Mutter. It was purely theoretical. 

Mr. Gipnry. Rather theoretical, yes. But, of course, if a minority, 
and a pretty good one, came in and knew the rules of cumulative voting 
well, and the majority came in and was careless about them, there could 
be-some—they could find themselves swept out of office until the next 
time. 
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Mr. Murer. Don’t you think, before that happened, that kind of 
careless management would have been ousted by the supervisory au- 
thorities ? 

Mr. JENNINGS. Well, not necessarily. It is not so easy, always. 

Mr. Anperson. It seems to me that this section should have a great 
deal more scrutiny before any action is taken on it. 

Mr. Gipney. You should hear from other people on it. The Amer- 

‘an. Bankers Association have proposed it, and they are in favor of 
it, and they should provide you with some witnesses. 

Mr. Anperson. In the matter of preferred stock, Mr. Gidney, I think 
I would find myself in agreement with the position that you have ex- 
pressed, that issuance of common stock is preferable under all except 
emergency situations, and we are confident, in view of your expres- 
sion, that so long as you are Comptroller, under section 20, you would 
not utilize that authority to permit the issuance of preferred stock 
indiscriminately, but what if we have another ( omptroller 

Mr. Gipney. Well, might I say that one of the virtues of the C omp- 
troller’s office is a rather “high degree of continuity in policy. I don’t 
mean that Mr. Jennings and the others have completely taken me 
over since I have come “down, but nevertheless it is an office that has 
grown up over a long period; it has a devoted staff, and certainly their 
reasoning is good, and I think you can rely on a pretty stable form. 

Now, on the other hand, as I have had to answer to Mrs. Griffiths, 
we can’t be just whimsical on that. If they come and make a good 
showing that that is the most prac ‘tical way to do it, we have to say all 
right. There may be quite a little discussion before we reach that point, 
but we don’t want to give the impression, and I am afraid Mrs. 
Griffiths had it, that we are just going to say, “The law doesn’t mean 
anything to us,” because it does. We try to give fair treatment. 

Mr. Anperson. By your words you have indicated that the convic- 
tions of the Comptroller can play a very great part in how this pro- 
posed section 20 actually is carried out. 

Mr. Gipney. We hope it would be convincing. 

Mr. Anperson. This phrase “most practicable,” is open to a very 
wide range of interpretation. : 

Mr. Gipney. Well, the original suggestion was that it would be the 
“only” practical way. That would really make it restrictive. 

Mr. Anperson. Yes,sir. If we say simply “most practicable,” there 
is so much opportunity for exercise of discretion on the part of the 
Comptroller that if your successor does not have your same persuasion, 
this may be turned inside-out. 

Mr. Gipney. Well, I think for the parties who really want to have 
preferred stock made a routine and regular method of raising capital, 
this is perhaps an inadequate proposal. I think originally the } proposal 
was made that they be able to have preferred stock, and with no qualify- 
ing restrictions, and that they also could have capital notes or deben- 
tures. 

Now, the Senate didn’t go that far. It has taken this rather com- 
promise position, and we can work with this, and I hope we will work 
ina fairminded way. 

Mr. Anperson. Could you suggest some wording a little less strict, 
other than that “The only practical way”? Could you suggest any 
wording short of that that would still not leave it so wide open as it is 
under “most practicable” ? 
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Mr. Jenninos. We could suggest additional language. I don’t 
have it in mind at the moment. We have considered that the use of 
the word ‘ ‘only’ would place the office in a position to see to it that 
approval was given only in very necessary or urgent cases. 

Mr. Anverson. Thank you. And thank you, Mr. Chairman. 

Those are all the questions I have. 

Mr. Breepine. Mr. Chairman. 

The Cuarrman. Mr. Breeding. 

Mr. Breeprne. Mr. Gidney, I will admit that I don’t know very 
much about financial institutions in America, being a farmer and 
stockman, but I have sent out copies of S. 1451 to most of the banks in 
my district in Kansas, and they have sent back answers and questions 
and statements, and I would like these people to have their voice in 
this discussion, and presently before me here I have a letter from the 
State Bank of Kingman, Kans., signed by Mr. L. I. Kalber, presi- 
dent, and the Murdock State Bank, Murdock, Kans., by Mr. Robinson, 
chairman of the board; the Farmers State Bank of Norwich, Kans., 
by Miss Ruth Allen, vice president of the board; First National Bank 
of Kingman, Kans., by Mr. McKenna, president; and the First Na- 
tional Bank of Cunningham, Kans., by Rufus Lester, cashier, and 
here are some of the questions and statements proposed in this 
message, and it says in the beginning here: 


In general, we believe that all of the agencies included in S. 1451 should be 


taxed. In the 7 agencies included there is but 1, the National Bank Act, 
which does not carry the tax-free status, and most of these agencies are in com- 
petition with the banks, who have to pay taxes. Why such a glaring injustice in 
an act purported to remedy the situation? 

Mr. Gipney. Well now, in our request from the Senate for our 
views, it was suggested that we give material on our field, the National 
Bank Act, and ‘the National Bank Act is the one that you mentioned 
there, that is subject to taxation, and I think it is proper, if the com- 
mittee will permit, that we stick to our part of the field. 

I think the taxtation question is a very pertinent one, and I hope it 
will receive consideration. However, the Senate committee had in 
mind, as I recall—and this committee doubtless will also—that amend- 
ments having to do with taxes would have to originate in or be re- 
ferred to other committees. 

I have my ideas on that, but if you will permit me, I would like to 
stick to the national bank part. 

I sympathize with what these folks have said, nevertheless. 

Mr. Breeptne. They also make this question, in title I, chapter 4, 
section 23, page 17, of the bill, “Disclosures of Stockownership.” 
They say: 

Leave this section out. It is an unwarranted invasion without sufficient 
reason. 

I believe in your statements you did oppose this. 

Mr. Gipney. We agreed with them on that, yes, sir. 

Mr. Brreprxe. Also, in title I, chapter 6, section 45, page 42 of the 
bill, “Acting as Insurance Agent or Broker.” 

They say, also: 


Leave this section out. No call for such legislation for national banks. 


Is that true? 
Mr. Gipney. Well, this section does not change the present law. 
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. Mr. Breepine. It is the same as it was? 
Mr. Gipney. It authorizes it in cities of 5,000 or less; yes, sir. 
i am told that in your State the insurance business is done to quite a 


great extent by individuals connected with banks, 

Mr. Breeprne. Yes, sir; in my home bank we have insurance agents 
in the bank. 

Mr. Gipney. Yes, sir, but this has been in the law for a long time. 
I don’t know when it was enacted, and it allows the bank, in towns 
of up to 5,000 population, to do it. There is no change in this 
provision. 

Mr. Kisurn. Mr. Breeding, would you yield on this for a question ? 

Mr. Breepina. Yes, sir. 

Mr. Kirsurn. What happens with a little bank which has had an 
insurance department, and perhaps the only one in the town for 
; years, and then all of a sudden the next census shows their popula- 


Wwe Wa YY Es 


tion is 5,100? 

Mr. Gipney. W ell, they would presumably have to give it up. It 
was mentioned that there was a communication received by the com- 
mittee from Barrington, Il., of which I have a copy. This gentleman 

is connected with the Jewel Tea Co., I believe, and also with this little 

bank, which is apparently a very nice little bank, and it has done quite 

a lot of work to develop its insurance department. I think they have 

| a very good one. And he is apprehensive that when their town passes 

: 5,000 ‘popul: ition, that very thing will happen to them. 
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Mr. Kinsurn. We might have some kind of a grandfather clause. 

Mr. Gipney. Well, he would like to have one, and I would be glad 
if the committee felt that they could incorporate one in the law. 

Mr. Kirsurn. Thank you. 


1 Mr. Gipney. We didn’t think we should come forward with it. 
d Mr. Breeptne. Would it work all right if this committee were to set 
- that figure at 10,000 population ? 
Mr. Gipney. I think it would. 
t Mr. Breepine. I had one request in the mail that I received this 
n morning to have it set at 10,000. 
, Mr. Gipney. I think it would be all right. Of course, any change 
- we make in this will probably attract opposition from folks who are 
in the insurance business otherwise, and perhaps we are not looking 
0 for additional matters of controversy to put in the bill. There are 
some there already. 
Mr. Mourer. Will you yield, Mr. Breeding? 
t, Mr. Brreprne. I yield. 
, Mr. Muurer. Wouldn't it be well to give the Comptroller discretion 
here, instead of a blanket grandfather clause, discretion so that where 
it they presently operate under the 5,000 rule, and where the population 
might exceed that number, wouldn’t it be better to give the Comptroller 
discretion to de termine whether or not they should continue to operate 
the insurance agency ¢ 
- Mr. JENNINGS. Would you put any limitation on it, Mr. Multer? 


Such as giving discretion until the population had reached 10,009, or 
some thing on that order ? 

Mr. Muurer. I think if you change the limitation of 5,000 which 
is there now, which I think is obsolete, and put in a more reasonable or 
practical figure in there, say 7,500 or 10,000, and then put another 
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maximum over that and let the Comptroller have discretion in be- 
tween, I think you might be able to do better justice than just having 
an arbitrary figure in the statute. 

Mr. Jenninos. I think there is a lot of merit to that. 

Of course, our problem in the office over the years has been far 
broader. Some State laws prohibit State banks from engaging in in- 
surance business, regardless of the size of the community. Other 
States permit State banks to engage in insurance business de spite the 
size of the city. 

In North and South Carolina, for example, the largest banks in the 
State may engage in the insurance business. They make a great deal 
of money out of it. 

Our national banks in those States may not do it, and it is a great 
handicap tothem. Asa matter of fact, I think it has hurt the national 
banking system in such States. 

The grandfather clause has not—I mean the basic thought that gives 
rise to the grandfather clause has not caused us any troub! e. This is 
surprising because towns have increased in size, bu t nevertheless, we 
have had very little trouble With en reaching or exceeding the 
5,000 limitation. 

I do think something should be done to help banks confronted with 
the problem. 

Mr. Mutter. Would you suggest a clause here, too, which would 
give a national bank the same right as a State bank ? 

Mr. Jennincs. That was suggested to the Senate committee, sir, 
and was not considered favorably. We believe, in the Office of the 
Comptroller, that national banks should be on simple parity with 
State banks as regards ins surance. That would hurt our national banks 
in some States. In New York State, for example, State banks are pro- 
hibited from selling aeeele regardless of the size of the town. 

We have a few small national banks in the State of New York, in 
small communities, that do engage in the insurance business, so they 
have a slight advantage there. A law placing national banks on a 

arity with State banks would hurt a few of our national banks, but 
in the main, I think it would be very equitable. 

The Cnarrman. If the bank has built up a valuable insurance busi- 


ness, would it not be unjust to arbitrarily deny it the privilege of con 


tinuing when the town has reached a population greater than 5,000? 


Otherwise, you are depriving them of property which they own 
merely because the city has grown. 

Mr. Jennincs. I think that is completely true, sir. 

Mr. Gipney. | think this lett ar on the letterhead of Jewel Tea Co.. 
Mr. Joseph M. F riedlander, makes that plea very well. He says ae 
have done a particularly careful job in training people, and have built 
up a good department, and they would like to have consideration. 

I would be very happy if the committee felt they could give consid- 
eration to Mr. Friedlander’s plea. 

The CuHarmman. Otherwis :. you are depriving them of property by 
process of law but not by due process of law. 

Mr. Gipney. That is true. 

If you would like to have me do so, I will give this to the reporter 
for inclusion in the record, Mr. Friedlander’s letter. 

Mr. Breepine. Yes, sir: J think we would like to have it included in 
the record. I certainly would. 
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(The letter referred to follows :) 


JEWEL TEA Co., INC., 


Chicago, Il., July 8, 1957. 
Mr. Ray M. GIpNeEy, 


Comptroller of the Currency, 
Treasury Department, Washington, D. C. 


Dear Mr. GipNEY: As you may recall from Sam Fleming’s conversation and 
also from my personal visit with you, Senator Robertson, in drafting the Finan- 
cial Institutions Act of 1957, eliminated the restriction against national banks 
writing insurance. I recall so well the day I visited with him about it that he 
was in thorough accord with the suggestion and felt particularly so when he 
knew of your feeling that either the 5,000-population limit should be raised or at 
least those banks which have already established an insurance department should 
be protected from being forced out of business merely because the population 
becomes 5,001. 

As you know, the provision was taken out before the Senate finally passed the 
bill, and the law was left unchanged in this respect. I feel that it was due, in 
part, to the fact that there was not enough interest shown on our side and that 
perhaps we can still correct this inequity before the bill passes the House. 

I have had several encouraging letters from members of the House Banking 
and Currency Committee, and I just learned this morning that they are going to 
start hearings on Monday, July 15. 

It is my feeling that it would be only fair and equitable to protect this part of 
the banking structure, and I believe it would do a great deal of damage to lots 
of banks if they were forced to give up this income. I am hopeful you will use 
your influence and good offices to have at least the grandfather protective clause 
put back in the bill. The wording which Senator Robertson used, I think, would 
do very well. 

“Any national banking association which was lawfully acting as an insurance 
agent or real estate broker or agent at the time when the population of the 
piace, in which it is located and doing business, did not exceed 5,000 inhabi- 
tants, may continue to act as such insurance agent or real estate broker or 
agent even though the population of the place in which it is located and doing 
business exceeds 5,000.” 

Any assistance you can lend in this regard will be greatly appreciated by me 
and, I am sure, by many, many bankers throughout the country. 

Thanks again, and kindest regards, 

Sincerely, 
JOSEPH M. FRIEDLANDER. 
JULY 12, 1957. 
Mr. JosepH M. FRIEDLANDER, 
Chairman, Finance Committee, 
Jewel Tea Co., Inc., Chicago, Ill. 

Dear Mr. FrRIEDLANDER: Thank you for your letter of July 8, 1957. I don’t 
know whether it will be possible to get action on the amendment which you 
propose, and judging from our experience when the n.atter was before the Senate 
Banking and Currency Committee, there may be obstacles. I shall endeavor to 
discuss it with appropriate parties and see if anything could be done. 

Sincerely, 
Ray M. Gipney, 
Comptroller of the Currency. 

Mr. Mourer. Mr. Chairman, would it be appropriate to ask the 
Comptroller of the Currency to suggest a us some appropriate lan- 
guage language as to changes of this section so that we could consider 
it, when we get into executive session, an appropriate change that 
would meet with his approval ? 

Mr. Gipney. Well, perhaps we should submit alternatives—a grand- 
father clause, which I suppose is just a descriptive phrase, and the type 
which Mr. Jennings has mentioned, which would say that if the State 
banks may do it, national banks may do it. 

T have been taken to task a little bit for seeking parity for national 
banks, but I will rush in again, if you ask me to. 
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Mr. Brreptnc. Of course, we have our insurance agents in these 
smaller towns, too, that we need to watch out for. 

Mr. Gipney. Yes, sir; I realize that. 

Mr. Moma. Will you yield, Mr. Breeding ? 

Mr. Breepine. Briefly, yes, sir. 

Mr. Mumma. You know this fire-insurance thing is a tremendous 
proposition. There are a lot of people who write fire insurance who 
don’t know much about it. And when the people have a fire, they 
lose. I have had several cases in point, and I have also had the ex- 
perience that when we placed insurance with a number of different 
people on a friendly basis, and one day we got an expert in there, and 
we found that we weren't half covered. 

That is the reason, when some of these banks have a department, 
which has grown up, and when they have trained people, I think that 
when the popul: ition grows, they shouldn’t be deprived of it. 

Mr. Gipney. I have had experiences of that kind, both on a school 
board, of which I was a member, and in the Federal Reserve bank. 

Mr. Mumma. You know how school boards give out their insurance. 

Mr. Gipney. We had a loss, and one of the outfits didn’t pay very 
very promptly. After that we were a little more careful. 

Mr. Breeprne. Mr. Gidney, may I proceed with my questions here? 

Title I, chapter 7, section 48 : 

We object to any publication of reports of examination, as we see in such 
procedure the possibility of the most flagrant abuse. 

Would it be better to keep these reports confidential ? 

Mr. Gapney. Well, we are asking that they be kept confidential. 
That is what the statute proposes. And to make it clear that they 
shall be confidential, we have been generally successful in keeping re- 
ports confidential. 

Mr. Jennrnes. He is talking about the supervisory power to pub- 
lish the report. 

Mr. Giwney. Oh, you are speaking about the supervisory power to 
publish the report ¢ 

Mr. Breeprne. Yes, sir. 

Mr. Gipnry. That is a carryover from the present law. The one 
I am thinking about is the one where we are trying to avoid haying 
them subject to subpena. 

The provision to which you refer, I believe, was put in—I don’t 
know when. 

Mr. Jennings. In 1933. 

Mr. Giwney. In 1933, Mr. Jennings says, as a method of disciplin- 
ing banks. I personally don’t think well of it. I don’t conceive of a 

case in which I would wish to use it. 

[ had one case in which my associates in the office thought we might 
use it, and I told them not so long as I had anything to say abont it, 
because we would simply get into a public controversy with the per- 
son under criticism and no good would come of it. 

Mr. Breepinc. Do you think the files should be kept confidential ? 

Mr. Giney. I do, indeed, and I don’t care even for this provision 
for supervisory power to publish it. 

Mr. Jenninos. It has value only as a threat and has never been used 


since it has been on the statute books, going back to 1933. Whether 
it has been used as a threat, I am not positive: certainly during my 


period with the Washington office, going back to 1941, I never heard 
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of it being used or during prior years when I was examining banks. 

Mr. Gipney. Could I interrupt just a moment ? 

Mr. Coburn, of the FDIC, said they have never used it either. 

Mr. Breepinc. To continue these questions from my constituents. 
Title II, Federal Reserve Act, chapter 2, section 7, page 76: 

The United States Treasurer has no just right to claim 90 percent of the earn- 
ings of the Federal Reserve bank proposed to be paid to them as a franchise 
tax. This money really belongs to the member banks that carry the reserve 
balances, and should be prorated back to them— 

Mr. Parman. Read that again, Mr. Breeding, please. 

Mr. Breepvrne. Let me finish it— 
if we have any respect for the rights of private property. 

That was the balance of the statement. 

Mr. Gipney. Well, I would like to pass on that, if you would per- 
mit me, and let the Federal Reserve Board people discuss it. 

I know that I was out in Colorado in May, and I saw a communica- 
tion from one of the Kansas bankers, in which he proposed this, with 
variations, and I didn’t think I could agree with him. But this is a 
matter that really should be discussed by the Federal Reserve Board 
people, I believe. 

Mr. Breeprnc. There is another paragraph to their statement which 
might clarify it a little further: 

It is argued that this money is not made from the reserves. This is a poor 
subterfuge, as the member banks can made this money if allowed to use the 
reserves. Also, none of the other six agencies pay a franchise tax. 

Mr. Parman. Mr. Breeding, would you yield briefly on that? 

Mr. Breeprne. Yes, sir. 

Mr. Parman. You know, Mr. Martin explained that the other day. 
T asked him: “When you purchase U nited States Government bonds, 
from which 96 percent of your income is received, do you use the 
member banks’ reserves?” And he said, “No.” And I asked him if 
he used the capital stock of the banks, and he said, “No.” I asked him 
if he used the reserves of the Federal Reserve banks, and he said, 
“No.” 

in other words, he said they created the money, which they have 
the authority to do under the F federal Reserve Act. As to the member 
bank reserves, these are kept by the Federal Reserve banks, but the 
Rese rve banks are merely custodians for the mone y that the member 
banks themselves would have to keep in their own vaults, were it not 
for the fact that the 12 Federal Reserve banks kee sp the reserves for 
them. In other words, if the member banks kept the reserves them- 
selve: 34 they cout ld not invest them, because in that case the reserves 
would be doing double duty. The Federal Reserve banks are merely 
acting as custodians for the member bank reserves as an acecommoda- 
tion to the member banks. 

Therefore, I think it is wrong to suggest hat the member banks be 
given the Federal Reserve System’s earnings, which earnings belong 
to the public, and are in no way derived from investment of the 
member bank’s money. 

Mr. Breepinc. That may be. I can see where the income of the 
Federal Reserve bank could pile up pretty fast with that provision. 
Title III, chapter 8, section 34: “Borrowing authorized.” 
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Substitute the Federal Reserve bank for the Treasury. The Federal Reserve 
bank has furnished the funds so far for this purpose. Why change? 

Mr. Gipney. I would like, also, to have that handled by Mr. Cook 
when he appears, if it is agreeable to you. Of course, the FDIC has 
built up a fund in the neighborhood of $1,800 million, and has this 
provision that it may call upon the Treasury for a loan of $3 billion if 
needed. And of course that is to make the protective power of the 
corporation more in line with the undertaking that it has to insure 
deposits of the banks, and gives them a matter of $4,800 million 
available. 

I think it is a good provision as it is, but I think that is something 
that perhaps you should get from the Federal Deposit Insurance Cor- 
poration. 

Mr. Motrer. What was their suggestion with reference to that, 
Mr. Breeding ? 

Mr. Breeptnc. Here is their statement : 

Substitute the Federal Reserve bank for the Treasury. The Federal Reserve 
bank has furnished the funds so far for this purpose. Why change? 

Mr. Gipney. That last statement doesn’t seem to have any accuracy. 
I don’t recognize any accuracy in that. The Federal Reserve have 
not furnished the funds. 

Mr. Breeprine. They have referred to title III, chapter 8, section 34. 

Mr. Gipney. Yes, sir. I don’t know how they can say that the 
Federal Reserve furnished that. 

Mr. Parman. That was $139 million. 

Mr. Gipney. And it has been paid back. 

Mrs. Parman. It was paid back to the Treasury. But it belonged 
to the Treasury, anyway. 

Mr. Mutter. Mr. Breeding, as I take it, that suggestion means that 
if money is to be borrowed, it should be borrowed from the Federal 
Reserve banks rather than the Treasury ; is that it? 

Mr. Breeprne. I think that is it. 

Mr. Gipney. Of course, the letter I saw from a Kansas banker sug- 
gested that these earnings be turned over to the Federal Deposit In- 
surance Corporation, in lieu of all the assessments and everything else. 
That is a big subject. This pending bill involves no change in the 
present law on this point. : 

Mr. Breepina. Proceeding further: Title ITI, chapter 6, section 21, 
page 162 of the bill, in regard to signs: 

This section should be abolished in its entirety. Let the FDIC do its own 
advertising. 

Pe Gipney. I should like to let the FDIC defend that. 

I don’t think it has hurt anybody to have the signs. I think it has 
been good, and the public is entitled to know whether the bank they 
deal with isa FDIC-insured bank or not. 

Happily, whereas there were, up to a short time ago, something like 
a hundred banks in Kansas that were not FDIC members, they have 
been joining at a good rate. 

Mr. Breepinc. There are only a few left today. 

Mr. Gipney. It is a modest number. It is still quite a number, but 
reduced. 

Mr. Breepine. Title ITI, chapter 6, section 27, page 165: 


Leave this section out completely. The FDIC should not be burdened with 
this requirement at all. If it is, it will call for duplication. 
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Mr. Mutter. What was that? 

Mr. Breepine. Title ITI, chapter 6. 

Mr. Gipnry. That is equivalent to the disclosure we mentioned 
before, [ think. We would feel the same way. 

Mr. Brerprna. The last remark is in regard to chapter 10, miscel- 
laneous : “See 66.” 

I believe that pertains back to title I of the bill. It doesn’t say so. 
It is under title ITI. And I checked the bill and I believe it is title 
I, chapter 10, miscellaneous, section 66, page 70: 

Leave it out. This power was conferred by the act of October 6, 1933, and it 
needs no approval. If we take it as it reads, proclamations heretofore or here- 
after taken, we are approving of something we know not what. 

Mr. Gipney. Yes, sir, that is the present law. 

I would tee it if there was reason for it in the first place, it should 
continue. I don’t know very much about that, but that is the actions, 

regulations, rules, licenses promulgated by the President and Secretar y 
of the ' reasury since March 1933 are approved and confirmed and 
those made under the act of March 9, 1933. I would think that would 
need to remain. . 

Their point was not that it was harmful but that it wasn’t needed. 

Mr. Breepina. Their point is: 


We are approving something of which we have no knowledge. 


Mr. Gipney. Well, it is in the bill already. It isin thelaw. Weare 
just carrying it forward. 

Mr. Murer. You are doing more than carrying it forward, Mr. 
Gidney. When this was enacted, it approved “everything that had 
been done up to that time. It couldn’t approve anything that was 
done thereafter. By keeping that language in the statute, we are 
going to confirm everything that was done since 1933. 

Mr. Gipnry. In this line, I suppose. 

Mr. Mutter. Yes, sir, I think the gentlemen is quite correct. We are 
being asked to ratify all the acts done since 1933, and nobody has told 
us what we are ratifying and confirming. There was a reason for 
putting it in then. We had been in an emergency period. They just 
had to do a great many things quickly and look for the legal sanc- 
tions later. 

Mr. Gipnry. That may be true. 

Mr. Breeptna. It apparently dates back to 1917. 

Mr. Gipnry. That is the so-called Trading With the Enemy Act. 

Yes, sir; I suppose that would have the effect of bringing the ap- 
proval up to date, which I would suppose would be desirable. 

Mr. Mutter. Well, we ought to be told, as the gentleman suggests, 
what we are going to approve, ratify, and confirm. 

Mr. Breeprne. It apparently meets with their approval that it 
should be left as it is. 

Mr. Gipnry. Well, if the law is reenacted, it might have the effect 
that Mr. Multer says 

Mr. Brrevrnc. Thank you very much, Mr. Gidney. That is all. 

Mr. Henverson. Mr. Chairman. 

The CHatrrman. Mr. Henderson. 

Mr. Henperson. Mr. Gidney, I have two or three questions that I 
would like to ask with regard to the provision of the bill which I think 
is called the conflict-of-interest provision, with regard to employees. 
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How many employees are we talking about here? How many do 
you have? 

Mr. Gipney. Our office has 1,100. 

Mr. Henverson. Does that include examiners as well ? 

Mr. Gipney. Yes,sir. Well, let me be exact on this. I can do it just 
as easily. 

Located in Washington, 202. That would be the deputies, and the 
assistant chief examiners, the specialists, the clerical staff, and so forth 
250 examiners in the field, 534 examiners in the field, and 114 clerks 
in the field. That is 202 in Washington, and 898 outside of Wash- 
ington. 

Mr. Henprerson. From what soure es do you recruit your examiners? 

Mr. Gipney. Entirely through employing assistant examiners, and 
bringing them up. 

Mr. Henverson. What sort of background must they have as assist- 
ant examiners? 

Mr. Gipney. We try to get them with bank experience, education 
and experience. 

Mr. Jennings can do better on that than I can. 

Mr. Jennincs. We recruit them from two sources: 

Young men bik have had ex ‘perience in banks who wish to become 
assistant bank examiners, and during more recent years, men who 
have tiaaee. college courses with degrees in business administra- 
tion and the like, who wish to come with us. In order to take care 
of the latter type of employee, we have set up a school in conjunction 
with the Federal Reserve Board and the Federal Deposit Insurance 
Corporation. We bring those young men in and give them a course 
of training for about 6 weeks before sending them out with examiners 
to complete their training and education. 

We recruit young men straig! ht out of college, with appropriate 
degrees that would fit in with bank examination work, and yo ung men 
way uve had a reasonable amount of experience in a commercial bank. 

Hrnperson. You are competi! YW ith banks for « mploye 5, IS 
that so? 

Mr. Jenninos. For the most part, we are, sir. 

Mr. Henprerson. Do you have any difficulty in recruiting? 

Mr. Jennirnos. We have had a very great problem in that field for 
at least 10 years. 

Mr. Henpverson. How about the turnover? 

Mr. Jenninos. We have had a heavy turnover. 

Mr. Henperson. It is a serious problem ? 

Mr. Jenninos. The major turnover is among o1 





iners. The banks have been expanding very rapidly over the last 10 
3 


or 15 years, and they need competent junior officers, or if they take 
one of our ay trained examiners, a competent senior officer, so o1 
turnover has been heavy. 


The banks can offer, for our top people, higher salaries than we ean 
pay, so it is a constant struggle to recruit new men, train them, and 
keep an adequate force in view of the number leaving us from time to 
time to go into banks. 

Mr. Henperson. You are, then, offering a training course for future 
bankers, to a great extent ? 

JENNINGS. Well, of course, we offer the training course— 

Mr. Henperson. I mean their experience. 
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Mr. Jennines. For our own purposes. But that helps to train the 
young man so he will be efficient and effective at an early date, more 
valuable to us and to himself. 

Mr. Henpvrrson. Do most of the people who leave the employment 
of your department go back into banks? 

Mr. Jennrnes. Almost 100 percent. 

Mr. Henperson. With this conflict of interest provision, is that 
going to interfere with this steady flow back into the industry ? 

Mr. Jexnrnes. We do not believe so, sir. We cannot believe that 
any Comptroller would enact regulations that would freeze people into 
our employment. We want, and have followed a practice for years, of 
requiring that the Comptroller’s office give its approval to an indi- 
vidual before he accepts a job with a bank. That applies to examiners 
only. It does not apply to assistant examiners, because the assistant 
examiners are always working with an examiner who is in charge of 
a particular examination. They do not have authority to a point 
where we believe that it is necessary to give our approval to an assist- 
ant examiner when he leaves to go into a bank. We do have to give 
our approval to the examiners, however, because there could be situa- 
tions arising from time to time where we ‘would think it would be inad- 
visable for an examiner to go into a particular bank. 

I can give you one concrete example. We do not believe that when 
the ¢ ‘omptroller approves a charter for a new national bank, that one 
of our examiners should go into that bank. We believe that it might 
be inferred that the Comptroller was induced to approve the charter 
because one of his examiners was going to be the chief executive officer 
or an executive officer. So we draw the line on that. 

If we thought an examiner had not been examining a bank properly, 
in order to obtain a job in that bank—and that hasn’t occurred during 
my period with the office—certainly, we wouldn’t let him go with that 
bank. 

Mr. Henperson. What exactly would be the effect of the proposed 
legislation in that respect ? 

Mr. JENNINGS. I think it simply places on the statute books and 
makes legal a proc an that we have been following as a matter of 
omer y or practice for many years. We do not believe it would change 
the situation. 

Mr. Breeprnc. Will the gentleman yield? I have a question from 
the Union National Bank in Wichita on that. 

They are having trouble as well as other banks in keeping their 
employees, and they would like to be permitted to give stock options 
to t] heir t top executives, who are handicapped as compared to people 
working in private industry. In other words, they would like to see 
stock options issued to their employees. 

Ts that prohibited under the law now ? 

Mr. Jennines. It would not be permitted now, because any new 
stock issue put out by a bank must be offered to all of the existing 
shareholders on a pro rata basis. It is not now legally possible for a 
national bank to enter into a stock option plan, even though approved 
by the shareholders. 
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Mr. Breepine. I thought that perhaps it would be an inducement, 
if it could be handled as suggested by the Wichita, Kans., bank, to 
keep good employees in the bank. 

Mr. Jenninos. W ell, I personally feel that stock option plans, 
properly handled, will be a help to banks, small and large, in obtain- 
ing and retaining good personnel. 

Mr. Henverson. One further question, Mr. Jennings. 

Do you feel that any change in the pay structure, for examiners and 
assistant examiners, ‘might be warranted in order to retain them 
longer in the service for which they have been trained 

Mr. Jenninos. Well, we feel we have done reasonably well along 
that line. From a strictly legal standpoint, it is within the power of 
the Comptroller to set the salaries of assistant examiners and national 
bank examiners. From a practical standpoint, however, he has to stay 
pretty well within the Government payroll structure. 

The Comptroller does not have complete freedom because the Secre- 
tary of the Treasury, or the Administrative Assistant Secretary of 
the Treasury does approve the payroll structure of the C omptroller’s 
Office. A C omptrolle r could, if he desired, legally set salaries well in 
excess of those paid Government officials generally. However, we be- 
lieve that we have done reasonably well by our examining personnel. 
We do not believe that we can ever compete, completely, with banks, 
because they can pay more. We just could not go to the top limits to 
keep our star personnel. 

Mr. Henperson. One final question, with reference to examiners. 

I have walked into institutions occasionally, and the place seemed 
to be pretty much swarming with examiners. 

In a notieniel bank, how many echelons of Government actually 
examine a bank ? 

Mr. Jennrneos. In a national bank there is only one echelon. That is 
represented by examiners who are employees of the Office of the 
Comptroller of the Currency, national bank examiners and assistant 
national bank examiners. 

In the State banks, that is another matter. 

Mr. Henperson. Are there any examinations conducted of national 
banks except by your office ? 

Mr. Jenninos. That is all. 

Mr. Henperson. How about FDIC? 

Mr. Jenninos. They do not go into national banks, although legally 
they have the right to if they should feel it was nec essary. 

Mr. Henperson. That is all. Thank you, Mr. Chairman. 

The Cuarrman. It is 12 o’clock and the House is in session. 

We will adjourn, and as I understand it, Mr. Gidney can’t come 
back tomorrow. We will excuse you, Mr. Gidney. 

Mr. Parman. Excuse him until when ? 

The Cuarrman. And we will meet tomorrow at 10 o’clock. 

We will continue to hear the testimony of Mr. Martin at that time. 

Mr. Mutrrr. When will Mr. Gidney be back, Mr. Chairman ? 

Mr. Gipney. Mr. Chairman, the only reservation I would like to 
make is this: 
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I read in the paper this morning that the new Secretary of the 
Treasury will be sworn in all at 11 o’clock on Monday, and I hope 
I shall be invited to be there, and I would like to be permitted to be 
there. Outside of that, I am at your disposal. 

The Cuarrman. If there is any change in the program, the members 
will be notified. But as it stands now, Mr. Martin is to return tomor- 
row morning at 10 o’clock. 

We will now therefore adjourn to reconvene tomorrow morning at 
10 o’clock. 

(Whereupon, at 12 noon, the committee adjourned, to reconvene at 
10a.m., Friday, July 26, 1957.) 











FINANCIAL INSTITUTIONS ACT OF 1957 





FRIDAY, JULY 26, 1957 


Hovss or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, presiding; Messrs. Brown, Patman, 
Multer, Reuss, Ashley, Vanik, Coad, Anderson, Breeding, Talle, Kal- 
burn, Betts, McVey, and Henderson. 

The Cuairman. The committee will be in order, and we will resume 
hearings on the Financial Institutions Act. 

We have back with us this morning Mr. Martin. 

Mr. Reuss has asked to be recognized. 


FURTHER STATEMENT OF HON. WILLIAM McC. MARTIN, CHAIR- 
MAN; ACCOMPANIED BY WOODLIEF THOMAS, ECONOMIC 
ADVISOR; AND D. B. HEXTER, ASSISTANT GENERAL COUNSEL, 
ON BEHALF OF THE BOARD OF GOVERNORS, FEDERAL RESERVE 
SYSTEM 


Mr. Reuss. Thank you, Mr. Chairman. 

Mr. Martin, in rea ding your principal testimony, you set forth the 
Federal Reserve System's general position on the proposed Financial 
Institutions Act of 1957, and you indicated certain specific and limited 
areas of dissent. 

I want to discuss with you for a moment another section of the act 
upon which you did not comment and therefore of which I presume 
you approve, but let me ask you about it specifically. 

I am referring to a section that I know you are familiar with, sec- 
tion 14 (b) (2), which occurred on page 77 of the printed bill. 

I will summarize it briefly by saying that that is the section which 
allows the System to buy United States Government obligations up 
until July 1, 1958, either on the open market or directly from the 
Treasury, with a $5 billion limitation on it, but after July 1, 1958. only 
on the open market and not directly from the United States Govern 
ment. 

Are you familiar with that, and do I gather from your failure to 
mention it that it is the position of the Federal Reserve Board that 
that proposal to let that $5 billion power lapse on July 1, 1958, is a 
sound proposal ¢ 

Mr. Marrin. Yes, sir, Mr. Reuss, that would have to expire then 
because that is what the present law is. It only extends to that date. 
Then it would have to be renewed. 
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Mr. Reuss. However, I gather you don’t want it renewed, at least 
you are not asking that it be renewed now ? 

Mr. Martin. We are not asking that it be renewed at this time, 
that is right. 

Mr. Reuss. It is that subject, then, that I want to explore with you 
for a moment, and this exploration is going to be in a very tentative 


wa 

ar like to get your thinking on it. 

Under the law as it presently stands with pat to the $5 billion 
which the Federal Reserve Board can buy directly from the Treasury, 
there is nothing to stop the Treasury and the F ederal Reserve Board 
from agreeing to float a special Federal-held bond issue at an interest 
rate of nothing, or one-eighth of 1 percent or one-quarter of 1 percent, 
or whatever it is? 

Mr. Martin. There is nothing except the Federal Reserve Board 
would negotiate with the Treasury. 

Mr. Reuss. That isright. If the Federal Reserve Board would take 
that issue, that would be ‘perfectly within the statute? 

Mr. Martin. That is right. 

Mr. Reuss. Our presently outstanding national debt is somewhere 
around $280 billion, is it not, roughly ? 

Mr. Martin. Two-hundred-and-seventy-odd billion dollars. 

Mr. Reuss. Of that two-hundred-and-seventy-odd billion dollars, 
am I right in thinking that around sixty-odd billion dollars is held by 
the commercial banks ? 

Mr. Martin. I think it is less than that now. At the peak it was 
around $78 billion. My guess is that it is around $48 billion now. 

Mr. Thomas could get you those figures. 
ur. Reuss. Well, the $48 billion or $50 billion. I just wanted some 
idea. 

Mr. Tromas. $58 billion. 

Mr. Martin. I am corrected; $58 billion. 

Mr. Reuss. Am J also right in my layman’s understanding that 
when a commercial bank buys a Government bond, it buys it out of 
the usual currency which a bank has, namely credit, which, in turn, 
depends on the Federal Reserve Board’s general reserve and rediscount 
and credit policies ? 

Mr. Martin. Right. 

Mr. Reuss. And am I also right in thinking that when I, an in- 
dividual, or an insurance company, as custodian of my savings, or a 
savings and loan association, or some nonbanking institution, buys a 
bond, it buys it not through a ‘credit- creating transaction but either out 
of savings, or otherwise in diminution of purchasing power which 
could otherwise be used ? 

Mr. Martin. That is correct. 

Mr. Reuss. Therefore, in an inflationary situation, such as many 
people, including, I think, you in the Federal Reserve, feel we face 
today, it is much better, is it not, to sell a Government bond, assuming 
we have to sell X amount of Government bonds, to a private person or 
nonbanking institution, in that when you sell it to a bank, a bank neces- 
sarily creates credit and that adds ‘to the imbalance of purchasing 
power over goods and services which can be called into being ? 

Mr. Marrtn. That is correct. 
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Mr. Revss. It is also true, is it not, and a matter of general knowl- 
edge, that the Treasury now, and in the foreseeable future, is not hav- 
ing an entirely light and easy time in its Federal debt refunding opera- 
tions. At least the Secretary says so. There is no secret about that. 

Mr. Martin. That is correct. 

Mr. Reuss. Something like, I think, two-thirds of the whole national 
debt comes due within the next 5 years. Am I far off there? 

Mr. Martin. You are not far off. That may be a little bit high. 

Mr. Tuomas. No, it is about $108 billion out of $170 billion of mar- 
ketable issues. It all depends on what you do with the savings bonds 
that are redeemable. 

Mr. Reuss. Yes, sir, but a vast amount does come due in the next 
5 years, and it is also true that many short-terms are coming due in 
March and June of 1958, is it not ? 

Mr. Martin. That is right. 

Mr. Reuss. It is further true that interest rates on the national debt, 
on refundings of the national debt, have been disquietingly high, verg- 
ing on 4 percent, for certain issues ¢ 

Mr. Martin. That is correct. 

Mr. Revss. It is also true that if in the next year, and in future years 
to come, if the present near-full employment, near-inflationary situa- 
tion, to use mild words, keeps up, the Treasury is going to have to 
seriously consider unloading large and increased amounts of the na- 
tional debt on the commercial banks? That would be the only alter- 
native if it can’t find other purchasers, is that not true? 

Mr. Martin. Well, that is correct, and I might comment there that 
the pressures here in terms of the point that you are making are to 
use commercial bank credit, either directly or through the Treasury 
financing, in place of savings capital. That is the thing that we want 
to try to avoid as far as we can, and that is the heart of the comment 
that you are making. 

Mr. Reuss. Exactly. We are agreed that in a near-inflationary 
session, every dollar of the national debt which you finance by a credit 
transaction rather than by a transaction which diminishes by just that 
amount the flow of purchasing power, is something to be avoided if 
possible. 

Mr. Marttn. Exactly. 

Mr. Reuss. What I was saying next was that, however, it could be, 
unhappily, and dangerously for our economic stability, that under the 
existing way of doing things we may not be able to avoid as much of 
that as we would like to. Isn’t that an unhappy prospect? 

Mr. Marin. That is an unhappy prospect, and that is one of the 
concerns that we have constantly. 

Mr. Reuss. And you probably spend a good deal of your time wor- 
rying about that and trying to forestall it? 

Mr. Martin. We do, indeed. 

Mr. Reuss. You should. 

It is also true, is it not, that as the interest rate on the national debt 
goes up, you have to raise just that much more money somehow, in- 
cluding some of it maybe by borrowing, and that becomes in itself an 
inflationary problem, isn’t that so? 

Mr. Martin. Any increase in cost is bound to contribute to it. 

Mr. Mutter. Will you yield at that point? 

Mr. Revss. Surely. 
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Mr. Murer. And included in increased cost is increased interest. 

Mr. Martin. Interest on interest, you mean ? 

Mr. Murer. Interest on interest or interest on principal. 

Any time you increase inter est, it is an increase in cost. 

Mr. Martin. That is right. 

Mr. Reuss. That is what the chairman was saying. 

Mr. Martin. That is right. 

Mr. Reuss. And it is also true, of this inflationary problem we are 
discussing, that if the Treasury has to rely on the banks for increased 
purchases of the national debt because it can’t get anybody else to buy 
them, there is not much it can do about causing an equivalent diminu- 
tion in purchasing power through the rest of the economy, because it 
can’t with one breath increase reserves from which the banks can buy 
new bonds, and in the same breath decrease reserves from which the 
banks can go lending money to racetracks, bowling alleys—any kind 
of things that take up economie activity. 

Mr. Martin. That is correct. 

Of course, we can do what we can to supply reserves as charily 2s 
possible, to keep the reins as tight as possible on the use of those funds. 

Mr. Reuss. You would supply those reserves as charily as possible 
to avoid building extra unnecessary racetracks, but you, of course, 
would have to, as a member of the team, supply them with sufficient 
generosity so that the national debt could be refunded. 

Mr. Marrin. We never want the Treasury to fail. We are just as 
anxious as we can be to see to that. 

Mr. Reuss. I agree with you. 

Mr. Coap. Will the gentleman yield ? 

Mr. Reuss. Surely. 

Mr. Coap. You don’t have any racetracks in mind; do you? 

Mr. Revss. No. 

Mr. Coap. You don’t have a given instance here. 

Mr. Reuss. Oh, heavens no; and let me say to the chairman that I 
am not against racetracks, but that I frequently visit them with great 
enjoyment. But they are a method of economic activ ity which is not 
the most pr oductive in terms of investment capital expanding the 
economy. They are largely for pleasure. 

Well now, let me get clear to what I am sure you guess is my point 
here, Mr. Martin. 

Let us suppose this law we are talking about were een 
ed a little to permit the Federal Reserve, if it wished to, and : 
member of the team, and subject to congressional control, and adits 
also to the overriding two goals of (1) helping to keep the Treasury 
from going broke which you just so well expressed, end (2) helping 
keep economic stability in this country. 

Let us suppose the law were amended so as to permit the Federal 
Reserve Board to buy a somewhat larger amount from the Treasury 
than $5 billion—10, 20, or even 30 billion dollars. 

Or perhaps it could be phrased in terms of not more than 25 or 
percent of that portion of the national debt which as of a given shen is 
held by the national banks, and thus, which, in our vocabul: ary as we 
have discussed it this morning, has an inflationary potential. 

Let us say that the law was so amended so as to give the Federal 

Reserve Board the power to do that, and let us suppose that in a series 
of situations the Federal in consultation with the Treasury, the Com- 
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mittee of Economic Advisers, the President, and everybody else, de- 
cided that it should pure hase as a patriotic measure that amount of 
newly created refunding Federal bonds at a nominal rate of interest. 

If the law were so amended and if the Federal Reserve and the Treas- 
ury then implemented the law in a given situation by transferring 
some portion of the national debt now held by the commercial banks 
to a direct Treasury-Federal Reserve Board operation, I would like 
to ask 3 questions about it, and perhaps I should ask the 3 questions and 
then you can answer them as you wish. 

(1) Would that be : any more inflationary, or otherwise undesirable, 
than the present system of having the banks hold that portion of the 
debt? 

(2) On the $380 billion assumption, and on the assumption of a 
nominal interest coupon as opposed to the present 4-percent coupon 
that we are trending toward, wouldn’t that save the taxpayers about 
a billion dollars a year in interest, and permit thereby a larger budget 
surplus, and permit thereby the repayment of a portion of the stagger- 
ing national debt ? 

And (3), by isolating and insulating a portion of the national debt 
in this fashion, would it not give the Federal Reserve Board greater 
anti-inflationary elbow room in the following manner: by permitting 
it, once it makes a given decision, to buy directly from the Treasury 
X dollars worth of the national debt at a time w hen there is full em- 
ployment and a near inflationary situation, to make a corresponding 
diminution in the amount of credit available through commercial 
banks to the economy as a whole, and thus have an anti-inflationary 
tool ? 

Those are the three questions I would like to ask you, and since they 
are somewhat of a mouthful, if you want me to repeat any of the ques- 
tions, I will be glad to. 

Mr. Martin. Well, a direct purchase by the Federal Reserve Board, 
Mr. Reuss, you see, is more inflationary than purchase by the banks, 
even though monetization of the debt could occur through the banking 
system, because it is a direct purchase and it creates reserves imme- 
diately which the banks can use. 

Mr. Reuss. Except to the extent that the needle valve is equivalently 
tightened; by rediscount policy, by setting of reserve requirements, 
you could calibrate with great skill, could you not, the amount of 
diminution which you have to undertake to make up for the expan- 
sion that you have just incurred ? 

Mr. Martin. Well, it is pretty difficult to do that, because you put 
these reserves into the stream directly, without any ties on them at 
all, and then you have to immediately take them out. It seems to me 
that isa pretty hazardous operation. 

The first impact of the purchase—that is why when we have used 
this device we have kept it to 1, 2, or 3 days rather than letting it run 
any length of time, because it is such an inflammable oper ation in 
terms of reserves. 

Mr. Reuss. Why is it different from changing the reserve require- 
ments so as to permit banks to buy more Government bonds? What 
we are assuming here is a situ: ition where savings bond holders, pri- 

vate persons come in and say, “Look, our bonds are matured, we don’t 
want any exchange bonds, we want to buy a new motor car, or other- 
wise spend our money, so give us cash.” 
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And it turns out that private persons and nonbanking institutions 
are not willing, at that particular time, to take up the slack. So the 
only place the T'reasury can turn to is the banking system. 

How does the expansion of credit necessary to enable the banking 
system to remove from the market that load of Government debt, how 
does that differ in its inflationary impact from direct purchase by 
the Federal Reserve Board ? 

Mr. Martin. Well, direct purchase by the Federal Reserve at a low 
interest rate would not be a marketable issue. 

Now, if we change reserve requirements—you see the question has 
been raised from time to time that in order to restrict credit, why 
didn’t we raise reserve requirements instead of engaging in open 
market operations and the discount rate. 

Well, it seems to me that under present conditions you would 
accentuate the rise in interest rates with current demands under 
such a course, because the immediate impact of that would be to force 
the acquisition of reserves on the banks by disposal of Government 
securities, but you are using the market process. 

Now, when the Federal Reserve buys directly from the ee at 
a specially negotiated interest rate, you have eliminated the market 
process, and you have immediately acquired in the Federal’s portfolio 
X amount of securities which are not marketable—the market process 
is eliminated. Then you have got just that much addition in the 
stream with no market forces playing on it at all. 

Mr. Reuss. I don’t really quite see why you can’t bring that market 
force back into play by using your tools to contract the inflation which 
you have just admittedly created. 

But you create it in any event. It seems to me what we are talking 
about is how to undo that which you have just done. 

Mr. Martin. Well, I think you can undo it. There is an operation 
there that is possible. You must remember that when we purchase 
directly, we purchase with high-powered dollars. The 6-to-1 ex- 
pansion is immediately in operation. 

Mr. Reuss. And hence, that which you have created with high-yield 
weapons you would have to undo with high-power, high-yield 
weapons. 

Mr. Martin. Well, you would have to undo it very quickly, you see. 
This is a process that moves rapidly. 

Mr. Reuss. You have to work both dials at the same time. 

Mr. Martin. Exactly. 

Mr. Reuss. However, why can’t you ? 

Mr. Martin. Oh, I don’t say that it isn’t possible, but I think that 
the whole purpose of this particular section is to give us a little 
elbowroom on Treasury financing, not as a normal tool of operating 
money and credit policy, you see. 

Mr. Reuss. Of course, I concede that I have broadened the scope 
of this thing. While in terms it is unlimited, actually, as you and I 
know, it has been used for very short term operations. But my ques- 
tion is, wouldn’t the United States Treasury, the taxpayers, and those 
people who comprise the great majority of the people of this country, 
and who detest inflation, be better off if we had more elbowroom 

Mr. Martin. Well, I question it. I question whether they would 
he better off on giving more authority for direct purchases, because 
however commendable the initial approach might be, I think you 
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would find it abused relatively quickly, because the approach here 
would be to try to put, on direct purchases by the Federal from the 
Treasury, the pressure would constantly be on to increase that as a 
credit machinery, as a part of the credit machinery, rather than what 
it is today, just a residual, temporary operation to give elbowroom on 
Treasury financing. 

Now we have had a number of proposals—may I ask Mr. Thomas 
to comment on this also, because he has a lot of experience with this. 

We have had a number of proposals of special Reserve plans of one 
sort or another, and this is tantamount to that, it seems to me. Will 
you comment on that, Mr. Thomas? 

Mr. Reuss. What we are doing, before Mr. Thomas answers, we are 
trying to explore what is certainly an important question of public 
policy, namely, can’t we have a policy of credit restraint, tight money, 
whatever you want to call it, which fulfills a useful anti-inflation pur- 
pose, but which doesn’t at the same time create as many problems as 
it solves and which doesn’t at the same time have a tough impact on 
many segments of society ? 

And I am sure you are as interested as any of us here are in seeing 
if there isn’t an answer to that, and in seeing if we have to be as 
unimaginative as we have been in the last couple of years. 

Mr. Martin. Well, we should be as imaginative as we can, and I 
understand the constructive nature of your inquiry. I think the ques- 
tion is that you will probably have, in my judgment, more problems 
this way than we have currently, with the present way we are operat- 
ing, because of the use of high-powered dollars which are pretty much 
like electric sparks. 

Now, will you comment, Mr. Thomas? 

Mr. Tuomas. The principle on which the system operates is to sup- 
ply the amount of reserves that the economy needs from time to time, 

Now, if it supplied them by direct purchases from the Treasury, and 
made large purchases to enable the Treasury to finance itself at a rela- 
tively low interest rate, and then turned around and sold other securi- 
ties in the market—or raised reserve requirements to offset the effect of 
those purchases—all the rest of the interest rates in the market would 
continue to go up. 

There is no way of insulating the economy as a whole against high 
interest rates and of controlling inflation at a time when demands 
for credit are exceeding savings. 

Mr. Reuss. If I may interrupt you right there, isn’t that precisely 
what a sound credit policy should do? Certainly interest rates may 
have to go up murderously, if that is the only way to combat inflation. 

Why, however, sock the taxpayer and the Treasury with all that? 
Why not try to see if there isn’t some way whereby the murderous 
effect of high interest rates, which under our assumption have to be in 
order to combat inflation, why not see if there isn’t a way of doing 
that without hurting the Treasury too much ? 

Mr. Tuomas. As you pointed out, there are $270 billion of public 
debt, of which there are a $100 billion of relatively short-term ‘Treas- 
ury debt, not to mention the redeemable obligations of $50 to $60 
billion outstanding, and for the Federal Reserve to try to insulate a 
very small part of the Treasury debt against high interest rates would 
not solve the problem of interest rates in general. 
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The holders of the other obligations would continue to try to sell 
or redeem them in order to get out and get the advantage of the 
higher rates. 

It is not possible for the Federal Reserve to insulate one sector of 
the market against the effect upon interest rates. 

Now, the Federal Reserve’s holdings of Government. securities 
amount to $23 billion, which is a smal] part of the debt—suppose they 
were all expressed in terms of 1 percent interest—the Treasury 
wouldn’t save much on that because the additional amount over ex- 
penses comes back to the Treasury anyway. So it wouldn’t save the tax- 
payers anything in interest, and the Federal Reserve would be bur- 
dened with nonmarketable obligations which it could not sell back 
into the market from time = time as may be needed to adjust the 
monetary needs of the economy. 

You see, the variations in the se reserve needs var ‘v by as much as $2 
billion in the course of each year—and the system is in and out of the 
market all the time, and you cannot tell at what time there may be a 
large return flow of currency or other factors which may involve 
open-market operations. It is just a quest ion of what sort of an 
obligation the Federal Reserve bank should hold. 

Now this direct purchase provision as it is in the law, as you are 
aware, both in practice and in the legislative history, has been limited, 
as the Chairman said, only to taking care of temporary variations in 
the money market and in Treasury cash needs at a time when the 
Treasury has to pay out a Jot of money one day, and knows it is getting 
back a Jot in a few days, so that it may need a very temporary bor- 
rowing. The legislative history has brought out very clearly, as you 
will see from the various hearings on the extension of this provision 
which comes up every 2 years, that it is designed for and is used for 
that purpose, although it is recognized that an emergency may arise, 
like a bank holiday, or a war, or something, so that we may, at some 
time, need very large temporary aid, especially if the Treasury faces a 
large maturity under such conditions. 

But it has been limited to that purpose, and for the very reason that 
it might be subject to abuse, if you start using it to support the Treas- 
ury market, or to try to avoid the Treasury having to pay market rates 
of interest from time to time, that is. 

Mr. Revss. On this question—— 

Mr. Martin. The matter of insulating or isolating any segment of 
the market for any period of time is an almost impossible task in 
terms of market continuity and creates just as many problems as you 
would have otherwise. 

Mr. Tuomas. That was the crux of some of the Reserve schemes we 
played around with in the late forties—when the Federal Reserve was 
buying securities to try to support the Treasury issues and maintain 
a stable interest rate. The idea was that if the amount of reserves 
that were created by these securities could be insulated, or the banks 
could be required to hold certain short-term Gove eaael securities, 
it would at least maintain somewhat lower interest rates for that par- 
ticular type of issue. 

But those schemes were criticized, and justly so, on the ground that 
it still wouldn’t keep the general level of interest rates from rising. 

If the insurance companies, as they did at that time, wanted to sell 
long-term Treasury bonds in order to get money, the Federal Reserve 
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would be faced with the problem either of buying them or of letting 
the interest rates rise; and if they bought them they would create more 
reserves and you would constantly have to be raising the reserve re- 
quirements of member banks, and you would get up to a very high fig- 
ure in order to continue to insulate those securities. 

No device of this sort would solve the problem, if you have a very 
lar ge public debt, which is considered as a liquidity instrument by the 
market, and an attempt to convert those Government securities into 
money, to lend that money for other purposes—there is no way of 
avoiding rising interest rates under those conditions. 

Mr. Marvin. You are not suggesting that we would avoid rising in- 
terest rates under those conditions, Mr. Reuss. You are just suggest- 
ing that we try to insulate a portion of the market, such as a portion 
of the Treasury debt, 

Mr. Reuss. That is correct. 

Mr. Martin. And perhaps that would mean a correspondingly 
higher increase in the other segments of the debt. 

Mr. Reuss. Yes, that would be a necessary effect, it seems to me. 

Now I don’t say that it would follow through with exact correspond- 
ence, but inevitably if you look at our assumptions, which are that the 
economy is boiling, you can’t produce another piece of goods, and pri- 
vate people come in with their bonds and say “Look, 1 want my money. 
These are mature and I want to spend that money for goods and 
services tomorrow.” 

Inevitably, in order to complete the equation, somehow or other, 
racetracks have to be discouraged from borrowing money to put up 
any bleachers. Otherwise you destroy your equation. And the best 
way to discourage them under a free market system, which you and I 
believe in, is to raise the interest rate on commercial loans, which 
would tend to follow from the turning of the valve, proportionately, 
by the Federal Reserve, which brings me, I guess, to my semifinal ques- 
tion on this matter of abusing this power—whic h is indeed a very hot 
and dangerous power. 

Why should there be any more likelihood of abuse of such a power 
if it is clearly limited by the law, spelled out by Congress, the various 
roles of the Federal, the CE A, the White House, and the Congress, 
why is there any more danger of abuse than there is right now, where- 
by the Treasury without consulting with anyone, can “embark upon a 

course of conduct which may create, with your camaledites billions 
and billions of dollars worth of excess reserves which are used to take 
off the market portions of the national debt? 

I don’t like it the way it is now, and I think there should be safe- 
guards on it now, but why can’t you have equal or better safeguards 
under the kind of situation we are talking about? 

Mr. Martin. Well, I think it would be very difficult to spell out the 
terms of reference of such a thing; that it would have to come into the 
act, you see, in a pretty spec ific way. 

Now, the pressures that work ‘here—and you have seen it among 
some of our foreign friends—are such that all of the pressures are to 
put more and more items into this category. Wherever there is any 
pressure of any sort, to say “Well, now this is a special operation, and 
this requires special attention.” 
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Then the tendency, I think, is to direct the central bank, gradually, 
to become an arm of the Treasury, and that is something that I think 
we all ought to be very careful about, because when we become just 
a means of printing money for the Treasury, why, it is just a matter 
of time until the whole community suffers. 

Mr. Reuss. Amen. I couldn’t agree with you more. However, 
what I have put to you is a situation where the Federal would be com- 
plete master in its own household, wouldn’t be asked to purchase a 
nickel but what it agreed to do, and you yourself have just said in de- 
scribing your own current role that you in the Federal are not going to 
sit idly by and see the Treasury go broke, and I think we all applaud 
that. 

So that makes you right now, it seems to me, an arm of the Treasury, 
subject, of course, to your right to holler “uncle” when you think the 
Treasury financing considerations are triumphing over anti-inflation- 
ary situations at a particular point. Isn’t that so? 

Mr. Martin. Yes, I think that is so, but I think the situation today 
is that we always want to assist the Treasury in every way that we 
can. We don’t ever want to take into the purview of the powers of 
the Federal Reserve the right to check up on the appropriations ma- 
chinery of the Congress. That would be exc eeding our authority. 

Mr. Parman. Will you say that again, Mr. Martin? I didn’t hear 
you. 

Mr. Martin. I say we would not want the Federal Reserve to in 
any way be in conflict with the : appropriations machinery of the Con- 
gress. When the Congress appropriates money, it is our duty, Mr. 
Patman, to help the Treasury raise that money, regardless of whether 
we thought it was wise or unwise for the C ongress to appropriate it. 
We would be exe ‘eeding our authority if we in any way endeavored to 
do anything about that. 

But at the same time, as it works today, we are under no compulsion 
to set an interest rate by fiat that the market will not support. 

Both the Treasury and the Federal Reserve are in the position of 
wanting to see the Government financed, but financed without having 
an interest rate decreed by fiat. 

In other words, the forces of the market are put into play, and the 
Treasury at certain times, as it has been this year, has been faced with 
the cashing in of securities and the necessity for competing in the 
market for its funds, and to the extent that it competes in the market 
for those funds, it is engaging in what we call loosely sound finance, 
but it is competing like everyone else for that money and therefore is 
not contributing directly to the inflationary stream. It is merely tak- 
ing it away from some other user, or some other claimant for the funds. 

But to the extent that we set an interest rate which the market 
doesn’t recognize or can’t support, we are acting on the basis of fiat, 
and that is not the role of interest rates. 

Mr. Reuss. I have certainly appreciated your answers and those of 
your associates, and I have presumed on my colleagues time enough 
for this morning. 

But I would leave the subject with this suggestion: It seems to me 
we have been exploring a field of public policy; namely, “How do you 
fight inflation and still make the national debt manageable and ease 
the burden on the taxpayers to the utmost”; we have been exploring 
a question which is one of the most important in domestic policy, and 
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I wonder whether it would not be possible to have some of the bril- 
liant people in your organization prepare an up-to-date Federal Re- 
serve study on just this question, and project it for the next few years. 

Secause we know we are going to be in an era of a boiling economy, 
and we fear increased Treasury stringency, and I would hate to feel 
that we had left unturned any approach to trying to solve this dilemma. 

Would it be possible for some such study to be made for either this 
committee or the general public. 

Mr. Martin. We would be very glad to prepare a little memoran- 
dum. We are working on this point constantly. I think your sug- 
gestion is worthy of exploration in every direction. From the time 
that the special reserve plan was being actively considered—I was still 
in the Treasury, before I was in the Federal—I have turned over in 
my mind various ways of handling this situation, and I haven't yet 
convinced myself that there is any better means of handling these 
discordant forces that we have in the economy than with a major 
reliance upon the market process. 

The more you remove ont that market process, it seems to me, you 
may help those particular situations for a time, but you are uncover- 
ing, like Pandora’s box, troubles in another direction. 

‘And equally meritorious programs and socially desirable ends are 
then thwarted. That is the round robin that we are dealing with. 

Mr. Reuss. Well, if that is so, if this thing is what we are tied for 
all time, then let’s know about it. 

Mr. Martin. We certainly ought to examine it carefully, and I 
appreciate your raising the question. 

Mr. Reuss. Thank you very much, Mr. Chairman. And may I 
yield to Mr. Multer? 

Mr. Mutter. I don’t want to take the witness from anyone. I just 

want to clear up two things that Mr. Martin said, or ask him to clear 
them up with reference to your questioning. 

Maybe I misunderstood you, Mr. Martin, but I thought you said 
that when you buy bonds directly from the United States Govern- 
ment, that is, United States Government obligations, when the Federal 
Reserve does in accordance with the authority set forth in section 12 
referred to a moment ago, that those are not marketable securities? 
Did you say that? 

Mr. Martin. That is correct. There isn’t any market for them. 

Mr. Murer. Well now, there is a difference between marketable and 
there being no market. You don’t mean they are not marketable to 
the extent that they are not negotiable bonds that you can sell at any 
time there is a market. 

Mr. Marttn. Well, I may be mixed up here, Mr. Multer. Can you 
clarify the point, Mr. Thomas. 

Mr. Tuomas. I think the point was in answer to Mr. Reuss’ sug- 
gestion as to why can’t the Federal Reserve buy some low interest secu- 
rities directly from the Treasury. 

The point is if you bought those low interest securities at a rate which 
was below the market rate, t those securities would be in effect non- 
marketable. They could be marketed at some price. 

Mr. Mcrrer. That is not the point. The point was that I thought 
Mr. Martin said, and I think he confirms my recollection of what he 
said, that when the Federal Reserve buys bonds directly from the 





304 FINANCIAL INSTITUTIONS ACT OF 1957 


United States Government, it is buying nonmarketable bonds. I don’t 
think he meant to say that. 

Mr. Martin. I didn’t mean to say that. If I said that, I didn’t 
riean to say it. 

se hat I mean was that if we buy at 1 percent, and the market is 

, percent, you are excluded from the current market. 

a Mrurer. The other question that needs clarification is this: you 
talked about the forces of the market as a result of which the rates are 
fixed and bonds are marketed at a prie e. 

Tell me, what forces of the market are at play when the Federal 
Reserve buys directly from the United States Government its obliga- 
tions, or when it is necessary to refinance the United States obliga- 
tions th: at are being held only by the Federal Reserve banks? 

To make myself clear, I think some $15 billion of the issue coming 
due this year are held by the Federal Reserve banks. 

Mr. Martin. Well, the current financing is a good case in point, 
Mr. Multer. Out of $24 billion, roughly $9.2 billion are held outside 
of the Federal Reserve. 

Mr. Muurer. And about $15 billion are held by the Federal Reserve. 

Mr. Marvin. That is right. And those will be turned over. 

Mr. Muurer. Turned over to whom? 

Mr. Marin. Exchanged. 

Mr. Mutter. Exchanged. 

Mr. Martin. That isr right. 

Mr. Murer. Well now, why is it necessary to exchange those 
bonds, those approximately $14 billion or $15 billion worth of bonds 
which the Federal Reserve banks are holding, and are not on the 

market; why is it necessary to exchange those United States obliga- 
tions which bear 214 or 3 percent interest for new ones at 4 percent. 
What market forces require that to be done ? 

Mr. Martin. Well, the current market requires that. We may want 
to sell those securities at any time. 

Mr. Murer. You may want to sell them in the future. You are 
holding them now. 

Mr, Martin. That is right. 

Mr. Murer. Why sho ould you worry about what bonds you will 
have to sell next year or 2 years from now, when you refinance these 
bonds you are holding now and you are kee ping off the m: irket / 

Mr. Martin. Well, we want to be current in this operation. This 
is a continuous flow of mon ey ‘and erectit, and these instruments are 
part of that flow. 

Mr. Mutrer. Did the Federal Reserve banks say to the Treasury 
as to this approximately $14 billion or $15 billion of bonds which are 
coming due this year, which the Federal Reserve is holding, “We want 
4-percent bonds for those” ? 

Mr. Martin. No. 

Mr. Murer. Then what excuse is there for the Treasury Saying 
“We cannot redeem those bonds except with 4-percent bonds” 

Mr. Martin. Well, they have to exchange those bonds in the odd 
Otherwise it just becomes— 





Mr. Mutrer. They do not have to exchange them in the market if 
you are holding them. 

Mr. Marin. Well, they have to exchange them—somebody has to 
exchange them. 
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Mr. Mutrer. Yes, the Federal Reserve is holding them and they 
exchange them for new government obligations. They do not touch 
the market. But the minute they announce “We are going to ex- 
change these $15 billion worth of Government bonds which are not on 
the market at the higher interest rate,” interest rates go up right 
across the country. Isn’t that true? 

Mr. Martin. Well, the amount that the Federal holds is generally 
never obscure. We have done everything we can to make that public 
property, so that you frequently see market commentators pointing 
out the exact holdings of the Federal and the exact holdings of 
corporations and banks. 

The people in the market are familiar with that. Now the news- 
paper comments may stress the fact that it is $24 billion, say, because 
that makes a bigger amount, or they may stress the part that is held 
by the corporations and banks. 

I saw one headline on this current financing that said “Treasury 
Goes to the Market for $9 Billion.” 

Mr. Murer. To the extent of 90 percent of the profit earned from 
the increased interest, that goes back to the Treasury. 

Mr. Martin. That is right. 

Mr. Mutter. So the only effect of that is to take it out of one pocket, 
put it in the other, and push the interest rate up across the country. 

Mr. Martin. No, I don’t think so. There may be some psychological 
impact in that, but our holdings are generally there, and those holdings 
should be fluid so that we can use them to adjust in the market. That is 
really the awe 

Mr. Mutter. That is all for now. 

The CuarrMan. Mr. Patman. 

Mr. Parman. Mr. Martin, when you were here the other day, I 
wanted certain information from you. I submitted a request in 
writing about the retirement fund. I understand you have the infor- 
mation with you to submit. 

Mr. Martin. That is correct. 

Mr. Parman. It is not my purpose to place this information in the 
public record, but I personally want to inspect your reports for the 
2 vears and, of course make them available to ‘the members of the 
committee. Do you have them here ? 

Mr. Marrry. I have both of them here, Mr. Patman. 

Mr. Parman. Now, about how many officers have retired from the 
Federal Reserve System, Mr. Martin ? 

Mr. Martin. I have a list of all of them, Mr. Patman. I don’t know 
the exact number. 

Mr. Parman. Would you let me see a list of them, please, to keep 
for my personal information ? 

Mr. Martin. Yes, sir. 

Mr. Parman. Those retired and the amount of retirement benefits. 

Concerning the matter of refinancing that Mr. Multer brought up, 
it is a very interesting point, and I would like to pursue it briefly. It 
is a matter of great public interest now. About $24 billion will be 
refinanced, st out * that, over $14 billion are held by the 12 Federal 
Reserve banks or in 1 pool in New York by the Open Market Com- 
mittee for the account of the 12 Reserve banks. 
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Now, these bonds draw 2 to 214 percent interest, I understand. 
That is correct, is it not, Mr. Martin? These bon ds'i 7 the refinancing 
draw about 2 or 214, percent, probably all of them 21% percent? 

Mr. Martin. I could give you the exact figures. 

Mr. See dia? I don’t want the exact figures. I say they draw 
approximately that rate. 

Mr. Martin. That is right 

Mr. Parman. Not over 214, but around 2 to 214; is that right? 

Mr. Martin. Yes, sir, that is right. 

Mr. Paraan. As the Treas sury substitutes for these bonds, new 
bonds that yield 4 percent, that automatically increases the income 
of the banks. An additional percent on $14 billion would be $140 
million. An additional 1% percent, the difference between 214 and 
4, would result in an increased income of about $210 million. It is 
that much a year; isn’t it? 

Mr. Martin. We will get additional income, that is correct. 

Mr. Parman. Yes, sir. Now, you don’t need that income. 

Mr. Martin. Ninety percent of that income, as you know, will be 
returned to the Treasury. 

Mr. Parman. Yes, sir; you return to the Treasury what remains 
after you spend all you want to spend. Is there any limit on the 
expenditures of these banks, except what the Federal Reserve Board, 
itself, limits them to, Mr. Martin? 

Mr. Martin. They are administered with a board of directors that 
is made up of leading businessmen, bankers and others, and supervised 
through the Federal Reserve Board, and I think that we have about 
as careful controls on their expenditures as there are in existence today. 

Mr. Parman. I am not going to concede that. I mean I am not 
going to concede that the expenditures are proper in every respect. I 
don’t doubt that you are supervising them, but I just wonder about 
the propriety of it, whenever you can spend money for any purpose 
in the world that you want, ms en to the extent of giving banquets and 
paying honorariums of up to $2,000 each, and things like that, and 
paving 50 percent of the tood bill for the officers and employees. 

Mr. Marttn. We have had this up a number of times, Mr. Patman. 
I sometimes wish you would come down and sit in with us in some of 
the meetings we have. 

Mr. Parman. Do you mean at the restaurant or at the directors’ 
table? 

Mr. Martin. We would like to have you at both places. 

Mr. Parman. If we eat down at your restaurant, we can get a $2 
steak for $1. We eat at our House restaurant over here, we eat a 
$2 steak for $4. There is a little difference there. There is where a 
part of the $210 million goes. 

Now, about the 12 Federal Reserve banks, I happen to have 2 of 
their reports here—I have all their reports—and I notice there is no 
general pattern for these reports at all. They have no particular in- 
formation disclosed in these reports. I think the Dallas report is 
probably the best one. It contains more of the basic information. 
Some of the bank reports just have general information about their 
section of the country, or boost their territory, and give no informa- 
tion at all which is relevant or important to one who would like to 
know something about the Federal Reserve bank. 
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Do you have a policy about trying to harmonize or to synchronize 
the basic infor amtion that there reports should contain, Mr. Martin ? 

Mr. Martin. We review all of those reports, Mr. Patman. We want 
to leave to the individual banks as much individuality and initiative 
and energy as we possibly can. We think that the maximum of de- 
centr alization, with as much authority as we can give within the law, 
is desirable. 

Mr. Parman. I concede that the reports indicate that they have no 

restraints or limitations of any kind-—— 

Mr. Martin. Well, they do have strings. We watch those reports 
very carefully. We spend a good many hours, a good many meetings, 
disc ussing all aspects of whether we should have more coordination. 
Now, I don’t quite agree with you on the substance of the reports. I 
think they are pretty good. 

Mr. Parman. Well, I have the reports here, and I want the members 
to see them. 

Mr. Martin. I would be just delighted, and any reports that we 
can get you, we will get you. 

Mr. Parwaw. We have them already, Mr. Martin. I just want 
the members to see them. They are ’ beautiful books, beautiful 
brochures, and well gotten up from their standpoint, but the basic in- 
formation is lacking in practically every one of them. 

Mr. Marrin. Any information you want, we are just working full 
time, Mr. Patman, and we will be glad to get it for you. 

Mr. Parman. I know, you have been ver y nice about furnishing 
information, Mr. Martin, and I personally appreciate it very much. 

Now, there are three more problems, I think, which I believe are 
worthy of discussion. 

The first is, whether or not, in the monetary field, one of our basic 
problems and one of the main problems is to determine how the pri- 
vate financial institutions ration credit in periods of monetary 
restraint ; 

Sec ond, to develop a method for distributing the burden of credit 
restraints evenly among all users of capital and credit; 

Third, to insure that our financial institutions are adequate to pro- 
vide the capital and credit needed to accommodate required rates of 
economic growth. 

Now, do you consider those problems among the most important, Mr. 
Martin? 

Mr. Martin. I consider all of those problems important, Mr. 
P: atman. 

Mr. Patman. Do you consider them near the top in importance or 
in the middle or down below ? 

Mr. Martin. I consider them near the top in importance. 

Mr. Parman. Right at the top. 

Mr. Martin. I don’t say they are the only important ones. 

Mr. Parman. I am glad you consider them of top importance, be- 

cause I feel they are among the most important problems. 

Now, as to the monetary restraint that is causing an allocation of 
credit, I want you to discuss this, if you will. 

Back until the low interest rate was broken, March 4, 1951, Govern- 
ment bonds had been maintained at par or above, for about 1414 years, 
had they not, Mr. Martin ? 

Mr. Martrn. I think that is correct. 
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Mr. Parman. For 141% years they had been at par or above. 

In other words, the marketable bonds represented almost money, 
didn’t they ? 

Mr. Martin. They had come to have the characteristics of money. 

Mr. Parman. And that was what many of the people who were 
studying monetary matters and were interested in banking feared, a 
continuation of a period in which marketable bonds would be easily 
converted into cash, and they looked upon it as monetizing the debt, 
did they not ? 

Mr. Martin. That is right. 

Mr. Parman. And they wanted to get away from that, did they not ? 

Mr. Marri. That is right. 

Mr. Parman. You said so yesterday, didn’t you? 

Mr. Martin. That is right. 

Mr. Parman. Now, this so-called accord between the Treasury and 
the Federal Reserve, which caused the bottom to fall out of Govern- 
ment bonds, including the chairman’s bonds, which he said he could 
“hear” dropping every day, that caused the bonds to go down, down, 
down, and that got them away from monetization; they became frozen 
in the hands of people who held them. 

The CHamman. I might say, my bonds are very insignificant, 
=, worth bringing into the matter 

Pararan. I know, but the chairman brought them up, and | 
think they illustrate an important point, and with his permission, | 
will continue to discuss them. 

Mr. Mctrer. Let’s talk about mine. 

Mr. Parman. I will talk about all bonds, including the chairman’s 
and Mr. Multer’s. 

But as they have gone down, they have gotten out of competition 
with the banks’ money, because they are frozen in the hands of the 
people who own them. 

If a neighbor wants to build a home, he can’t get financing. He 
offers 5 percent. Well, maybe the chairman or Mr. Multer would 
like to sell their bonds and buy this mortgage of the neighbor so 
that he could build a home, but they can’t afford to do that because 
they have to take such a big loss on their bonds. 

Therefore, the drop in bind prices has frozen those bonds in the 
hands of the people who hold them and makes it almost. impossible 
for them to be used as money as they used to be. They are more dif- 
ficult to convert, and they have been taken out of competition with 
institutional lenders, including the banks. 

That is a correct statement; is it not, Mr. Martin? They have been 
taken out of competition with the lenders and the banks? That is 
correct; is it not ? 

Mr. Martin. The bonds can be cashed at any time. 

Mr. Patan. know. but at a big discount. jus tt as after World 
War I. In all the hearings preceding World War IT, people said, 
“Don’t let us go eek to what happened after World War I when 
people had to sell their bonds at 85 cents on the dollar.” And we 
resolved right then and there that we would never have that happen 
again. But now we have. The bonds have gone down to 85 cents on 
the dollar. And that freezes those bonds in the hands of the people 
who own them, and thereby take them out of competition with the 
institutional lenders and banks. 
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To that extent they are taken out of competition; aren’t they, Mr. 
Martin? 

Mr. Martin. No, they are not taken out of competition. 

Let’s go back and look at this. 

Supposing there had been a decline in business; supposing there 
had been no demand for credit, and the business process hadn’t oper- 
ated, they wouldn’t have stayed at par and twenty-two thirty-seconds, 
they would have gone up to 103 and 104. 

Now, what happened was that the business pressures began, and I 
was in the Treasury during that period, as you will recall, and they 
became more and more insistent, and an insurance company, to take 
an example, that had a choice of making a mortgage, or getting money 
by sale of a bond, there was no conscious choice taken, during a period 
of that sort, because, as long as they had par and twenty-two thirty- 
seconds, it was just the same as money in the bank. 

Now, once the par and twenty-two thirty-seconds became opera- 
tive, as part of the business process, the credit mechanism began to 
operate as one of the governors in the economy, and one insurance 
executive told me that he had been acquiring mortgages by the bushel 
basket without even looking at them, prior to that time, and once the 
process began to work that you are talking about, he had to make a 
conscious choice as to whether he wanted to take a loss on that security 
at that time or make a loan. 

Now, that is what the business process is. 

Mr. Parman. And that is the reason he had to keep his bonds. He 
couldn’t afford to sell them. 

Mr. Martin. Oh, no; in many instances he did sell them. As a 
matter of fact, earlier this morning we made the point—I don’t know 
the figures exactly, but I said 78 to 80 billion dollars of Government 
securities were held by the banks at that time. 

Mr. Thomas can get the figures. 

Mr. Parman,. $58 billion ¢ 

Mr.: Marttn. $58 billion now. I am talking about the decline in 
holdings, and many of those have been sold at a loss. 

Mr. Parman. Well now, Mr. Martin, they didn’t take much loss, 
because the banks didn’t have long-term bonds. They had mostly 
short-term bonds, and they were not selling at much of a loss. That 
is correct; is it not? 

Mr. Martin. Well, the insurance companies did. I was using an 
insurance company example, and I shifted it to the—— 

Mr. Parman. I know, but we were talking about the banks. They 
held $78 billion at one time, and now it is reduced to $58 billion. 

But we are getting off the point. The point I want to make is that 
the marketable bonds were part of the money supply as long as they 
were selling at par. They were a part of the money supply, weren’t 
thev # 

Mr. Martin. No more so at par than—— 

Mr. Parman. Well, they were easily convertible. You said awhile 
ago they became monetized at par. 

Mr. Martin. Well, Government securities, at a peg, became almost 
the equivalent of interest-bearing money. 

Mr. Parman. That is exactly what I am asking you, Mr. Martin. 
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That being true, there are about $150 billion of marketable debt, 
is that right? 

Mr. Tuomas. $170 billion, counting the convertible bonds. 

Mr. Parman. $170 billion. Therefore, whenever you put into effect 
a hard-money, high-interest policy, and you cause these bonds to fall, 
and when finally ‘they have gotten down so low that people won’t sell 
them to buy other sec urities, that much of our monetary supply 
is put out of business, isn’t that right? It is pushed aside? It is no 
longer in competition with the banks and the institutional leaders? 
That i is correct, is it not ? 

Mr. Martin. Well now 

Mr. Parman. Now wait, isn’t it true that by doing that, that you 
have caused the pressure to be greater on the banks for the rem: lining 
supply of money, and there is where your increased demand came in? 
You forced that very demand that you are now complaining about? 

Mr. Martin. Oh, no, no, no, if the demand hadn’t been there, to go 
back to where we started, I think these bonds would have sold at about 
105 to 110. 

Mr. Parman. Well, that doesn’t have a thing to do with what I am 
asking you. 

Mr. Marry. I think it is at the heart of what you are asking. 

Mr. Parman. No, the heart of it is $85 bonds instead of $100 bonds. 
You have put into effect policies that caused that. 

Mr. Kizsurn. Mr. Chairman, I make a point of order that the wit- 
ness is not allowed to answer the questions. 

The Cuarrman. Mr. Martin knows his rights. He certainly can 
answer as he pleases. 

Mr. Kirpurn. He doesn’t have a chance. 

Mr. Parman. What is keeping him from answering right now? 

The Cuarrman. We all understand that the witness has a right to 
answer the questions the way he wants to, and as long as he wants to. 
There is no restraint on him whatsoever. 

Mr. Parman. Mr. Martin 

The Cuatrman. Do you want to make any further statement, Mr. 
Martin ¢ 

Mr. Martin. No. 

Mr. Patman. So we have mee that down, that that $170 billion 
was part of our money supply, but the hard-money, high-interest 
policy caused those bonds to go down so that they are taken out of 
the money supply. They are no longer easily converted, and therefore 
they are out of competition with the bankers and the other lenders. 

And that is not all. There are about $40 billion of E-bonds, are 
there not ? 

Mr. Martin. I think so. 

Mr. Parman. All right. You nailed them down so they are out of 
competition, too. 

If the E-bond people had put their money in savings and loan 
associations, or had deposited in the savings ‘departments of banks, 
that money would always have been available, and it would have been 
a part of the money supply. But by getting them to go into the 
E-bond program, and tying them down for 10 years, or about 10 
years, they have bonds that they can’t easily convert w ithout loss and. 
inconvenience to themselves, and you have taken that $50 billion out 
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of competition with the money lenders and the banks, too; haven’t 
you, Mr. Martin ? 

Mr. Martin. No, Mr. Patman, they can cash them at any time. 

Mr. Parman. I know they can 

Mr. Martin. Well now, let me just make the point, that you and I 
= disc ussed many times. You are using this phrase “nailed down.’ 

. Parman. Yes, sir, I think that is what it is. 

Mr Martin. There is nothing in the flow of money and credit that 
can be nailed down by the Government or anyone else. 

Mr. Parman. Government bonds were nailed down to 85. 

Mr. Martin. They were not nailed down by us. They were nailed 
down by the flow of money and credit. On that, every time you inter- 
fere with that stream, you are causing repercussions which in most 
instances, certainly in recent years, have tended to accentuate the cost 
of living. 

The interplay of these forces has caused an erosion of the pur- 
chasing power of the dollar. As I said the last time I was here, I 
think the cost of livi ing is one of the most important, if not the most 
important problem which is faci ‘ing the country today, in current eco- 
nomics, in our current domestic economics. 

Mr. Patman. I thoroughly agree with you, but this whole inflation 
scarecrow has been up a long time. It doesn’t scare me very time you 
say “infl: ne Ff 

During the depression years, when our national income was less 
than $40 billion, you couldn’t consider spending a million dollars on 
the floor of the House or the Senate. Somebody would scream, “That 
is inflationary. Prices will go through the roof.” 

I think we are giving inflation just a little bit more weight than 
it is entitled to in consideration of the all-important problems con- 
fronting us. We let that scare us from doing the good things we 
should do. At least, that is my opinion. 

I know we shouldn’t have inflation. We should keep the cost of 
living as stable as we can, but we shouldn’t sacrifice human beings 
in order to do it, and I believe that there are ways of controlling infla- 
tion without sacrificing human beings. 

Mr. Marrtn. I never advocated sacrificing human beings. 

Mr. Parman. I didn’t say that you had. 

Mr. Martin. No, but I wanted to make the point, that this matter of 
the impact of inflation—I am talking about the erosion of the dollar— 
I insist that it bears heaviest upon the small-income individuals, upon 
the savers, upon the thrifty people. It can be handled by the large 
operators. It can be handled by large businesses, in terms of prices, 
considerably better than it can be by small businesses, and I think that 
we have to recognize, when we talk about unevenness—and TI might 
refer to this excellent report which you signed, Mr. Patman, in the 
Mills committee—the unevenness of inflation is, in my judgment, con- 
siderably more serious than any alleged unevenness with respect to 
current monetary policy. 

Mr. Patrman. Well, I didn’t sign the report. It was Mr. Mills’ 
subcommittee, under the ‘urisdietion of the Joint Economic Committee. 

Mr. Martrn. I don’t know whether you signed your name to it or 
not, but your name was on it. 

Mr. Parman. I forwarded it to the House of Representatives as 
chairman of the Joint Economic Committee, for consideration. A 
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lot of things in that report were excellent. I don’t know yet, however, 
the part that you are talking about. 

Mr. Tatiz. Will you yield ? 

Mr. Parman. I will yield to Dr. Talle. 

Mr. Tauue. I believe you are referring to House Report No. 647, 
85th Congress, 1st session. 

Mr. Parman. I am referring to the one that Mr. Mills got out. 

Mr. Tauxe. The report of the Joint Economic Committee to the 
Congress of the United States. 

Mr. Parman. That is right. 

Mr. Tatxie. At the start of page 1 of that report, I read the follow- 
ing: 

The following report of the Joint Economic Committee prepared by the Sub- 


committee on Fiscal Policy was approved for transmission to the Congress by the 
full committee. 


Mr. Parman. That is right. 
rt Y o 2 ~ 
Mr. Tate. Now, may I read from that report, on pages 4 and 5: 


Present inflationary pressures frequently are attributed to the so-called cost- 
price push, as distinct from the traditional inflation resulting from excessive de- 
mand. Whether or not this distinction is valid, it is evident that general price 
increases can occur without increasing unemployment only if demand is adequate 
to support the higher price level. The basic problem is an inadequate level of 
savings out of current income. An ever-increasing volume of real savings is 
needed to meet the economy’s requirements for replacement of plant and equip- 
ment under inflated prices and for growth based upon full exploitation of rapid 
technological advances. Fiscal and monetary policies should be directed toward 
encouraging a higher level of voluntary real savings under the present conditions 
of inflationary pressure. 

Since these objectives have not been fully accomplished, public policies to cope 
with increases in the price level must take the form of general fiscal and monetary 
restraints on the expansion of total spending. It is recognized that the burden 
of such restraints may not be evenly distributed throughout the economy. The 
burden of inflation, however, is far more inequitably distributed. The alterna- 
tive to general fiscal and credit controls is some form of direct Government con- 
trol over wage and price determination. The use of this type of control would 
produce results as bad, if not worse, than the inflation against which it would be 
directed, and should be avoided. 


So much from the report. 

Now, Mr. Chairman, may I show that another committee of the Con- 
gress has approved the policies of the Federal Reserve. 

This is from House Report No. 313, 85th Congress, Ist session. 
This is the report that accompanies the recently enacted Housing Act 
of 1957. LIread from that report, on page 23: 

Your committee— 


and that is this committee, the Committee on Banking and Currency 
of the House of Representatives— 


Your committee would like to make it clear that it has no fundamental dis- 
agreement with the central thesis that in an economic climate like the present, 
it would be folly for the Federal Reserve Board to inflate the money supply 
through the various methods open to it. We agree that the solution does not 
lie in the direction of increasing the money supply faster than productivity. The 
record is replete with the failures of such a policy. We need only cite the infla- 
tion problem which plagued our Continental Armies in the Revolution when the 
phrase “not worth a continental” became a part of our language. The ghastly 
monetary inflation suffered by Germany under the Weimar Republic in the 
1920’s should also be a bitter reminder to all of us of what happened when the 
monetary authorities tried to solve the problem by pumping more and more 
money into the system. 
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Now, Mr. Martin, I agree with you a hundred percent, that the cost 
of living is our No, 1 domestic problem at the present time. The index 
has gone up for 10 consecutive months, and I urge the Chairman of 
the Joint Economic Committee, Mr. Patman, to ix an early date for 
holding the hearing that the Joint Economic Committee met to con- 
sider day before yesterday. I think we should have the American 
people’s attention called to the fact that the danger of inflation is very 
serious, and very few people, if any, would stand to gain from it. 

Mr. Parman. I thoroughly agree with you that it is the No. 1 prob- 
lem. We are going to have a meeting October 8 to take up what the 
staff has for our consideration, and to get ready for a full-dress hear- 
ing in the early part of the year on that subject. 

But that bears out what 1 told the Federal Reserve and Mr. Martin 
in particular in the beginning, that interest rates were inflationary. 
All during the time that interest rates have been going up, up, up, 
the cost of living has been going up, up, up, so your theory that 
higher interest would cause a more stable dollar has not been proven; 
has it, Mr. Martin ? 

Mr. Marrin. There is no telling how much higher the cost of liv- 
ing would be if it had not been for this relatively small weight, in 
terms of demand and supply, which has been operating. 

Mr. Parman. Do you seriously contend that higher interest has 
helped hold down the cost of living ? 

Mr. Martrn. I think it has been one of the major factors in holding 
it down. 

Mr. PatmMan. Well, you can see something in it that I haven’t been 
able to see. 

Mr. Tatie. Will you yield? 

Mr. Parman. [ yield. 

Mr. Tatxe. I want to appeal to my Chairman of the Joint Economic 
Committee, that we have this hearing on inflation promptly, and that 
it be started by the 1st of August, rather than in October, because when 
the boll weevil works in Texas, or the corn borer works in Iowa, the 
farmers don’t wait. They attack the problem at once. 

Mr. Parman. I just try to carry out the instructions of that fine 
committee of which I happen to be the chairman, and of which the 
gentleman is a ranking minority member, and that is the first inti- 
mation I have had from him that he wanted to start earlier than Oc- 
tober. 

Mr. Tatre. I am sorry. I said so very clearly at our meeting the 
day before yesterday. 

Mr. Mutrer. Mr. Chairman, don’t we have enough arguments with- 
in our own committee ? 

Mr. Parman. I will cease and desist on that. Dr. Talle asked 
me to take it up. 

Mr. Tatie. Well, I have said it twice. That the sooner we could 
get started on the hearing the better. 

Mr. Parman. We will get started just as soon as possible, Dr. Talle. 

Now, as to the money supply, Mr. Martin, $170 billion in bonds 
definitely makes $170 billion worth of money, as long as you can sell 
your bonds and get money for them right off. That was money. 
That was monetized debt. So when the bonds dropped that took that 
much money our of competition with the banks and lenders. 


$5375—-57—pt. 1——-21 
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Now, don’t you think, Mr. Martin, that the E-bond program should 
be changed over to private business, for private business and private 
banking to perform, rather than have the Government competing with 
savings banks and savings and loan associations, in the E-bond pro- 
gram? Don’t you think the private financial institutions should be 
encouraged to take those programs over, since we are guaranteeing 
the investments in savings and loan associations and guaranteeing 
the deposits in banks, so that there is no risk? 

Mr. Martin. I think the savings bond program has performed a real 
function. Whether it should be changed, or whether its character 
should be changed, is a matter that the ‘Treasury considers constantly, 
and that is not something that I should direct my attention to. 

Mr. Parman. Now, Mr. Martin, I refer back to those three prob- 
lems which you consider among the most important problems facing 
the country today. Do you know of anything in this bill that will 
contribute to the solving of those particular problems, in this Finan- 
cial Institutions Act before us today ? 

Mr. Martin. I would say there is very little in this particular bill. 
There may be some things that would contribute to it, but this bill is 
not directed toward major monetary policy. It is directed toward 
recodifying and clarifying and improving the present banking laws, 
and banking structure. 

It is not designed, as I understand, to answer those questions or to 
cover them. 

Mr. Kinsurn. Will Mr. Patman yield? 

Mr. Parman. Yes, sir, with the chairman’s permission. 

Mr. Kitesurn. I don’t understand one thing. I don’t see why the E- 
bonds are frozen. 

Mr. Parman. They are not easily converted. I mean, as long as a 
bond can be sold, like a marketable debt bond could be sold, at par— 
and Mr, Martin explained that they were almost equal to money—that 
we had monetized our debt, and therefore those bonds became a part 
of the money supply. 

And when we immobilize them by running the price down, we take 
them out of competition with the banks and the lenders. 

Mr. Kirgeurn. I can understand that, on a fluctuating market. E- 
bonds don’t fluctuate at all. They sell over par all the time. 

Mr. Mutter. E-bonds over par. 

Mr. Kirgurn. Certainly. 

Mr. Parman. No, you can’t sell them. You can’t hypothecate 
them. Youcan’t do anything. 

Mr. Motrer. What you mean is at par. 

Mr. Kirsurn. You pay $75 and you can sell them at any time over 
that. 


Mr. Parman. How much would you get the first 6 months? 

Mr. Kirpurn. $75. 

Mr. Patman. The interest is a very small amount for the first 2 or 
8 years. It is arranged so that it will be inconvenient and expensive 
for a person to convert them. I don’t think the objective was to 
immobilize them, necessarily, but the effect of it is just that. They 
tend to be out of competition with the money lenders and the banks. 

Mr. Martin. Well, no, Mr. Patman, a $750 bond is redeemable in 
6 months’ time with a $4 premium. 

Mr. Parman. You mean just $4? 
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Mr. Martin. $4, and we hope we are not going to let the value of 
money decline so much in that period that it is a total loss to the 
individual. 

Mr. Parman. Mr. Martin, you are very solicitous of the dollar, I 
mean of the welfare of the people, in keeping this dollar stable, but 
you must admit some responsibility, whenever you are the architect 
of a policy that absolutely destroys, or at least greatly destroys the 
value of $170 billion of Government bonds, to the extent that they 
are frozen in the hands of the holders, and thereby are out of competi- 
tion with the banks and lenders to the extent that the money lenders 
and the banks have the money available, and their money is more in 
demand because this other has been taken out of competition with it. 
That strengthens the demand on the banks; that causes the very 
thing that you are complaining about. 

Mr. Martin. There is nothing frozen in any of these securities. 
They are marketable or cashable or redeemable. 

Mr. Parman. Ata price. 

Mr. Martin. At a price. 

Mr. Parman. Yes, sir and that price is pretty low. 

Mr. Martin. And, exactly as you are, I am very concerned with the 
purchasing power of the dollar. I think, as I have pointed out re- 

eatedly, that is the only risk a purchaser takes when he buys United 
States Government securities—that is the only risk in the world that 
he takes. 

Mr. Parman. Why should he be asked to take that risk, Mr. Martin? 

Mr. Martin. He is taking the risk because if we do not pursue 
policies—and I don’t mean just the Federal Reserve, I mean the entire 
Government 

Mr. Parman. Most of these bonds were sold during that 1414-year 

eriod when the people were led to believe that these bonds would be 
err at par. They thought they would be. I think many people were 
deceived by the action of the Federal Reserve Board. 

Mr. Marttn. I wasn’t in the Federal Reserve Board during that 
time, Mr. Patman. I can’t speak for what they did. 

Mr. Coap. Mr. Chairman, may I ask a question of the Chair? 

The Cuarrman. Mr. Coad. 

Mr. Coan. Are we on a 20-minute rule or a half-hour rule or an 
hour rule? 

The CuarrmMan. No, there is no rule this morning. We did not 
adopt any rule of that kind. 

Mr. Coap. May I ask a question? Are we going to meet this after- 
noon? There isno session of the House. 

The Cuamrman. That is at the discretion of the committee. I was 
hoping to get through this morning. We will continue until after 12 
o’clock. 

Mr. Parman. Mr. Chairman, you know I insisted on the five-minute 
rule here for a long time, because it was adopted. The chairman, I 
think, did the right thing in adopting it. I think he ought to go 
further, and have another go-around, where members would have 20 
or 30 minutes or 1 hour. And then have a third go-round in which 
members, especially interested in a certain witness, could ask all the 
questions they want, as long as the questions are pertinent to the 
inquiry. 
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I think the trouble with some of our bills is that we don’t go into 
them sufficiently. 

The Cuarrman. We have been proceeding this way for a long 
time, If the members use proper restraint, we can get through. I 
hope to proceed as we have. 

Mr, Parman, That is all right with me. 

The Cxatrman. I do think those who have the floor should use some 
restraint and give the other members a chance to interrogate the wit- 
ness. That isall I have ever asked. 

Mr. Coap. Mr. Chairman, I would like recognition at some time or 
another, and I would like to be able to interrogate Mr. Martin again. 
L[have had two 5-minute periods. 

The Cuamman. Well, I have recognized Mr. Patman. 

Mr. Mourrer. Mr. Chairman, will the gentleman yield ? 

Mr. Parman. I yield. 

Mr. Motrer. I think it is important that our record be clarified. 

Mr. Talle read from our report on the Housing Act of 1957, House 
Report 313, and he correctly read one paragraph on page 23. But 
when that paragraph stands alone, it does not give the intent of the 
full report or the idea and intention of this committee at all. To com- 
plete the record, I would like to read into the record at this point this 
paragraph, which preceded what he read, and then the next paragraph 
which follows what he read: 

Your committee is concerned over the effects of restrictive monetary policy 


upon the housing industry. Whenever credit is tightened, home building seems to 
be one of the first segments of our economy to suffer. 


Then came what Mr. Talle read, and then this significant para- 
graph: 

But at the same time your committee refuses to accept the thesis that nothing 
can be done to solve the problems created by the tight-money dilemma. We re- 
ject the thesis that vital and socially necessary forms of endeavors such as home 
building must be deferred indefinitely. Something is fundamentally wrong if our 
economy cannot be permitted to meet the basic shelter needs of our people. 
Your committee believes that too little thinking has been devoted to achieving 
some form of solution which, without encouraging inflation, will still permit 
vital industries such as the home-building industry to grow and expand. 

Mr. Taiz. Well now, Mr. Chairman, may I say that my purpose 
was to show that two committees of the Congress have in their official 
reports, this year, approved, clinchingly, what the Federal Reserve 
has done and is doing. And that is the point in each paragraph. I 
didn’t select either paragraph for any other reason than to show that 
two committees—one of them the House Committee on Banking and 
Currency—have, in their reports this year approved what the Federal 
Reserve has done and is doing. That was the purpose of both quo- 
tations. 

Mr. Patman. I don’t accept that interpretation at all. 

Mr. Tatxe. It matters not whether you accept it or not. I am ex- 
plaining to this committee why I read what I did. 

Mr. Patman. I know. Dr. Talle is very conscientious and that is 
his interpretation, but it isn’t mine. 

Mr. Motrer. Nor mine. That is why I read the other parts of 
the report. 

The Cuarrman. The first statement, Dr. Talle’s statement, may be 
inserted, and the other excerpts may also be inserted in the record. 
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Mr. Parman. Now, is it correct to state, Mr. Martin, that the 
growth of the gross national product is dependent upon an increase in 
private debt, if the Government budget is balanced ? 

In other words, if we pay off some » of our Federal debt, and if we 
take care of growth, that money has to come from some source. In the 
past, most of it has been obtained by increasing the national debt. 
But if we balance the budget, where are we going to get money to 

take care of the necessary growth of our country? It has got to come 
from an expansion of private debt, has it not ? 

Mr. Martin. If the financing is ‘going to be sound, of the expansion 
which we all want, the long-term debt has got to be financed out of 
real savings. If it is financed by the creation of money—the very 
point you make so frequently, Mr. Patman, about the power of the 
Federal Reserve—I think we are tampering with the stability of our 
currency and exceeding our authority. 

Mr. Coav. Mr. Chairman, will the gentleman yield ? 

I would like to ask a question of Mr. Martin ? 

Mr. Parman. Just a minute. 

Mr. Chairman, I don’t want to take up all the time, and at the same 
time, 1 am not willing to release Mr. Martin until I ask him the 
pertinent questions that I have to ask. I am willing to yield to any 
of the members, and I will yield to the chairman to yield to any of 
them, but I think they ought to stay here with us. I don’t think they 
should come in and just ask a few questions and leave. I think we all 
ought to stay here together and find out about this thing, because it is 
the most important bill we ever had. 

The Cuarrman. Mr. Coad has asked for recognition. He hasn’t 
had an opportunity to be recognized and ask questions. I recognize 
Mr. Coad for the purpose of interrogating the witness. 

Mr. Coav. Mr. Martin, I would like to ask this question : 

Where do you consider new wealth comes from? 

Mr. Martin. The creation of new wealth ? 

Mr. Coav. What is the basis for new wealth ? 

Mr. Martin. The basis of new wealth is the enterprise of people, 
and the investment of money, It is capital formation. That is why 
I favor as low interest rates as it is possible to have without in- 
flationary—— 

Mr. Coap. You mean if you had an energetic fellow with an amount 
of capital, that you would have new w ealth ? 

Mr. Martin. I think so, indeed. He has to have resources. He has 
to have energy. He has to have productivity. He has to have all of 
those factors which go into the creation of wealth. 

Mr. Coan. Let’s say that you have a very well-financed manufac- 
turing plant, and you have an entire staff, and you have all kinds of 
money in order torun it. You have got an outlet for it. You have got 
salespeople. You have got every kind of an imaginable condition. 
But is that going to manufacture new wealth? 

Mr. Martin. If there is no demand for the produet—— 

Mr. Coap. There is plenty of demand. 

Mr. Martin. Yes, sir. 

Mr. Coap. Well now, we have left out a fundamental, haven’t we, 
the raw materials that go into it in the beginning? 

Mr. Marttn. Well, that is part of wealth. 
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Mr. Coap. Well, I am talking of new wealth. I am not talking of 
wealth. I am talking of new wealth. | 

Mr. Martin. Well, you are converting the raw materials into addi- 
tional wealth. Copper in the ground is wealth, but translated into 
some item that the people want, it has a conversion value that it didn’t 
have in the ground. 

Mr. Coap. Isn’t that basically new wealth? That is the only basis of 
new wealth, is it not? d 

Mr. Martin. The creation of goods and services. 

Mr. Coap. But without goods, without the basic raw materials, serv- 
ices are rather nonexistent, are they not? They would be rather 
useless ? ; 

Mr. Martin. Well, I couldn’t say—— 

Mr. Coap. Isn’t it a rather fundamental law that all that we eat, use, 
wear, utilize in life, essentially comes from Mother Earth ? 

Mr. Martin. That is correct. 

Mr. Coan. Isn’t that the fundamental of new wealth ? 

Mr. Martin. Well, the natural resources, yes, sir. 

Mr. Coap. You can take a million dollars and lay it on the table, 
and as long at it is there, it is not going to create another dollar, is it? 

Mr. Martin. That is right. 

Mr. Coa. But it is good only as it is related to goods and services. 

Mr. Martin. That is right. 

Mr. Coap. And goods and services ultimately and primarily come 
originally from the earth ? 

Mr. Martin. That is right. 

Mr. Coap. All right. Iam going to shift gears here just a little bit. 

Mr. Martin. Not all of the services, I wouldn’t say, come from the 
earth. Labor isaservice. 

Mr. Coap. But it is good only as it is related to the product, the 
raw material that is being worked on? 

Mr. Martin. Well, take a haircut as an example. 

Mr. Coap. There is no hair unless you have eaten enough food that 
gives you the energy to grow hair, isn’t that right? 

Now, I would like to ask you this question: 

Can anyone buy these 334- and 4-percent bonds now that are being 
refinanced ? 

Mr. Martin. After they are exchanged and in the market, yes, sir; 
not before. This is an exchange offering. This was a refinancing. 

Mr. Coan. Well, isn’t the policy of the Treasury to try to get those 
who have previously owned bonds to refinance their own securities? 

Mr. Martin. That is right. 

Mr. Coap. What they have possessed before ? 

Mr. Martin. That is right. 

Mr. Coap. And until they have all had first chance, then it is not 
open to the public, isn’t that right ? 

Mr. Martrn. It is not open to the public unless the public wants to 
bid a premium to the holder in order to get that opportunity. _ 

Mr. Coap. Well then, if this were a supply-and-demand basis, why 
was this not opened to the public beforehand, instead of after? 

Mr. Martyn. Because there was an existing contract to the present 
holders of these securities, which had to be honored. 

Mr. Coan. Didn’t that contract expire upon the expiration of the 
security ? 
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Mr. Martin. Well, the contract hasn’t expired yet. It is August 15. 

Mr. Coan. All right, on August 15, then, why was not this amount 
of new borrowing, in order to refinance the other, made available 
to the entire public so that maybe the rate would have been 23/, per- 
cent instead of 334? Why do these people who own them now have 
to receive pre derenti il treatment if we are to be, in this instance, on 
supply and demand? How do we know that it is going to be 334 or 4 
percent until we tried it ? 

Mr. Martin. Well, the Treasury could pay them all off and offer 
cash for these securities, or increase the offering. But they probably 
would pay more. This is a contract. This is not preferential treat- 
ment, because these holders made the contract sometime before, and 
the Treasury is refinancing and wants to give them the first oppor- 
tunity. 

Mr. Mourer. Mr. Coad, may I suggest we find out what that con- 
tract is ? 

Mr. Coap. I am interested in that contract, too. Who made the 
contract? When was it made, and on what basis? What is the termi- 
nology in it ? 

Mr. Martin. The Treasury made the contract when it sold the 
security that the security would mature on a given date and the in- 
terest would be at so much. 

Mr. Coan. And that they would have a renewal option ? 

Mr. Martin. No, not that they would have a renewal option, but 
the Treasury, as a inatter of procedure, has decided to refinance this. 
They could pay it all off in cash if they wanted to. 

Mr. Coap. Well, assuming, then, that there was cash available, and 
that they would pay it off—but of course we are all knowledgeable of 
the facts of life enough to know that we would have to borrow the 
money somewhere else—why could it not be placed on a supply-and- 
demand basis so that everybody could bid in on these high interest 
rates, if that is what it is to be, and we would really find out what the 
interest rates are ? 

Mr. Marri. It is a supply-and-demand basis, Mr. Coad. I don’t 
know any other way to put it other than on a supply-and-demand 
basis, other than to pay it off and open it up. it is exactly the same 
process. 

Mr. Coap. It is not on a supply-and-demand basis when you have 
existing contracts with people who say that when the Secretary of 
the Treasury ultimately decides what the interest rate is going to be, 
then we will buy it, and he sets it at 33/ and 4 percestt; which is the 
highest it has been for a long time; you can’t say that is on a supply- 
and-demand basis, can you ? 

Mr. Martrn. Well, you have made a judgment on what the market 
will take, at a given point. 

Mr. Coap. Who made that judgment 

Mr. Martin. The judgment was made by the Treasury after con- 
sultations with a great many people. 

Mr. Coan. Well then, that is a fixed price, isn’t it? Supply and 
demand isn’t for 1 person, or 1 man’s advisers to set a price on wha 
they think. Itis what the public thinks, is it not ? 

Mr. Martin. They find out very quickly whether their price is an 
acceptable one or not. Supply and demand operates on that. 
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I don’t know of any other way of testing it, except to put a security 
into the market. 

Mr. Coap. You say, then, that when the Federal Power Commission 
sets rates on natural gas, that that is a supply-and-demand basis? Do 
you say that when the Secretary of Agriculture might, if he did—he 
doesn’t, but if he did—raise the support price on a given commodity, 
that that would be a supply-and-demand basis? 

Mr. Martin. I say that over a long enough period of time you 
can’t get away from the law of supply and demand on prices. You 
may fix it, you may have an administered price, you may be able to 
control the market for a limited period of time, or you may, as a 
matter of policy, interfere at any point with the law of supply and 
demand, but over a long period of time, it will operate just as will the 
law of gravity. 

Mr. Coap. Admitting that is true, don’t you think this is a rather 
precluded instance, and even monopolistic, where you have a price 
setting and also exclusion of the public from entrance into this set of 
securities that are being offered ? 

Mr. Martin. I think you misunderstand. There is no exclusion of 
the public from participation. As soon as these issues are out in the 
market, the public can come in and buy them at any time they want. 

Mr. Coap. At discount rates. Would not these who originally pur- 
chased them then be able to discount them, so that they would then 
make their profit and they would be discounted securities ? 

Mr. Martin. Well, that is a risk they take, or it is a right that they 
have. They can sell. Some people did in this current issue. 

Mr. Coap. Excuse me. Go ahead. 

Mr. Martin. I say some people, in this issue, sold their rights to the 
public and other individuals to take up these securities. 

Mr. Coap. We come back, then, to the basic premise, that these who 
originally get in on a good deal are the ones who have their rights 
protected, and then they can sell out their rights to anybody else at a 
profit. 

Mr. Martin. Well, they may, if the market is there for them to 
benefit by it. 

Mr. Coap. But nobody else can get in on the beginning subscription 
of these securities. The public is locked out because little people don’t 
have the contracts. Of course, they wouldn’t probably have the 
money, anyway. But if they did happen to, they couldn’t have gotten 
in because they could not contract against those who had a vested 
interest. 

Mr. Martin. Isn’t that true of any contract that is made? I don’t 
really know what you are getting at there. 

Mr. Coap. Do you mean I could make a contract for a hundred dol- 
lars’ worth of these securities, or even a thousand dollars’ worth ? 

Mr. Martin. Why, at the time of the original subscription. This 
is to present holders, that they are offering it to initially. 

Mr. Coan. That is what Iam talking about. 

Mr. Martin. Well, you can go to the market at any time to acquire 
these. I suppose they are quoted today. 

Mr. Coan. That is what I am saying, that this Government is giving 
protection to the vested interests who are already in these security 


markets; they are raising the interest rates and giving them full pro- 
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tection, even to the exclusion of any others getting in on the original 
contract basis. 

Mr. Martin. No; I don’t think you are right about that. I don’t 
think there is any exclusion of the public or any preference given to 
a vested holder other than his contract doesn’t expire until August 15, 
in the case of some of these issues, and until October 1, in the case of 
others, and up to that time he has purchased a contract and he has a 
right to that contract. 

Mr. Coan. All right; but does that contract have a renewal option 
in it? 

Mr. Martin. No. 

Mr. Coap. Then how come he has so much rights to all of this ad- 
vantage ? 

Mr. Marttn. Well, it is just a technique of selling. 

Mr. Coan. Let me ask this question: On the securities that the 
United States Government is selling, is the length of time of these 
securities being lengthened or shortened, as they are coming due, even 
what they are going to sell now ? 

And in that connection I would like to read to you two excerpts from 
the Wall Street Journal of July 22 and July 23, having to do with the 
refinancing: 

The first one is as follows: 

“The Street was lowering prices all week in anticipation of the news,” ex- 
plained one dealer, “but the 4-percent coupon on two issues forced still further 
adjustments Friday. The noncallable feature of the 4-year notes also tempted 


some holders of Treasury long-terms, bringing a little selling to that sector of 
the market.” 


And the second one: 


“The Treasury refunding, touching the 4 percent level, had professional traders 
thinking in terms of a new range of yields,” dealer reported. “They think the 
corporate market will react with fatter coupon rates,” he added, “and that the 
Government long terms will have to come down to meet the competition.” 

Mr. Martin. I would say that in the last year the time has been 
shortened, on the whole. 

Mr. Coap. Wasn’t it the announced policy of this administration 
to attempt to lengthen that time? 

Mr. Martin. That is correct. 

Mr. Coap. What has caused them to shorten it ? 

Mr. Martin. Well, the market and their judgment of what was 
feasible to sell. 

Mr. Coap. Do not the higher interest rates, as they get higher and 
higher, tend to make them shorter all the time? Because it is obvious 
to me that if I had money to loan and I thought next year I could get 
6 percent instead of only 4 percent, I wouldn’t want a measley 4 per- 
cent tied up for 5 years or 10 years or 20 years; I would take the 
shortest time possible on the assumption that the friends that I would 
have in this administration would give me more interest next year. 

Wouldn’t you think that that would contribute ? 

Mr. Martin. The pressure is in that direction and with a restrictive 
monetary policy which is resulting from demand forces, demand for 
credit primarily, it makes it more difficult for the Treasury people to 
finance. 

However, if they pay the price for money, why they can compete 
as anyone else can. That is a matter of judgment and, so far as their 
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selling techniques and procedures are concerned, that is not the pri- 
mary concern of the Federal Reserve; that is primarily the concern 
of the debt manager. 

We try, as far as we can—we want to be as helpful to them always— 
but we try to recognize that they have primary responsibility for 
debt management, and we have primary responsibility for money and 

credit policies. 

Mr. Coap. All right, now, this last month, we have just had an- 
nounced, in the last 2 or 3 days, that the cost of living has gone up 
another half of 1 percent, which is the largest jump it has taken since 
last October. 

First, an announcement that the Treasury was going to raise interest 
rates. 

Second, we learn the cost of living continues upward. 

Immediately following the announcement that interest rates were 
going to be announced by the Treasury, then came reports from com- 
mercial banking interests—and I am sure you have seen them, as I 
have—that a new psychology of thought of r aising interest rates in 
all business activities now is being thought of, and of course that is 
the first way of leaking the news to the public, is to announce that they 
are thinking about it. 

Don’t you think actually that there is a very direct relationship 
among all three, raising interest rates by the Government, raising in- 
terest rates by the business activities, vested interests of the country, 
and also the expansion of our inflation ? 

Mr. Martin. I have no indication of how the Consumer Price Index 
is timed in terms of publication. It would certainly be my feeling 
that it was in no way related to the Treasury financing; that that was 
just a coincidence in time. 

It was a June figure, Mr. Thomas points out, that was published. 

Now, the demand forces in the economy have been tremendous, and 
State, county, local, municipal, 
sipvethinedit issues coming into the market—has been colossal. I 
would say it has been the largest, probably, in the history of the 
country. They have been financed without ascending interest rates. 
I don’t think there is any collusion or conspiracy. 

The problem for the banks has been that—term loans is one of the 
problems, and the pressures on the banks have been terrific by cor- 
porations and others to avoid going to the capital market to finance 
at longer term, in hopes that this cycle will turn in the opposite direc- 
tion, so that the pressure on the banks is very intense at the present 
time for funds, and they don’t have a large supply. 

Mr. Coap. How can you ever hope to shorten the length of te rm of 
these securities by raising interest rates all the time ? Aren’ t you going 
to end up with about 3-month securities, and then every 3 months you 
are going to have to go back into the processes of bidding up your 
own interest rate, and that the heyday is going to be reaped by the 
vested interests, the banking institutions? 

Mr. Martin. No, I don’t think so. We are talking here about the 
volume of savings. 

Now, a country as large as ours accumulates savings quite rapidly, 
and it doesn’t take very long, sometimes, for the volume of savings to 
eatch up to the demand. At the present time, the supply of money 
has been increasing, and the supply of savings has been increasing, 
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but the demand for money and the demand for savings has been out- 
pacing that increase. The result has been a rising price for money. 

Now, that can reverse itself quite quickly once these forces op- 
erate, but today we have a high level of activity—which we are all 
thankful for—and certainly the Federal Reserve doesn’t want any 
recession, doesn’t want any decline in business or employment of any 
sort—but we have to recognize that the price of money is something 
that has to be related to the demand. And the demand that you are 
talking about, the pressure that is coming on the banks, to the extent 
that that is satisfied by the creation of bank credit, for long-term pur- 
poses, that properly should be short-term purposes, we are endanger- 
ing the deposits of all of us, yours and mine and those of every indi- 
vidual, as well as their savings, and their habits, and everything else. 
I think we should do everything we can to resist it. 

Mr. Coap. Let me ask you this question again : 

Do you feel, however, that the continuation in rise of interest rates 
is going to lengthen the term of these securities and is going to halt 
inflation ? 

Mr. Martin. I think it is tending in that direction now. I think 
that the interest rate has been adjusting. I don’t know how long it 
will adjust. 

You are talking about lengthening the debt. The Treasury can at 
any time lengthen the debt. I presume it has to look in relation to all 
the other issues in the market. And that is the judgment of debt 
management. 

Mr. Coap. Here is what I am trying to solve. I come from Iowa, 
and I represent one of the finest agricultural districts in the world, 
but the President, this last month, announced that he felt that one of 
the reasons for the rise in the cost of living was because of the farm 
program. And then, at another instance, one of the reasons why the 
farmer wasn’t making so much money was because of the high interest 
rates. 

Now, I represent these people and I am here and I have got to go 
back and explain a few of these things. I certainly can’t see the paral- 
lel situation existing between them. It looks to me like they are dia- 
metrically opposed. You can’t say that a farmer is losing money be- 

cause of high interest rates, and then turn around and blame him 
because he is the one that is creating the high cost of living. 

Mr. Martin. I don’t think the problem | of the farmer is credit or 
high interest rates at the moment. I think that his problem is deeper 
than that. 

Mr. Coan. Ido,too. I certainly do. 

Mr. Chairman, it is now nearly 10 minutes after 12. 

The Cuarrman. Mr. Martin, can you come back Tuesday ? 

Mr. Martin. Oh, no, Tuesday, I have an open market meeting. I 
can come Wednesday. Would Wednesday be all right? 

The Cuamman. Wednesday, I think, would be all Tight. 

You know, this inquiry involves moral, philosophical, monetary 
and financial problems. They are as wide and as deep as the sea, but 
we will try to get through with you as soon as we can. 

Mr. Vanrk. Mr. Chairman, I have three questions. Could I ad- 
dress them now ? 

The CHatrman. I recognize Mr. Vanik. 
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Mr. Vanik. I won’t take more than 4 or 5 minutes. 

My questions go back to those I directed several days ago concern- 
ing the internal generation of capital or credit by corporations. 

Do you now have figures on the internal generation of capital for 
corporate expansion or other purposes by the sale of treasury stock, 
or new stock issued, in the last 5 or 6 years? 

Mr. Martin. We don’t have it on Treasury stock. Mr. Thomas has 
worked up a table for you here, Mr. Vanik, which we will be glad to 
put in the record. 

Mr. Tuomas. I think a letter went to you yesterday in reply to 
those questions. 

Mr. Martin. I signed the letter. It is probably in your office now. 

Mr. Vanrk. Well, then, you know what your reply is, which I 
haven’t yet seen, but I have been advised by the SEC that these issues 
in dollar value have been running about a billion dollars a year, prior 
to the Internal Revenue Act of 1954. Now, the Internal Revenue Act 
of 1954 made some changes which eliminated taxation on this type of 
issue, and immediately afterward they have doubled. We are now 
running about $2 billion a year. I don’t know whether your figures 
bear that out. 

In this way there has been almost $3 billion added to the corporate 
credit structure of the country, since 1954. 

Wouldn’t the issuance of stock, which is negotiable, be creating 
credit, creating a form of money ? 

Mr. Martin. Well, this is equity you are talking about. 

Mr. Vanrx. Well, it has the same effect. It creates credit. It adds 
to the inflationary problem, does it not? 

Mr. Martin. I don’t think we were able to get any figures on sales 
of Treasury stock. We checked with the SEC on that, and I don’t 
think we were able to. 

Mr. Vanix. I have them. I don’t have them right on my desk, but 
they indicate—well, they ran from $900 million in 1950 to $1,100 
million in other years, but the average is about a billion dollars—until 
1954. 

In that year, through a revision of the internal revenue laws, such 
issues ceased to be taxable, and if there was Treasury stock, the profit 
on that stock would not be taxable. 

Now new issues are running at a level of about $214 billion a year. 

Now, as a corporation generates capital for expansion, it does not 
have to go to the bank and borrow money, it simply puts out a new 
stock issue, or sells some Treasury stock. In this way the corporation 
has added to the problems of infiation. It has generated more credit. 

Mr. Martin. No; they have generated more capital, which is just 
the way we would like to see them do it. We don’t want them to use 
bank credit for that, Mr. Vanik. If they will get equity capital into 
their business, it will contribute to the creation of wealth that I have 
just been discussing with Mr. Coad. 

Mr. Vanik. A corporation does not create any more wealth when 
it issues a million dollars’ worth of stock. It creates an obligation on 
wealth already existing. What it creates is credit. If an issue is 
floated for a million dollars, an issue is put out which is an encum- 
brance on capital value or asset value and it creates, in effect, a million 
dollars in credit. A credit is created with which the corporation can 
go to the market and buy consumer goods. It can buy building mate- 
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rials. It can add to the inflationary pressures by buying materials 
and services, which you want to reduce the use of on the part of home 
builders. 

Mr. Martin. We don’t want to reduce the activities. If they can 
find means of expanding their output and selling their product, we 
are all for that. 

Mr. Vanix. Ifa reservoir of credit is created by a stock issue, doesn’t 
it in effect create further pressure for demand on goods and supplies 
and consumer goods? 

Mr. Martin. No;thisisn’t credit. This is capital. 

Mr. Vanrx. I can’t see the difference. When they go out and float 
an issue and raise a million dollars, they have actually borrowed a mil- 
lion dollars, in effect. It is creation of credit by which they can carry 
on an expansion program. 

Mr. Martin. They don’t have to pay this back at any specified date. 

Mr. Vanix. No; they don’t have to pay it back, but the inflationary 
pressure feels the impact of that, just as though it were a loan; does 
it not ? 

Mr. Martin. No; it isn’t the same thing. 

Do you want to comment on this, Mr. Thomas? 

Mr. Tuomas. As I understand, Treasury stock—— 

Mr. Vanix. Let’s forget about Treasury stock. Let’s say combined 
Treasury stock and new issues by corporations. 

Mr. Tuomas. Well, any securities issues by corporations, to the ex- 
tent to which they borrow the savings of the people, utilize existing 
savings. 

Mr. Vanix. It takes savings away from the banks; doesn’t it? 

Mr. Tuomas. No. 

Mr. Vanix. The money which would ordinarily be on deposit is 
used to buy stock. 

Mr. Tuomas. It doesn’t take anything away from the banks. It 
is utilizing existing savings. 

Mr. Vanrik. The corporation goes into an expansion program with 
the money, with which it buys materials and goods. This creates price 
pressures which would not otherwise exist. 

Mr. Trroomas. Any utilization of money creates price pressures. If 
people didn’t use existing savings, you would have a depression. 

Mr. Martin. We want them to expand, Mr. Vanik. 

Mr. Tuomas. If you expand through the issues of stock 

Mr. Vanix. You want the corporation to expand, but you don’t 
want me to expand into a five-bedroom house. You say if I can’t 
afford that house, I shouldn’t do it. 

Mr. Tuomas. As long as you can borrow the money from somebody 
else who is saving, it is perfectly proper. 

Mr. VantK. I can’t see the distinction. When a corporation issues 
a new stock issue, it is adding to the credit of the country. Here is a 
device which is used to expand credit over which there is apparently 
no Government control, which leads me to the next question, Shouldn’t 
some agency be established to control this whole credit picture? You 
do it piecemeal in the Federal Reserve and perhaps the Securities and 
Exchange Commission does it piecemeal. I am wondering whether 
the authority of the Federal Reserve or Securities Exchange Commis- 
sion should be expanded or whether a new agency shouldn’t be created 
to control all credit. If we are going to put effective credit curbs into 
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operation, it seems to me we ought to do something about the internal 
generation of credit by corporations who are apparently completely 
uncontrolled at the present time. 

These $214 billion that are annually being raised by corporations 
in new stock issues are inflating the credit structure of those corpora- 
tions, isn’t that right? It is adding to the national credit. It is adding 
to corporate indebtedness, which is one phase of this indebtedness 
structure that concerns us, is it not ? 

Mr. Martin. I don’t think so, Mr. Vanik. What we are dealing 
with here is borrowed money. To get back to your house, an individual] 
who has the money can buy a house. There is no restriction on that. 
You wouldn’t want to say to him that just because there is an active 
demand for credit, because there is a demand for housing at the 

resent time, that he couldn’t use his savings if he has them to buy a 
ouse. 

Mr. Vanik. Yes, but if I need money you discourage me by the 
higher interest rate. You say, “You have to pay 6 percent.” I say 
I don’t want to pay 6 percent interest. If I have to do that, I may 
choose not to build my house. 

But a corporation will say, “We will just go out and float a new 
issue and raise the money with which to expand.” 

Mr. Martin. That is assuming that they are able to sell the stock in 
the market and draw on savings. 

Mr. Vanik. That is right. They are presently able to do that. 

Mr. Marrin. If you can finance your house by drawing a savings, 
it is a perfectly sound operation, but in order to get savings today you 
have to pay niore to attract, those savings into the housing area. 

That is the problem, and we want you when you buy the house to 
be able to retain it, hold it. 

Mr. Vantrk. The point that I make is that the corporation by using 
that device for credit expansion isn’t so much concerned with the ris- 
ing interest rate as an individual. 

Now when an individual wants to do it he has to pay the rising 
interest rate. When a corporation does it, they simply put out a stock 

issue at a time when the stock values are up very high and they can 
make a very good sale and raise capital for their expansion. This is 
a method denied to individuals and even to the Government. 

Mr. Martin. If they are successful in selling the stock. 

Mr. Vanrk. That brings me to the next question. I don’t want to 
exceed the time that the chairman has allocated at this late hour. 

Mr. Martin. I have all the time you want. 

Mr. Vantx. I am looking at page 16 of your report on production 
and business activity and economic conditions for July 1957. Under 
total industrial production I note that during the last 3 months there 
has been a drop from $146 billion to $143 billion. This is based on dol- 
lar value of production, is it not 

Mr. Martin. That is right. 

Mr. Vantx. When we adjust this—— 

Mr. Martin. Mr. Thomas says I am wrong on the dollar value. 
What is it based on ? 

Mr. Tuomas. You are talking about the industrial production index 
of the Federal Reserve. 

Mr. Vantr. Yes. 
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Mr. Tuomas. That is not based on dollar value. It is based on 
physical volume, nearest approach to physical volume. 

Mr. Vanrk. You mean units of production ? 

Mr. Tuomas. Yes. 

Mr. Vani. So that wouldn’t reflect the reduced value of the dollar. 

Mr. Tuomas. No. 

Mr. Vani. That brings me to my next and last question. Since 
this index of total industrial production shows a marked decline, 
doesn’t that of itself indicate that the inflationary pressures have eased 
off ? 

Doesn’t it follow that the inflation that you talked about, which is 
based on demand for produced goods, is not borne out by the indus- 
trial production index, which shows a three-point decline. 

Mr. Martin. It is still two points higher than it was a year ago, and 
all these things go in cycles. 

Mr. Vanrx. You assume that this is merely 

Mr. Martin. We don’t know. We don’t know. We wouldn’t want 
to make a judgment at the present time. The last 3 months there has 
been a modest decline in that index. Now if that persists, why, it may 
foreshadow a trend, but it may easily be just an adjustment here, and 
the another swing upward. 

Mr. Tromas. Some of this decline, it may be noted, reflects in- 
ventory adjustment. It doesn’t mean any decline in the dollar volume 
of demand. 

Mr. VantK. It is just less buying. 

Mr. Tuomas. Inventories are being worked down; yes. 

Mr. VantK. Isn’t it true though that the recessions of 1954 were 
preceded by the same thing? 

Mr. Martin. Oh, yes, that is alw ays our problem. 

Mr. Vantx. Then isn’t this a dangerous omen for 4 consecutive 
months ? 

Mr. Martin. I wouldn’t consider it dangerous at this state. It is 
something that we ought to watch carefully. I agree with you on 
that. It is always easy to see these things after they are over. But 
judging in terms of a projection is a very difficult and hazardous 
thing, and that is our full-time job. 

Mr. Vantx. Mr. Chairman, I thank the chairman for the time, and 
I would like to resume the questioning at the next session. 

The Cuarrman. Thank you, Mr. Martin. The committee will ad- 
journ to reconvene Tuesday at 10 o’clock. 

(Whereupon, at 12: 22 p. m., the committee adjourned, to reconvene 
at 10 a. m., Tuesday, July 30, 1957.) 
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TUESDAY, JULY 30, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, Messrs. Brown, Patman, Multer, Bar- 
rett, Mrs. Sullivan, Messrs. Reuss, Vanik, Rutherford, Coad, Ander- 
son, Breeding, Talle, Widnall, Betts, Mumma, McVey, Hiestand, Bass, 
Seely-Brown, and Henderson. 

The Cuarrman. The committee will be in order. 

We will resume the hearings on the Financial Institutions Act. 

We have back with us this morning Mr. Gidney, Comptroller of 
the Currency. 


FURTHER STATEMENT OF HON. RAY M. GIDNEY, COMPTROLLER 
OF THE CURRENCY; ACCOMPANIED BY L. A. JENNINGS, DEPUTY 
COMPTROLLER; AND R. T. ENGLERT AND G. E. McCONLEY, LEGAL 
DIVISION, OFFICE OF THE COMPTROLLER OF THE CURRENCY 


Mr. Parman. Mr. Chairman, at an appropriate time I want to ask 
some questions. 

The Cuarrman. You may proceed. 

Mr. Patrman. Mr. Gidney, did you get the table that I asked be 
prepared on State laws? 

Mr. Gipney. It is in process of preparation, Mr. Patman. 

Mr. Parman. I hope you break that table down fully to show what 
the State laws are in regard to the maximum interest rates that are 
allowed, whether or not these rates exceed the rates advocated by 
Russell Sage Foundation, and whether or not national banks can get 
around those maximums and whether or not State banks can, and 
whether these maximums apply to just certain types of loan offices in 
the State. In other words, make every attempt to break it down in 
that way, as to the effectiveness of the law. 

(See pp. 621-27.) 

Mr. Gipnry. We will try to cover that particular point. My im- 
pression is that those are not available to national banks. 

Mr. Patman. Mr. Gidney, to this bill, which, of course, involves all 
the National Bank Act, and involves all the Federal Reserve Act, I 
expect to offer an amendment to require paying back what is called 
stock, this involuntary investment that the member banks have in 
the Federal Reserve banks. It will amount to about $330 million. 

Mr. Berrs. What section is that ? 
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Mr. Parman. I don’t know the section offhand, but I assure the 
gentleman that it is covered in the bill. My amendment will require 
paying back capital on this theory : 

No. 1, it is not stock at all. The word “stock” is a misnomer and 
leads people to believe that the Federal Reserve banks are owned by 
the private banks. I used to think so myself until we had a hearing 
which showed clearly that it is not stock, but just called stock. It 
is causing member banks to advocate openly that they should get 
dividends from the Federal Reserve banks because they own this little 
amount of stock. 

The stock, as you know, is not used for any purpose in the world; 
none whatever, and it is not needed. It serves no purpose at all, but 
it costs the Government about $20 million a year to pay the 6-percent 
interest on this stock. We can save that $20 million a year. 

And on the further theory that commercial banks—and I will ask 
you if you agree with me on this—that the exclusive power to create 
money in our country today is in the commercial banks. 

That is correct, is it not ? 

Mr. Gipney. No. 

Mr. Parman. Where else is it? 

Mr. Gipney. You can dig some money out of the ground, gold out 
of the ground and create money. 

Mr. Parman. That is insignificant. 

Mr. Gipney. Not quite insignificant. 

Mr. Parman. If we want to be technical, you are right if you take 
into account the copper and silver and gold coins. 

Mr. Gipney. Particularly the gold. 

Mr. Parman. How much increase did we have last year in the mone- 
tary supply from those sources? Will you supply that for the 
record ? 

Mr. Gipney. Monetary supply increase due to gold production. 

Mr. Patrman. In other words, the increases in our money supply 
from all sources except Federal Reserve notes, in the last 5 years; 
that is, principally metals, of course. I know and you know that the 
amount in proportion to the total money supply is insignificant; 
is it not? 

Mr. Giwney. It is small. 

Mr. Patman. It is very small. 

Mr. Gipney. It issmall. 

Mr. Parman. Therefor, it is a true statement to the extent of about 
99.99 percent, that the power to create money is now exclusively in 
commercial banks, except for that little metal we talked about. Is that 
not correct? The only way money is created is through commercial 
banks, is it not? 

Mr. Gipney. One of the functions of a commercial banking system 
is to create credit, which serves as money. 

Mr. Parman. Which is in effect money. I just want to make sure 
that we have our definitions straight. 

It is my statement, Mr. Gidney, that all money today is created by 
the commercial banking system, except, of course, for that very insig- 
nificant part caused by the increase in metal production. 

Ts that a correct statement ? 

Mr. Gupnry. I think that is substantially true. 

Mr. Parman. That isacorrect statement. All right. 
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Now then, since that is true, and we have delegated to the commer- 
cial banks the power to create our money, it is my theory that all the 
commercial banks should have the same right and access to the Federal 
Reserve System as the chosen few—the national banks and the State 
banks that choose to become members. 

Is it not a fact, Mr. Gidney, that under present regulations and 
practices, nonmember banks now really get the benefit of the Federal 
memes System through the clearance of checks and other services like 
that? 

Mr. Giwney. Well, I think they get very substantial benefits from 
the existence of the Federal Reserve System. However, I would not 
say through the clearance of checks particularly. 

Mr. Parman. Well, they clear the checks, don’t they? 

Mr. Gwney. That is true. They get many of the benefits, that is 
true. 

Mr. Parman. But they are denied—I wouldn’t say denied. 

Mr. Gionny. I think you should not say denied. 

Mr. Parman. No, I will not. 

Have the interbank deposits increased or decreased in recent years ? 

Mr. Grioney. I have no figures on that. I should think they must 
have increased. 

Mr. Patrman. The interbank deposits are principally in the larger 
banks, are they not ? 

Mr. Gipney. That is true. 

Mr. Parman. For the same reason that they used to be? 

Mr. Gipnry. That is true. 

Mr. Parman, Do you consider that there is greater or less con- 
centration of banking now than there was in 1913? 

Mr. Gipney. In what sense are you speaking about concentration? 

Mr. Parman. I am speaking about the concentration of banking in 
the hands of fewer banks. Greater concentration. Is it less or more? 

Mr. Gipney. I should think that you could make a very good case 
for it being less. 

Mr. Patman. Less concentration now than in 1913. 

Mr. Gipney. Yes. 

Mr. Patman. How about 1935? 

Mr. Gipnery. That is something that would take a little study. 

Mr. Parman. What about 1935? 

Mr. Gipney. 1935? 

Mr. Patman. Yes, sir. 

Mr. Gipnry. Well, we have some small decline in number of banks 
since 1935, but we have had a very great increase in the number of 
quite large institutions that are ead around the country. 

I think there has been a considerable decentralization of banking 
power in that period. 

Mr. Parman. Mr. Gidney 

Mr. Mutter. Will you yield for a question to clarify the information 
you are seeking ? 

Mr. Patman. I yield. 

Mr. Mutter. You can refer to concentration of banks in two ways, 
one geographically, and the other as to the banks or institutions that 
are doing the banking. Of course, if you refer to the question of con- 
centration geographically, you can say that back in the early days it 
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was all concentrated in New York City, whereas today it is spread 
throughout the country. I assume you are looking to the concentra- 
tion of institutions, rather than geographically. 

Mr. Parman. That is what I have in mind. I would like to have 
both. I would not expect to have you answer that right off, but I 
would like you to prepare that information for me. 

Mr. Gipney. You are asking for opinion rather than for informa- 
tion, because the figures are available and what they mean to you 
may be different from what they mean to me. 

Mr. Parman. They are available. I have seen them. So I will not 
insist on that, Mr. Gidney. I withdraw that request. 

The point that Iam pursuing here now is about the Federal Reserve 
banks being owned by the Government, as they are. 

Mr. Gipney. I beg your pardon? Did you say they are owned by 
the Government ? 

Mr. Parman. Being owned by the Government, as they are, I said. 

Mr. Gipney. I don’t understand that they are ‘owned ‘by the Gov- 
ernment. 

Mr. Parman. Who do you think owns the Federal Reserve banks? 

Mr. Gipnry. The member banks. 

Mr. Parman. Do you really think that? 

Mr. Gipney. Yes, I do. 

Mr. Parman. Mr. Gidney, you are so far wrong. 

Mr. Gipney. Well, one of us is wrong. 

Mr. Patman. I say that in all seriousness. In fact, I just cannot 
conceive that a person holding your position would insist that the 
Federal Reserve banks are owned 

Mr. Gipney. Well it is a question you can’t answer in one word. 

Mr. Patman. Oh yes, you can answer it. The evidence is available. 

Mr. Brown. He said he cannot answer in one word. 

Mr. Patman. Yes, he can. He can say “No.” 

Mr. Gipney. I say “Yes” and you say “No.” 

Mr. Patman. I say you are wrong. There is testimony available 
We had hearings on that. We spent a year on that very question. 
The conclusions were that this stock is not stock that would cause the 
member banks to own the Federal Reserve banks. It is not stock at all. 
It was never intended to be stock. It doesn’t give any proprietary 
interest in the Reserve banks. 

Mr. Gipney. It gives them 6 percent—— 

Mr. Patman. Wait a minute. How can you own anything and not 
have a proprietary interest in it ? 

Mr. Gipney. If I have something that gives me 6 percent interest 
over many years, I think that would be something that I own. 

Mr. Parman. That would be an investment, would it not? 

Mr. Gipnry. That could be an investment. If I have something 
that enables me to elect two-third of the directors of the banks, I 
think I own something. 

Mr. Patman. You do not elect them by reason of the ownership of 
your stock. You don’t vote that stock according to the amount of 
stock you have. You vote just as one cooperative as provided in the 
law. 

Mr. Gipney. You just cast one vote, that is true. 

Mr. Parman. That is true. The so-called stock is just to make the 
banks feel that they have an interest in the System. 
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Mr. Gipney. Well, they have an interest. 

Mr. Parman. That is service to the banks. 

Mr. Gipnry. They have an interest in the System, of course. They 
have many interests in the System. 

Mr. Parman. Well, stock the interest is that they have an involun- 
tary investment on which they get 6 percent return. But you don’t 
mean to say, Mr. Gidney, that the Reserve banks use that bank stock 
in any way, do you? How do they use that $300 million? Name 
me one way. 

Mr. Gipney. They take 6 percent dividend on it. 

Mr. Patman. That is from the banker’s standpoint. 

Mr. Gipnry. Well, you are speaking about the stockholders. 

Mr. Parman. I am speaking about the Government standpoint. 
Ownership standpoint. Name me one benefit that the Government 
gets from the investment in that stock. 

Mr. Gipney. It isn’t the Government’s investment of stock. It is 
the stockholder’s investment; I thought you wanted to know how 
the stockholders get a benefit. 

Mr. Parman. Name me one benefit that the Government or the 
people receive from that investment of 3 percent of the member banks’ 
capital and surplus. 

Mr. Gipnry. The Government and the people get a tremendous 
benefit from the existence and operation of that series of Federal 
Reserve banks. 

Mr. Patman. I will repeat again, Mr. Gidney. Name me one 
benefit that the Government and the people get by reason of that 
particular investment of $300 million ? 

Mr. Gipney. That is just a part of the picture. That is a part of 
the whole. 

Mr. Parman. Name me one benefit they get. You can’t name one, 
Mr. Gidney, because the Government doesn’t get any benefit from it. 

Mr. Gipnry. The Government didn’t make that investment. 

Mr. Parman. The Government gets no benefit from it. It is a 
hoax. 

Mr. Gipney. It certainly gets tremendous benefit from the exist- 
ence of those banks. 

Mr. Parman. It is a hoax. Our investigation disclosed that it was 
done for the purpose of making the bankers feel that they have an 
interest in the System. 

Mr. Gipney. Mr. Patman, you said I was wrong. I would like to 
say you are wrong. 

Mr. Parman. Well, the records support me. 

Mr. Gipney. I don’t think so. 

Mr. Parman. In the hearings in 1952, we had the presidents of all 
the Federal Reserve banks, we had all the officials of the Government 
at that time, and it was undisputed, Mr. Gidney, that that stock serves 
no purpose. 

When Mr. Martin was here the other day, and discussed the pur- 
chase of the $24 billion in bonds that the Federal Reserve holds, I 
asked, “Did you use the stock of the banks to buy that?” And his 
answer was, “No.” 


Did you use the reserves of the member banks to buy the bonds? 
No. 
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Did you use anything that was furnished by the member banks to buy those 
bonds, such as the $300 million held from the outstanding stock or the reserves 
of the member banks? 

No. 

What did you use to buy those bonds, Mr. Martin? 

And he said, “The credit of the Nation, the Government’s credit,” 
and he told the truth. Because the Federal Reserve banks operate on 
the credit of the Nation. 

They create money. They have the Bureau of Engraving print 
currency, Federal Reserve notes, and they exchange this currency for 
bonds. The stock is worthless, so far as the value to the banking 
system is concerned. It is worthless so far as the people are 
concerned. 

We have $750 million of surplus in the 12 Federal Reserve banks, 
acquired from interest on United States Government bonds. We can 
take $300 million of that surplus and pay to the member banks their 
stock subscriptions, and we will still have in the surplus fund $450 
million which we don’t need at all. It serves no purpose in the world. 
It could be paid on the national debt and we would save interest on 
that amount of debt. 

But we will just leave it there, for the sake of argument. Some 
people might say it is needed. And then let all the commercial banks 
have the same right to participate in the Federal Reserve System, and 
1 think that this committee should certainly consider that proposition. 

This bill would repeal every usury law in the United States. 

Mr. Gipnry. Mr, Patman, I completely disagree with your state- 
ment. I think you should change that. That is not true. © 

Mr. Parman. I willchange that. I will say it this way: 

It creates a loophole in the usury laws that will permit violations of 
what we consider the usury statutes in this country. 

The Cuamrman. We have the witness here to get his views. It isn’t 
necessary that his views conform with the views of the members. He is 
here to testify. 

Mr. Parman. That is right, Mr. Chairman. 

The Crarrman. Nor should we use him as a sounding board for a 
speech. We want to get along with this hearing. I realize your 
enthusiasm about these things. 

Mr. Parman. It is not enthusiasm, Mr. Chairman. 

The Cuatrman. I realize you are very sincere, but the purpose is to 
conclude this hearing sometime. 

There is nothing in the bill that changes the present conditions 
which you are against. 

Mr. Parman. Yes, sir, there is. 

Mr. Mumma. Will you yield, Mr. Patman? 

Mr. Parman. I yield. 

Mr. Mumma. Isn’t this thing turning into a duplication of the 
Kerr-Humphrey hearings in the Senate? 

Mr. Mutter. What are they doing there? 

Mr. Mumma. Well, Humphrey was on the stand 10 days, and Kerr 
was examining him. Certainly there should be a limit to it. 

The Cuarrman. I think we ought to get the information by ques- 
tions and answers, rather than by long speeches. 


Mr. Parman. Of course, the chairman can be critical of me, but I 
think 
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The CuarrMan. You can expand on your questions in executive ses- 
sion, but let’s get along with the hearing. 

Mr. Parman. I think the chairman ought to be concerned about this. 
The Government is being robbed every day, and the taxpayers are 
being robbed every day. 

The Cuarmman. I know that 90 percent of the earnings of the banks 
are covered into the Treasury, the net earnings, I know the surplus 
of which you speak belongs to the Government. But whether or not 
the banks own these funds is another question. 

Mr. Parman. I think, Mr. Chairman, you ought to say, in view of 
what we know, that we ought to take another look at it, and the con- 
sideration of this bill is the place to do it, because it involves the 
whole National Bank Act, and it involves the whole Federal Reserve 
System. 

The Cuamman. This bill is so broad, and covers so many subjects, 
but there are few changes in it that are important, and that ought to 
be discussed. We can’t meet all problems here. I don’t suppose there 
was any intention to do so. But I think we should concentrate our 
questions on the provisions of the bill in order that we can get along. 

Of course, if we just threw down the gates, we would never have any 
consideration of the bill. I am not speaking for any particular bill. 
I only want the orderly processes of legislation to prevail, so that we 
can, at sometime, come to a vote on whether the committee wants this 
bill or not. 

Mr. Barrett. Mr, Chairman. 

The Cuatrwan. Mr. Barrett. 

Mr. Barretr. Mr. Chairman, I am inclined to agree with Mr. Pat- 
man. I would love to hear his dissertation of this banking system, and 
very frankly, I think he knows his subject very broadly, and in order 
to facilitate the work of this committee, I think it would be a mighty 
fine thing if we could get Mr. Patman to act as the witness, and make 
his recommendations, and let’s act on his recommendations. 

T think we could follow many of thera. And that would give every 
member of this committee a chance to question the witnesses. 

But I don’t think we should inaugurate any amendment or any bill, 
until we are able to hear Mr. Patman fully. I think if he agrees to 
that, it would be a very happy solution in the controversy we are hav- 
ing on this bill. 

Mr. Parman. Do you want me to agree to that, Mr. Chairman? 

The CHarrman. No, I don’t agree to that. 

Mr. Parman. I certainly would be glad to agree to it, because there 
are amendments which I am going to offer. 

I am going to offer one to pay back that involuntary investment, 
which is not stock. although it is called stock. 

Also, I am going to offer an amendment to have a 12-man Federal 
Reserve Board in Washington, with all members of the Board public 
members, and to abolish the Open Market Committee as it is, and to 
make the Board the Open Market Committee. There should be no 
bankers on that Board helping to fix interest rates. 

The Cuarrman. Mr. Patman, it seems that you are appearing as 
a witness this morning. At the conclusion of the hearings, certainly 
I would be very glad to have you appear as a witness and to make a 
speech. 
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Mr. Parman. With that understanding, I will not interrogate this 
witness further, except that I want to make one statement in answer 
to the chairman. 

The Cuarrman. Of course, we may have a limitation on time, but 
you will certainly be invited to appear and present your case at the 
conclusion of the hearings. 

Mr. Parman. Of course, no one wants to say anything that is not 
pertinent to the inquiry, but as long as we are getting information 
that is pertinent, I assume you w ould not want to cut the hearings 
off. 

Remember, Mr. Chairman, for _ years this committee hasn’t heard 
any banking subject discussed. I don’t say that a hearing has been 
deliberately kept from us, but we have not had an opportunity to go 
into banking subjects, and the problems have piled up here for 20 

years. Now we have a bill which encompasses all these problems at 
one time. If we had gone into these matters every year for the last 
20 years, we wouldn’ t need to ask all these questions. 

I am going to ask the privilege of presenting my amendments 
before this committee as a witness, where I can be interrogated by 
each member of this committee. If I cannot answer the questions 
satisfactorily, I am not entitled to win on my amendments. 

With that understanding, I am through. 

The CuHarrman. You may have an opportunity to appear as a wit- 
ness at the conclusion of the hearings. That doesn’t mean you will 
have a whole morning for it. 

Mr. Parman. What are you trying to do, Mr. Chairman? Are you 
trying to cut off information that i is material and germane? 

The Cuarrman. No, Lam not trying to cut it off. " 

Mr. Mutrer. May I suggest we consider in executive session the 
amount of time we will give to Members of Congress, rather than take 
up the time of the witness with that discussion ? 

The Cuarrman. I think we ought to let the witness answer the ques- 
tions. He has come here to answer questions, and I think the witness 
ought to be interrogated, and we ought to give him time to answer. 
It isonly common courtesy. 

Does anyone else want to interrogate the witness? 

Mr. McVey. Mr. Chairman. 

The CuatrmMan. Mr. McVey. 

Mr. McVey. I should like to refer to the opening statements of Mr. 
Patman, which I think are very important. Those statements refer 
to retirement of the stock owned by the commercial banks in the Fed- 
eral Reserve System. 

Our witness has had no chance to comment upon that subject, and 
I would like to know his views. 

The Cuarrman. You may comment on it, Mr. Gidney. 

Mr. Gipney. My view is that stock is well placed, in good hands, 
serving a useful purpose and should remain as it is. 

Mr. McVey. Would you mind, Mr. Gidney, telling us what purpose 
you have in mind? 

Mr. Giwnery. Well, it is customary for a corporation or bank to have 
an owner, and we have the owners. These Federal Reserve member 
banks, as Mr. Patman has said, the July 17 capital paid in was $333,- 
940,000, with a surplus of $747 million. and with a further surplus of 
$27 million, other capital accounts, practically $300 million. That 
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is a condition of membership. It is not involuntary. Their member- 
ship is in a large degree voluntary, because the national banks, surely, 
were put in originally, but they can go out, they can convert to State 
banks, or merge with State banks, as many of them have, and the State 
bank members, of which there is a considerable number, and very 
large dollar amounts, have acquired that completely voluntarily, and 
they can go out freely. Sothat is the technical ownership of the lesa 

The stock pays 6 percent interest, cumulative in effect, and it is de- 
sirable—it seems to me completely desirable. I don’t agree with Mr. 
Patman on that. 

Mr. Parman. Would you yield, Mr. McVey ? 

Mr. McVey. Yes, sir. 

Mr. Parman. You will admit, Mr. Gidney, it is not proprietary 
ownership, is it ? 

Mr. Gipney. I should say it is proprietary ownership. 

Mr. Parman. You dosay that? 

Mr. Gipney. Yes, sir. hi 

Mr. Parman. You are in opposition to the position of every Chair- 
man of every Federal Reserve Board we have ever had. 

Mr. Gipnry. Very well. 

Mr. McVey. One more question, Mr. Gidney. I am asking these 
questions for information. I want you to realize that. 

What would be the effect, if this stock were retired ? 

Mr. Gipney. No particularly world-shaking effect. 

A very great man, who was a member of the original Federal Re- 
serve Board, wanted to retire it in the early days, not for Mr. Patman’s 
reasons but for the reason that he said they would never earn enough 
to pay the dividends on it. 

Well, of course, he was a very able banker and all that, but he was 
not completely good as a prophet, because they have earned it, as I 
see it. 

Mr. Patman says they haven’t earned it. I think they have. 

And I think the retirement would not make a great difference, if 
the other factors of membership continued the same. 

That Federal Reserve stock, you might think at first glance that 
that is an obstacle to people becoming members, but on the contrary, 
it is an inducement, because the 6 percent is rather good. It is even 
more than they can get in the market today, on anything of comparable 
quality, and that has been a very safe investment. 

I think it is all right as it is. But if it were returned, I don’t think 
it would make a great difference. 

Mr. McVey. Just one more question, and then I am through. 

Some of us have had a good deal of correspondence from banks re- 
garding the portion of the act which forbids banks operating in com- 
munities of more than 5,000 people to conduct an insurance agency. 

Some of us have had requests asking that limitation to be raised to 
ten or fifteen thousand population. 

What is your opinion on that? 

Mr. Giwney. I think it would be well to do so. Although we have 
not pressed it because we are aware that there are a great many in- 
terests, perhaps competitive interests, who would oppose that 
vi a 

However, in response to a request from the committee, we have for- 
warded, I believe, suggested language to increase that to 10,000—— 
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Mr. Jenninos. No; our suggestion was that we believed that na- 
tional banks should be placed on a parity with State-chartered banks, 
depending on the laws of the State. If State banks engage in insur- 
ance business, regardless of the size of the community, we think na- 
tional banks should be permitted to do so. If State banks are pro- 
hibited, we think it would be fair and equitable for national banks 
to be prohibited from engaging in the insurance business. 

We think parity is desirable. 

Mr. Gipney. On the other hand, we are perfectly happy to have the 
committee take such action as it thinks is best, and I had intended to 
send you a simple amendment that would make the 5,000 population 
figure, 10,000. That, of course, is very easy. 

Or the so-called grandfather clause, where, if they had initiated the 
business when the population was under 5,000 they could continue 
until it was more. 

Mr. Mouurer. That grandfather clanse you did send up ? 

Mr. Gipnery. I intended to do that, yes, sir. 

So there are different ways to deal with this. We are not opinion- 
ated. We think it would be well. Banks handle these things quite 
well, small banks, and it is not at all unusual for other forms of busi- 
ness organizations to come into the banking field in some respects. 

So if banks were allowed to push out a little bit, that would be all 
right. 

Mr. Mutter. Would you yield at that point, Mr. McVey? 

I suggest that the chairman make a part of our record at this point 
the letter which Mr. Gidney sent up, dated July 29, 1957, on that very 
subject. 

(The letter referred to above is as follows:) 

TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, July 29, 1957. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D.C. 

My Dear Mr. CHAIRMAN: During the course of the hearings on S. 1451 and 
H. R. 7026, Representative Multer requested that we furnish appropriate lan- 
guage to place national banks on a parity with State banks in the matter of 
acting as insurance agent or broker. He also suggested that we furnish appro- 
priate language for a grandfather clause which would permit a national bank 
which had built up an insurance agency when the population was less than 
5,000, to continue to operate the agency even after the population of the town 
exceeds 5,000. 

There is enclosed herewith language which, if substituted for the provisions of 
section 45 of title I, would place national banks on a parity with State banks 
in the matter of acting as insurance agent or broker. 

With respect to the grandfather clause, we would suggest that there be added 
at the end of section 45 the following sentence: 

“Any national banking association which was lawfully acting as an insurance 
agent or a real-estate broker or agent at a time when the population of the 
place in which it is located and doing business did not exceed 5,000 inhabitants 
may continue to act as such insurance agent or real-estate broker or agent even 
though the population of the place in which it is located and doing business 
exceeds 5,000.” 

Sincerely yours, 
Ray M, Giwney, 
Comptroller of the Currency. 
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Section 45. Acting as insurance agent or broker 

“(a) In addition to the powers now vested by law in national banking asso- 
ciations, any such association may, under such rules and regulations as may 
be prescribed by the Comptroller of the Currency, act as the agent for any 
insurance company authorized by the authorities of the State in which such 
bank is located to do business in said State, by soliciting and selling insurance 
and collecting premiums on policies issued by such company to the same extent 
as is permitted to State banks in said States. Such association may receive for 
services so rendered such fees or commissions as may be agreed upon between 
the said association and the insurance company for which it may act as agent. 
No such bank shall in any case assume or guarantee the payment of any premium 
on insurance policies issued through its agency by its principal, nor shall any 
such bank guarantee the truth of any statement made by an assured in filing his 
application for insurance, 

“(b) In addition to the powers now vested by law in national banking asso- 
ciations, any such association may, under such rules and regulations as may be 
prescribed by the Comptroller of the Currency, act as the broker or agent for 
others in making or procuring loans on real estate and receive for such services 
a reasonable fee or commission to the same extent as is permitted to State banks 
in said State. No such bank shall in any case guarantee either the principal or 
interest of any such loans.” 

Mr. Mumma. Was that sent to all members? 

Mr. Murer. It was sent to the chairman, and apparently some 
extra copies came up. 

Since my inquiry prompted the letter, our clerk gave me a copy. 
That is why I happen to have a little advance information. I am 
sure he didn’t intend to by ypass any member of the committee. 

Mr. Parman. Mr. Chairman, before that is done, I would like to 
bring up the point about Mr. Brown’s colloquy. 

Mr. Brown, I think, was rather serious about this matter. I was 
more or less facetious about it. At least, I was not as serious as he. 
[ have a great respect for Mr. Brown, and I don’t want to say a thing 
on earth that would hurt him. I think we ought to strike that whole 
colloquy from the record, Mr. Chairman, but I think you ought to 
instruct the clerk to confer with Mr. Brown and make sure it is all 
right with him, because there might be something in there that he 
would want to stand. 

Phe CHarrMan. It may be stricken. 

Mr. Mutter. Mr. Chairman, I withdraw the request I made, be- 
cause I understand that the information Mr. Gidney has sent up to 
us, not only that letter but also two other letters, will appear in the 
record at the point at which they were asked for. 

Che CHARMAN. Yes, it will be in the record. 

Mr. McVey. Iamthrough, Mr. Chairman. 

Mr. Berrs. May I make an observation, Mr. Chairman ? 

The Cuatrman. Mr. Betts. 

Mr. Berts. Mr. Patman objected, apparently, to bankers holding 
certain positions in the Federal Reserve System and other places in 
the Treasury. 

It just occurs to me that it is just as proper and important for a 
banker to be in Government positions which affect banking as it is for 
lawyers to be in the Department of Justice, and for soldiers to be in 

the Department of the Army. That is a correct rationalization, Mr. 
Gidney ? 

Mr. Gipney. Well, I think bankers are first-class citizens. 

Mr. Betts. Well, I wanted to follow through. 

Personally, I can see no objection. 
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Mr. Parman. Mr. Betts, would you yield? 

I think you are too broad in your statement. I was talking about 
policymaking positions, where there is a conflict of interest. 

Mr. Berts. Well, I think there are lawyers in policymaking posi- 
tions in the Department of Justice. 

Mr. Parman. I don’t think so, where they have outside interests 
that are affected by the policies they make. 

Mr. Berrts. I think there are soldiers in policymaking positions in 
the Department of the Army. 

Mr. Mutrer. Mr. Betts, will you yield? 

Mr. Berts. Yes, sir. 

Mr. Muurer. Lawyers in Government are not running the courts, 
unless they become judges. I think the point Mr. Patman is making 
is that these bankers, taken from the private banking field, go in and 
run a public bank. I don’t care to go along fully with his position on 
that. There are some safeguards, I think, you must write into this 
law so as to protect the public. 

When you take a lawyer and put him on the bench, before you do 
that, if it is an appointment by the Federal courts, our Senate com- 
mittees review the whole situation and determine whether or not he 
will make a good judge, and then they let him go to the court: and 
even there he must act in accord with the laws and regulations placed 
upon the statute books by the Congress. 

Mr. Berrs. I see your point; but lawyers in the Department of Jus- 
tice are engaged in forming policies in the Department of Justice, 
which is a very important part of the Government. I just wouldn’t 
say that I see our defense in jeopardy, because soldiers are in policy- 
making positions as far as the Army is concerned. 

Mr. Henverson. Mr. Betts, just to bring out this point on bankers: 
What is the legal definition of a banker? What are we talking about 
here? 

Mr. Berts. Well, Mr. Patman is talking about a professional banker, 
and apparently thinks he is in some conflict of interest position if he 
holds a Government position that affects banking. I don’t. I think 
it is sound philosophy, that a banker hold a position in Government 
with respect to banking. 

Mr. Munrer. Well then, we ought to repeal, then, that provision of 
the law which provides that certain members of the Federal Reserve 
Board and the Comptroller of the Currency can’t take certain positions 
after they leave, within a period of time, within 2 years. 

Obviously, up to the present time the Congress has decided there is 
some conflict. I think maybe we ought to address ourselves and de- 
cide what we are going to do with that part of the law. Are we going 
to continue it, strengthen it, or weaken it? 

Mr. Berrs. What I said, Mr. Multer, was that I thought there was 
nothing wrong in having bankers in these positions. 

Mr. Mvtrer. Mr. Betts, I don’t think any of us, Mr. Patman or 
anyone else, was reflecting on the integrity of the banking fraternity 
or any individual in the banking fraternity. 

The Cuamman. Are there further questions? 

Mr. Anperson. Mr. Chairman. 

The Cuamman. General Anderson. 

Mr. Anpverson. Mr. Gidney has submitted a letter in response to a 
question which I asked. The letter was dated yesterday. 
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Could I clarify, for the record, Mr. Gidney’s present position with 
respect to section 20? 

In your original presentation, Mr. Gidney, you said, with reference 
to section 20, which now provides for determination prior to issuance 
of preferred stock, that the issue is the most practical method of ob- 
taining the desired capital. 

Originally, you said: 


Consequently, we favor adoption of section 20 as it appears in this bill. 


And yet, your statement prefaces that with the statement that such 
issuance of preferred stock should be approved by the Comptroller 
only in urgent or unusual situations or under emergency conditions. 

Now, the letter, dated yesterday, states that we should use the lan- 
guage “only practicable method” because this— 
is the language most suitable for restricting the issuace of preferred stock to 
urgent or unusual situations or emergency conditions. 

So I would assume, then, from this letter, that you replace your 
previous endorsement of the wording of the bill, “most practicable 
method.” 

Mr. Gipnry. Mr. Anderson, we are satisfied with that wording. 
You asked us if we could suggest wording to be substituted which 
would permit the Comptroller to approve the issuance of preferred 
stock by national banks only in urgent or unusual situations or under 
emergency conditions. 

That is, of course, what we said we would like better, but we like the 
bill as it is. 

If the committee would like to make it more restrictive, we can sub- 
stitute for “the most practicable method” the words “only practicable 
method.” Then, of course, we would have quite a restrictive provision. 

We are satisfied with “most practicable” as it has come thus far in 
the bill. 

Mr. Anperson. As you pointed out in your previous testimony, you 
expected to use it as “the only practicable method.” 

Mr. Gipney. Oh, no, I didn’t point that out. I think Mrs. Griffiths 
thought that we were saying that we would take an arbitrary position 
and decided that it would have to be the only practical method. We 
certainly didn’t intend to twist the language of the law in that manner. 
Certainly not. 

Mr. Anperson. Let’s see, then, if we can’t follow through your posi- 
tion again, because you have given no actual support, excepting your 
verbal support, to the language “most practicable method.” Yon 
haven’t justified that in any way, except to say that it is satisfactory. 

You have said that relative to the issuance of preferred stock by 
national banks— 

We believe— 

You are speaking, now, on page 5 of your original prepared 
testimony— 

we believe that under the language of the bills, the issuance of preferred stock 
by national banks should be approved by the Comptroller only in urgent or un- 
usual situations, or under emergency conditions. 

Is that your position ! 

Mr. Groner. Well, no; I will say that that is a more extreme posi- 
tion than I wish to take in this statement, that is true. That is subject 
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to the—as written, but as I explained to Mrs. Griffith, we would not 
carry it as far as that. We would not say that “most” meant “only.” 

Mr. Anperson. No; I appreciate that. But now we are trying to 
develop your actual position. 

Mr. Gipney. Our position is that we would like to have it reserved 
for the emergencies, for cases where it is the most practicable method, 
and we think that would be usually in cases where there were peculiar 
circumstances. 

Mr. Anverson. Are you going to withdraw this sentence which I 
just read ? 

Mr. Giwney. I modify it. 

Mr. ANDERSON (reading) : 

We believe that the issues of preferred stock by national banks should be 
approved by the Comptroller only in urgent or unusual situations or emergency 
situations. 

Mr. Gipney. I would like to modify that and say, “We believe it 
should be approved only in cases where it is the most practical 
method,” and of course in taking account of what is the most practical 
method, we would have to take account of all the circumstances. And 
if it were developed that there was a desire to have it become the rou- 
tine, everyday method to issue such stock, we would not be for it. We 
would want to have a pretty good, convincing reason, to think that 
that was the most practicable method. 

Mr. Anverson. What other type of circumstance would you utilize 
as justifying a decision that it was most practicable / 

Mr. Giwney. Well, I haven’t faced one recently, but I think they 
could arise. 

Mr. Jennineos. Mr. Anderson, I might add at this point that we do 
have situations from time to time where the stock of a bank has a 
very high book value in relation to the market value because the bank’s 
earnings are not too substantial, and the dividends do not warrant a 
higher price than the current market price. Yet the bank finds it 
necessary to sell some additional capital. In order to sell common 
stock, it would have to be sold at a fraction of its book value. That 
could be a situation where we would decide that under the circum- 
stances, preferred stock should be sold. 

There are various instances we might encounter that would cause 
us to believe we should approve the issuance of preferred stock, where 
an emergency situation would not be involved. 

Mr. Gipney. There are a great many cases which we could imagine 
or think up. 

Mr. Anperson. Wouldn’t that come under the heading of an emer- 
gency situation ? 

Mr. Jenninos. Not necessarily. The bank could be undercapital- 
ized and need additional capital to support fully the risk to the de- 
positors. I do not mean the risk would be terrific, but nevertheless, 
the bank might have a very large volume of risk assets in relation to 
its capital structure, and some additional capital would strengthen 
the position of the depositors. Yet it would be difficult for the 
bank to sell stock at a price that would not result in a very heavy 
dilution to those present shareholders who might not be able to sub- 
scribe to the new issue of common stock. | Inder such circumstances, 
it is conceivable that we would approve the sale of some preferred 
stock. 
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Mr. Anperson. Would you regard that situation, then, as one in 
which, if we said “only practicable,” that you could not authorize the 
issuance of preferred stock ? 

We should have this in the record, because should we put this in, 
you may come back to the oo to find out what we said. 

Mr. Jenninos. I would say that with the use of the word “only” 
we could approve preferred deo’ ‘k under the circumstances as I have 
described them. 

Mr. Anprrson. So that “only” would meet any situation mentioned. 
I am concerned here with the matters of Mr. Gidney’s testimony. 

Mr. Gipnry. I think that this testimony, as written, is a little 
stronger than I feel on reflection. 

I could give you another illustration. Let’s suppose we have a bank 
that has suffered some inroads into its capital funds by this, that, or 
the other reason, and you seek to get new capital. It might be that it 
wouldn’t be quite fair to the purchasers to sell them common stock. 
Maybe preferred stock would be the answer to shore up that particular 
situation, because the common stock might be somewhat undesirable 
to purchase at that time. The sale might fail. There are lots of cases 
that could arise. 

Mr. Anperson. And they are not unusual ? 

Mr. Gipney. Well, I hope they will be unusual, but I can’t guaran- 
tee it. 

Mr. Anperson. Well, the last sentence, of course, of your letter of 
yesterday, which I presume is perhaps more deliberate than your 
original statement, or rec onside red i in view of our discussion the other 
day. ——— 

Mr. Gipney. This letter would just seek to meet what we thought 
was your request, to give you one that would really put the squeeze 
on it. 

Mr. Anperson. Of course, my request was predicated on your testi- 
mony of the other day. 

Mr. Gipney. Yes, sir. 

Mr. Anpverson. And you say in this letter that “only practicable 
method” is the language most suitable for restricting the issuance of 
preferred stock to urgent or unusual situations or emergency condi- 
tions. 

Mr. Gipney. That is certainly true. 

Mr. ANnperson. It seems to me that is all we are striving to meet. 

Mr. Gipnry. That istrue. It is the language most suitable for that. 
But we would accept the more generous language. 

Mr. Anperson. You will accept it, but we now have you on both 
sides. 

Mr. Gipney. All right; sometimes one will wobble on a thing. 

Mr. Anprerson. Thank you, Mr. Chairman. 

Mr. Mutter. In other words, you have now indicated that the lan- 
guage would be acceptable to you if we made it “only practicable 
method” ? 

Mr. Grwnry. Either way. 

Mr. Mutter. And if this committee decides we should change the 
language so that it would read, quoting from your statement— 


Preferred stock may be issued only in urgent or unusual situations or under 
emergency conditions— 
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If this committee should see fit to put that language into the statute, 
you could get along with that language, too? 

Mr. Gipney. Yes, sir. 

My counsel has given me a good suggestion. We would like, per- 
haps, not to put the word “emergency” in, because that might stigma- 
tize the bank, and I think he is right. 

Mr. Muurer. So if you used “in urgent or unusual situations,” 
would that be all right? 

Mr. Gipney. If we had the words “the only practical method,” that 
would cover, I think, those situations, “most practical method” or 
“only practical method,” either one. 

Mr. Mutter. Do you think “only practical method” would encom- 
pass what is meant by “urgent or unusual situations,” and not go be- 
yond that? 

Mr. Gipney. Urgent and unusual situations. 

Mr. Mutter. And it might also include emergencies ? 

Mr. Gipney. Yes, sir; of course. 

Mr. Momma. Mr. Anderson, will you yield? 

Mr. Anperson. I yield. 

Mr. Mumma. Isn’t it true that all this conversation we have on 
the exact wording is to protect the common-stock holder? It seems 
to me it is to protect the common-stock holder, because if you issue 
preferred stock, it is preferred over the common. 

Now, in making your decision, couldn’t you put in as one of the 
provisions the common-stock holders may or might have the first 
chance to subscribe, just as rights that are being given to other-type- 
stock holders every day ? 

Mr. Jenninos. That is right, Mr. Mumma. That could be incor- 
porated in to the statute or the Comptroller could require it as a 
condition of his approval for the sale of preferred stock. 

Mr. Mumma. If the common-stock holder was not financially able 
to take up the rights wouldn’t they have a certain value in a sale. 

Mr. Jennincos. The chances are that the right to buy wouldn’t have 
a value for preferred stock if it were sold at its par value. 

Mr. Mumma. I don’t know, technically. But you are primarily try- 
ing to protect the common-stock holder, to give him a chance to be 
one of the first to get in? 

Mr. JENNINGS. There is certainly a lot of truth to that, because we 
believe that a bank recapitalized through the use of preferred stock, 
will result in the common-share holders of the bank bearing a heavier 
degree of risk in relation to the risk assets of the bank. That risk 
falls on the common-share holder first. 

Mr. Gipney. [ find that, in this bill, there would be the right to 
purchase, for the common-stock holders who have preemptive rights. 
Of course, in some of the situations they would probably yield them 
very readily. Yet, I think one of the purposes in suggesting pre- 
ferred stock has been to open a field of possible stockholders—the 
insurance companies, for instance, who would take preferred stock— 
and other endowed funds, funds of one kind or aonther, and those, 
of course, could be most readily availed of if the issue were sold in 
a block and were not broken up. 

But as I understand from the language of the bill, the common- 
stock holders would have the first chance at the stock. 

Mr. Mumma. Thank you. 





EERE 


: 
i 
| 
' 








SS aS 





ronan ~ = 


FINANCIAL INSTITUTIONS ACT OF 1957 345 


Mr. Anperson. I would like to clarify your position on one other 
matter that we discussed last week. 

Mr. Mutter. Are you referring to the matter of preferred stock ? 

Mr. Anperson. Yes, sir. 

Mr. Mutter. Will you yield to me on a point on the preferred stock ? 

Mr. Anperson. I yield to Mr. Multer. 

Mr. Muurer. When a new bank is being organized, and you are rais- 
ing the capital, or increasing the capital, the only method available 
now is by common stock, and you require the common stock to have 
a fixed par value, and then to be bought or subscribed for at a price 
over the par value, and part of that excess over par value is then 
assigned to surplus and part to undivided profit. That is correct; is 
it not? 

Mr. Gipney. Yes, sir. 

Mr. Mutter. What will you do when preferred stock is issued? Is 
that to be handled the same way ? 

Mr. Gipnry. No; that would be sold at par. 

Mr. Murer. Will you restrict the banks to selling it at par? 

Mr. Gipney. I would expect so; yes, sir. I would assume that it 
would always be at par. 

Mr. Mutter. Should we write that into the statute, that preferred 
stock may be sold only at par ? 

Mr. Jennrnos. I believe it is in there, Mr. Multer. 

Mr. Mumma. Mr. Multer, just a minute. That figure of par value 
could be established when the agreement is made, to allow it, which 
would contemplate the surplus and undivided profits. Is that cor- 
rect or not? 

Mr. Mutter. It is section 20. Where does it say that ? 

Mr. JENNINGS (reading) : 

No issue of the preferred stock shall be valid until the par value of all stock so 
issued shall be paid in— 
and so forth. 

Mr. Muurer. Where are you reading from ? 

Mr. Jenntnas. Sec ‘tion 90), top of page 9; 2 or 3 sentences down. 

Mr. Mutter. Yes, sir; I see it. 

Mr. Ginny. I would think that it would be issued at or near par. 

Mr. Muurer. Well, at or near par is not par. It is fine if they are 
selling at a premium and making a profit. But if they were selling 
it under par, you would be creating an obligation, whic h I don’t think 
you would want to permit. 

Mr. Giwney. I shouldn’t thing it could be sold under par. I think 
if you want to put something in there, it should be that it won’t be sold 
at less than par. 

Mr. Mutter. Originally, this preferred stock was used only in con- 
nection with RFC aid to banks dur ing their troublous days; is that so? 

Mr. Gipnry. I believe that was the period when the law was 
amended to make it possible for national banks. It was not possible 
before that 

Mr. ae ie RFC took back the preferred stock. 

Mr. Gipney. The biggest part. There was some local stock taken, 
of course. Because RFC frequently would say, “We will take the 
A-preferred, but the local people must take the B-preferred.” 


95375—57—pt. 1—_—-23 








| 





346 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. Mutter. Is there any of that stock still owned by the Govern- 
ment ? 

Mr. Gipney. There are two blocks of either stock or debentures 
still owned by the Treasury, arising out of the RFC operation. 

Mr. Mutter. I think, then, possibly the changes in the statute will 
require some attention to see whether or not we are not invalidating 
preferred stock still owned by the Government. 

Mr. Jenntnos. No; I don’t think that would be involved, Mr. Multer. 
And I might add that I have never heard of preferred stock having 
been sold, either by banks or industrial corporations, at other than its 
par value. I have never heard of such a situation. 

Mr. Gipnry. Mr. Chairman, and Mr. Multer, those two banks that 
still have some are not national banks, so this probably would not 
affect them. 

Mr. Muurer. Thank you, Mr. Anderson. 

Mr. Anverson. Mr. Chairman, I would like to clarify again Mr. 
Gidney’s position on the granting of stock options in section 31 (a) 
(9). 

As I remember your testimony last week, Mr. Gidney, and your testi- 
mony before the Senate last spring, such support as you give to this 
section—and I use that terminology advisedly because I would judge 
that your support of this section is not too enthusiastic—is based upon 
the matter of making our national banks competitive with State banks 
and other corporations rather than upon the ability to justify the 
granting of stock options on its own merits. 

Mr. Gipnry. I think that is a fair statement; to have the same 
privileges as other business corporations have. But that could be 
extended to certainly the State banks of California. I don’t know how 
many States have laws which make it readily possible to have stock 
options for the officers, but I do know that in California they have. 

Mr. ANvERSON. So that possibly in granting this we may be giving 
the national banks an advantage over some State banks? 

Mr. Gipney. Conceivably. 

Mr. Anperson. Those are all the questions I have, Mr. Chairman. 

Thank you, Mr. Gidney. 

Mr. Vantk. Mr. Chairman. 

The CHarrman. Mr. Vanik. 

Mr. Vanrk. On this matter of stock options, in view of the fact 
that since California is the only State where that becomes a competi- 
tive advantage, wouldn’t it seem, then, that in order to preserve the 
balance in the other 47 States, it might be better to deny the authority 
for stock options in national banks ? a 

Mr. Gionry. I am not certain that California is the only one. It 
is the one I happen to know about. 

Mr. Vantx. If the other 47 States do not present the problem, we 
would be accentuating the problem by permitting the national banks 
everywhere, in the other 47 States, to engage in this practice. 

Mr. Girney. Well, that might be possible, but, of course, I don’t 
know whether it should be the fact that the national banks should 
always have to follow, that they should always be in the position of 
having to catch up. 

Mr. Vanrtk. Is this an area in which you would choose to have the 
national banks lead, rather than follow ? 
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Mr. Groner. Well, I think that is possible, because the national 
banks tend to be the larger banks. That is to say, the average size of 
the national banks is greater than the average size of the State banks. 

Mr. Vanrx. You said earlier that this privilege is a good one In 
order to attract better qualified personnel. 

Mr. Gunnery. That is the purpose, and I think it is reasonable to 
believe that. Certainly, our large corporations believe it, and there 
are many of them using it. ; : 

Mr. VaniK. In effect, doesn’t the stock option set into circulation 
a negotiable instrument, or an instrument which becomes negotiable 
after a period of time, which adds to the inflationary presures ‘ 

Mr. Gipnry. I wouldn’t think that was a very important considera- 
tion. 

Mr. Vantix. It is another evidence of obligation which circulates, 
on which money can be borrowed. The holder of a stock option can 
certainly pledge it as collateral and expand credit that he may not 
otherwise have. 

Mr. Gipney. Of course, the option, when it is issued, does not affect 
that in any way. When it is exercised, like any other sale of stock, 
it does. However, it would be less effective in the way you mentioned 
than other sales, because there would be a period during which a 
man can’t sell it if he is to get the tax advantage which he hopes for. 

Mr. Vantg. That is right. 

In general, what is the period under the bill here? Is it indicated ? 
Mr. Gipney. It is indicated. That would be subject to the tax 
laws. 

Mr. Vanrx. What is the period for which you would recommend a 
stock option be held before it can be transferred ? 

Mr. Gipney. Certainly 6 months to a year. I don’t understand 
these tax laws too well, but it might be a year. 

Mr. VantK. The only purpose of the option is to give the beneficial 
holder thereof a chance to get a tax advantage, isn’t that the sum and 
substance of it? 

Mr. Gipnry. Well, that is one of the purposes. Of course, to have 
the stock option, even if one didn’t have the tax advantage, still would 
be a valuable right. 

Let’s suppose that the officer has this option granted, and in due 
time exercises it, and then holds the stock for the rest of his life, 
that would be advantageous to him and it would only be taxable on the 
value, including the gain, if any, at the time of his death. 

Mr. Vantk. Have the national banks had great trouble in retaining 
personnel? Have they experienced a critical problem in holding onto 
management leadership ? 

Mr. Gipnry. They certainly have had their problems. 

Mr. Vantk. Is it sufficiently acute to warrant these stock options? 

Mr. Gipnry. Well, there are differences of opinion on that. 

Mr. Vanik. Have you recently lost anyone in the banking field that 
has gone somewhere else? Is there any example you can cite? 

Mr. Gipnery. I can cite where they used this as an inducement to 
bring a man into the banking business. 

Mr. Vanik. That was the California situation ? 

Mr. Gipnry. Yes, sir. 

Mr. Vanix. That is the only example? 
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Mr. Gipney. That is the one I had in mind. That is part of the 
considerations which induced him to come in. 

Mr. Vanik. Of course, California seems to transcend all of the 
established rules in the banking business anyway. So we can’t use 
California as an index in our operations. 

In other words, California procedures have not helped in giving 
us the ideal answers to banking problems. 

Mr. Gipney. Well, if you should bring some present day Califor- 
nians on, perhaps they would say it has. 

Mr. Vanrx. The thing that concerns me as a practical problem is 
the extended use of stock options, which are an increasing problem in 
our economy. It seems to me stability and efforts to retard inflation 
would also involve efforts to exercise some control over the stock 
option procedure which has been, in my opinion, generating a lot of 
credit, adding to the credit structure, adding to the inflationary pres- 
sures. Insofar as it is a device by which people can temporarily, at 
least, escape taxes, and also profit by a future inflation or rise in the 
value of what they are going to get without encumbering them in any 
way, it is something that has to be watched rather carefully. Don’t 
you agree with that statement ? 

Mr. Gipney. As to the whole field, I would be of your view. 

Mr. Vantx. As a general proposition we should watch the stock 
option business very carefully. 

Mr. Giwney. That would be my view. 

Mr. VantK. I have no further questions of this witness, Mr. 
Chairman. 

Mr. Mutter. Mr. Chairman, if no one else wants the witness, I 
would like to take him. 

The Cuarmman. Mr. Multer. 

Mr. Mutter. With reference to stock options, since that is the last 
subject covered, actually, in adidtion to the tax advantage that the 
holder of the option gets, is the privilege to buy this stock at less than 
true value when he makes this purchase. Isn’t that correct? 

Mr. Gipney. Well, I would hope that the banks would come very 
close to true value when he obtains the option. 

Mr. Mutter. Well then, what is the purpose of the option, if he is 
going to buy it at true value when he buys it ? 

Mr. Moma. He gets the option. 

Mr. Gipney. Oh, ‘T meant at the time the option is given. True 

value at the time the option is given. 

Mr. Mutter. Yes, sir. 

Mr. Giney. I think I slipped on that. I think you said at the 
time he buys it. 

At the time the option is given, it ought to be pretty close to true 


value in my opinion. 
Mr. Mutrer. And would you say that close to true value is 85 


percent ? ; ; 
Mr. Gipney. That is the standard set up in other laws. That is 


why that is putin there. That is the floor. 
Mr. Mutter. If he gets it even at 85 percent of true value, he is 


getting it at a 15-percent discount. 
Mr. Gipney. He would be. 
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Mr. Mutrer. And he is given the privilege of buying at a 15 percent 
discount on the day he gets his option, and then he has the right to 
hold that option for whatever the period of time may be 

Mr. Jenninos. I believe it is 2 years, Mr. Multer. 

Mr. Mutrer. At the end of 2 years he looks at the market, looks at 
the value of the stock. If the stock has then gone up by 25 percent, 
he is going to get a 40-percent discount in making his purchase. 

Mr. Vantk. That is right. 

Mr. Gipney. Yes, sir. 

Mr. Vanix. And he has a tax advantage. 

Mr. Mutter. If it has gone down to under par, he can still get the 
difference between 85 percent and the value. 

At the end of 2 years, instead of being worth $100, it is worth $90. 
He still can buy at $85. 

Mr. Giwney. That is right. 

Mr. Mutver. It goes down to $84, he doesn’t have to buy it. 

Mr. Gipney. And probably wouldn’t. He might conceivably buy 
it, but he probably wouldn't. 

Mr. Mutter. You have indicated that this would be a good thing 
for the banks because it is a good thing for the companies that are 
listed on the stock exchange. Am I right? 

Mr. Gipney. I said it would be desirable that banks have the same 
rights as they have. 

Mr. Mutter. Will you go along with our requiring, and placing 
upon the banks the same obligations as we place upon those other 
corporations ¢ 

Mr. Gionry. Such as what? I don’t know which ones you refer to. 

Mr. Murer. Such as all of the requirements they must comply 
with in order to list their stock on a national exchange. 

Mr. Gipnry. Well, I don’t think that would be appropriate; no, I 
wouldn’t think so. We have closer supervision on hatiks than you 
have on those corporations. Banks are in a much more strict form of 
regulation than those who list their stocks on the exchange. 

Mr. Jennings. Moreover, that would eliminate thousands of smaller 
banks that probably need this inducement to obtain qualified manage- 
ment to a greater extent than the very largest institutions of the 
country. 

Mr. Mutter. Maybe you misunderstood me. I don’t suggest that 
as a condition of giving the right of optioning its stock to a bank 
that it must be listed on an exchange, but I say that as a condition 
of giving them the privilege that is given to the companies listed on 
the exchange, we require them to comply with the same obligations, 
not to require them to apply for listing but to require them to give 

the public the same information that the listed companies must give 
the public. 

Mr. Gipnry. I am not posted on those requirements, but we cer- 
tainly have requirements for operation of national banks that are as 
stringent, and perhaps more so, and they are subject to examination, 
and all those things. 

Mr. Murer. Yes, sir, all, however, by the agencies of Government, 
which do not reveal what they are doing and do not tell the public 
what they find wrong in a bank, and do not tell the public what they 
recommend to a bank, as to how they should improve their operation. 

Am I right? 
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Mr. Gipnry. Well, they function in the way that Congress and the 
States have set up for them to function. There is certainly a belief 
that banks are better handled by the methods now used than they 
would be by methods which might be appropriate for some of the other 
companies. 

Mr. Mutter. As a matter of fact, in this bill you even seek to sup- 
press the power of subpena. 

Mr. Gipneyr. That is the examination section. 

Mr. Muurer. How can you justify the Congress declining a court 
the right to subpena records and look into the internal management 
of a bank? 

Mr. JenNnriNGs. Because it might injure people. 

Mr. Mutter. How can it injure anybody if the court is making the 
examination ? 

Mr. Jenntnos. Because the report will contain a list of classified 
loans. The borrower whose loans are classified would be injured. If 
it became public property that their borrowings had been criticized 
by a national bank examiner, they would be harmed. Those people 
had nothing to with the matter at issue before the court. 

Mr. Mutter. Do you know of a single instance where a court would 
permit any such matters to be made a matter of public record ? 

Mr. Jenninos. We haven’t permitted the reports to be brought into 
court. 

Mr. Mourer. You have not? 

Mr. Jenninos. No. 

Mr. Mutter. How do you expect, if a court has before it a case 
involving a claim of mismanagement, how do you expect the court to 
make the determination on the facts? 

Mr. Giwney. They are able to bring everybody connected with the 
bank in as witnesses. Those are the ones who have the firsthand 
knowledge. 

Mr. Mutter. Who would have better knowledge as to mismanage- 
ment than your examiners? 

Mr. Gwney. Well, we thank you for the compliment to our exami- 
ners. They do a good job. But to do a good job, an examiner has 
got to be free to put down his opinion. If he has to think that a 
court is looking over his shoulder and it is going to be spread to the 
public view, he is going to be restricted. 

Mr. Mutter. You don’t really mean that an examiner will fail to 
report something wrong under those circumstances? 

Mr. Gipney. No, I don’t mean he will fail to report, but if we are 
going to injure the banks by having reports made and spread, then 
maybe you will want to pass a bill that will discontinue examinations. 

Mr. Motrer. Well, let’s find out what your first duty is. Is your 
first duty to protect the banks or the public? 

Mr. Giwney. Our first duty is to protect the depositors. 

Mr. Mutter. That is the public, is it not? 

Mr. Gipney. Depositors, and not necessarily litigants. 

Mr. Mutrer. The depositors are the public, are they not? 

Mr. Gipney. The public that deals with that particular bank, the 
depositors and borrowers. 
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Mr. Mutrer. Before you get to the borrowers, I think you have 
got to protect the stockholders. The borrower has the bank’s money. 

Mr. Gipnry. We think depositors have a high priority, yes, sir. 

Mr. Motrer. Right. 

Mr. Giwney. But of course the borrower has some rights, too. If 
you had a note in the bank, or if any one of the gentlemen present had 
a note in the bank, would you like to have the facts of that made 
public? 

Mr. Muurer. If I was a listed corporation, I would have no right 
to object to it being made public. 

Mr. Gipney. But not all loans are to corporations. There are many 
to individuals. You might be in an unfortunate circumstance in 
which, as a very good person, you had a Joan that didn’t look so good. 
He wouldn’t want that aired. 

Mr. Mutter. How is that going to be aired? Don’t you think our 
judges are sufficiently honorable and sufficiently attuned to the needs 
of protecting everybody concerned in case of litigation ? 

Mr. Giwney. They have not always recognized that they should do 
that. 

Mr. Mutter. Well, give me one instance where the court didn’t rec- 
ognize the need to protect the general public and all the parties in 
interest. 

Mr. Gipney. Would you give the citation of the case, Mr. Englert, 
in which the district court overrode the Treasury’s request that the 
examination report not be taken in, and he ordered it to come in, and 
the court of appeals reversed him—not entirely, the court of appeals, 
as I remember it—and this is very rough layman’s language—said 
that if they had limited their request to matters pertinent to their 
case, it might have been all right. But you see, what they do, they 
subpena the whole report, and spread the whole report. It may be A 
suing B, and to take care of the A—B litigation, you want to get into 
court the whole examination report, which may go over into all the 
rest of the alphabet. 

Mr. Motrer. In what instance wouldn’t the trial court go along 
with your idea ? 

Mr. Gipnry. The appellate court upheld it. 

Mr. Mutter. So in the court system there is ample protection, then ? 

Mr. Giwney. Well, of course there is another case in Ohio, where 
Judge Paul Jones supported our view absolutely, that it was not 
available, could not be brought in. So most of the courts have gone 
that way. That is true. 

But this particular case is disturbing, because—and what would have 
happened in the final outcome I don’t know. But I believe this case 
was settled and was not carried further. 

Mr. Mutter. It is much more disturbing to me, as a lawyer, with 
considerable trial and appellate experience, that you would try to 
foreclose the court in the first instance from ever having these mat- 
ters brought into the court and letting the court determine whether 
or not these things are pertinent and relevant, and whether or not 
they should be examined and made part of the public record. I think 
the public interest requires that the court have that right, subject to 
your right of review within the court system, rather than to say, “No 
court can ever subpena these papers.” I don’t think you can pos- 
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sibly justify that kind of a general provision in the statutes, that no 
court could ever review these matters. 

Mr. Jenninos. It might help a little to point out that we have on 
various occasions authorized our national bank examiners to appear 
in court as witnesses, but restricted to testifying on the specific matter 
before the court. Any data that might appear in that examiner’s 
examination report that was pertinent to the matter at issue could 
be commented upon and testified upon by the examiner. But we have 
resisted all attempts to obtain the entire report. 

Mr. Moutrer. I say, Mr. Jennings, with all due respect to you and 
Mr. Gidney, and everybody who has heretofore been a Comptroller 
and anybody who may hereafter be a Comptroller, that none of them 
have the right to set themselves above the court and say what an 
examiner may testify to and what shall be produced. That is for the 
court to say, as to whether it is relevant or not. 

Mr. Jenninos. Well, it is our very strong opinion that we would 
injure a lot of innocent people in the process. 

Mr. Murer. Suppose 5 or 10 years from now we get a Comptroller 
who is brought up on charges, in the criminal courts, and the charges 
involve his misconduct in the office, and the prosecutor is going to 
prove his case by calling upon the examiners to testify, and by c alling 
for their reports. You can show report after report, to indicate 
wrongdoing within the bank, and each time the Comptroller suppresses, 
the report, and issues orders to do nothing about it, as a result of 
which the depositors lose their money and the bank goes broke. Don’t 
you think those examiners should be brought be fore the court with 
their reports, and don’t you think those examiners must be permitted 
to testify ? 

Mr. Jennies. Of course you are citing something that hasn't 
happened since 1863. 

Mr. Muurer. A lot of things are going to happen that have never 
happened before. It is certainly within the realm of possibility. 
We hope it will never happen. Should we have a statute that is 
going to preclude the court from taking that evidence? 

Mr. Jenninos. I don’t believe the court would need the exami- 
nation reports in order to prove the wrongdoing of the Comptroller 
in office. 

Mr. Mutter. How would you prove it without calling in the exam- 
iner and the examiner’s reports ? 

Mr. Gipney. You could call in the examiner. You could call 
the witness. 

The CuatrmMan. What is the language in the statute now ? 

Mr. Gipney. This, I think, is an addition to the statute. Section 
50; bottom of page 45: 

Reports of examinations made by national bank examiners of financial insti- 
tutions under the jurisdiction of the Comptroller, related correspondence and 
papers, and other information obtained by the Comptroller in the exercise of 
his visitatorial powers, shall be confidential documents privileged against dis- 
closure without the consent of the Comptroller: Provided, however, That such 
documents shall be made available to the committees of the Congress upon 
request. 


I believe there is an equivalent section in the Federal Deposit In- 
surance Corporation section of the law, and in the Federal Reserve 
section. 
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The Cuatrman. You have the authority to authorize the produc- 
tion of those examinations. 

Mr. Gipney. Yes, sir. 

The Cuarrman. If it were relevant and pertinent to the issue, you 
would ordinarily authorize its use, wouldn’t you? 

Mr. Gipney. Yes, I think so. 

The CHatrman. I mean if it only involved the issue before the 
court, and the parties before the court, you would allow that to be 
used, wouldn’t you, as a rule? 

Mr. Jennines. We have done that on many occasions, sir. 

Mr. Gipney. We would, of course, provide them with the portion 
that bore on their particular problem, if it appeared proper. 

Of course, these have been civil suits, I believe, that we have talked 
about. And of course, it isn’t only national banks that have this prob- 
lem. New York State banks have the same problem. I remember a 
case where the beneficiaries of a trust were seeking to fasten liability 
on one of the New York State trust companies, and they wanted to 
prove their case by saying the opinion of the examiner was such and 
such at such a time. Well that, I think, is a rather undesirable use, 
to say the least. The opinion of an examiner is probably not relevant. 

Mr. Muurer. Let’s explore that for a moment. 

The Cuatrman. If it were not relevant or pertinent, the court would 
rule it out. If it was relevant or pertinent 

Mr. Gipney. I don’t know what they finally did on that. 

Mr. Mutrer. The point I make is that so far as I can recall no 
“ge of the Currency has been a lawyer. 

Mr. Gapnry. Oh, yes. Mr. J. F. T. O'Connor was a lawyer, and 
was later appointed, I believe, to the Federal bench. 

Mr. Muurer. I had forgotten about that. You are not a lawyer, 
are you ? 

Mr. Gioney. I am not a lawyer, no, sir. 

Mr. Muurer. Are any of your deputies lawyers ? 

Mr. Groner. Not at present. Mr. J. Louis Robertson, when he was 
a deputy, was, of course, a lawyer. 

Mr. Mutter. You see my objection is permitting a nonlawyer to 
try to determine what is pertinent and relevant in a lawsuit—I will 
go along with the chairman, that the judge will make that deter- 
mination, and if it is not pertinent or relevant, he will rule it out. 

As a matter of fact, even in a pretrial examination, the court won’t 
permit the parties to examine anything that is not pertinent or rele- 
vant. I object to the ¢ ‘omptroller i in the first instance sitting in his 
office and saying “You can’t bring this to court and let the court look 
at it.’ The Comptroller has no right to determine whether the court 
can look at it. 

Mr. Gipney. Of course in such a case the first thing we naturally 
do is to call on the lawyers for their views. I am not a lawyer, but 
I know enough not to try to practice law. 

Mr. Murer. I am not willing to let any lawyer, even myself, de- 
termine for a judge, even though I may disagree with his ruling, for 
any lawyer to determine for the judge, or usurp his prerogative in 
deter mining what is relevant or pertinent to a particular case. 

That is why the judge is sitting on the bench. If I don’t like his 
ruling as a lawyer, I will appeal. 
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Mr. Jenninos. If reports of examination were not held on a con- 
fidential basis, it would make our work of examining banks much 
more difficult. 

Mr. Muurer. Why 

Mr. JENNINGS. cn bankers provide us with a great deal of 
information in connection with the examination of a bank. We dig 
out a lot of information, but it would be most difficult for any exam- 
iner to walk into a bank, and make a thorough examination of the 
institution without obtaining information from the officers of that 
bank. 

Now we obtain information from national banks through our exam- 
ination process all over the country. We obtain it freely because the 
bankers realize the reports of examination are held confidential. I 
strongly believe that some of the information, possibly much of it, 
would be given far less freely if there was the thought in the minds 
of the bankers that at any time their reports of examination might 
be made public documents. 

I think it would increase our work fivefold and make it far more 
difficult. 

Mr. Mourer. Mr. Jennings, that is a horrible indictment of the 
banking profession, and I refuse to accept it or believe it. 

Mr. Jennines. I do not believe it is a horrible indictment. 

Mr. Moutrer. Mr. Jennings, I don’t believe there is any responsible 
banker in the banking sy stem, State banks or national banks, today, 
who will willfully withhold information that your examiner needs 
in order to have a full and complete examination of the operations 
of the bank. 

The only fellow who will withhold the information is the crook 
and he will withhold it no matter what you do. 

Mr. Jennies. I have been in this business a long time. I have 
examined many hundreds of banks, and I know very well that we 
obtain the information more easily and more freely because the banker 
knows that the report is held on a confidential basis. 

Mr. Mouurer. Did you get any such information on a confidential 
basis from any of the bankers where you had to go in and close up the 
bank ? 

Mr. JENNINGS. Where I had to go in and close up the bank? 

Mr. Moutrer. Yes. 

Mr. Jenninos. Yes; back in the early thirties, absolutely, sir. 

Mr. Muurer. Well now, let’s get down to brass tacks. 

Mr. Jennines. On a confidential basis. 

Mr. Mutter. Yes; on a confidential basis. 

Mr. JennriNGS. Well they knew that the information given to me 
about the loans was accurate; obviously, when the losses ran up and 
the bank had to be closed, they knew it would no longer be confidential. 

Mr. Moutrer. Did any of these bankers give you any confidential 
information as a result of which you could indict them ? 

Mr. Jenninos. Of course not. But I am talking about the status 
of individual borrowers, their loans, the background of the borrowers. 

If bankers knew that the information in an examination report was 
going to be spread as a public document, there would be reticence on 
the part of the bankers in providing some of that information. 
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Mr. Gipnry. Mr. Multer, my counsel advises me that when you nar- 
row it down to the particular borrower who is the subject of the litiga- 
tion, then we can function and give it to them. 

But is it fair to anybody to drag out into the open the whole report, 
which has these many other borrowers and many other things? Is it 
fair to do that? 

Mr. Mutter. Whom are you going to hurt by doing it? You are 
not going to hurt the honest banker. 

Mr. Gipney. You might hurt the honest borrower. 

Mr. Mutter. I don’t see how you can. 

Mr. Gipney. Let me illustrate. We drag this report out. We have 
a section of our report which is called loans specially mentioned. That 
isn’t classified as a bad loan, it isn’t a doubtful loan, not even a sub- 
standard loan, but it is commented on because it is large or this, that, 
or the other. 

It’s a man doing business. His business life depends on his credit 
being maintained. And you get that into court, let us say, or get it 
where it is seen 

Mr. Mutter. Under what circumstances could it be brought into 
court ? 

Mr. Gipney. It could if the whole examination report is subpenaed. 

Mr. Mutter. Under what circumstances can anybody subpena that 
examination report to court. 

Mr. Gipney. On some other little suit. 

Mr. Mvuurer. What kind of little suit? A suit involving a claim 
of usury ? 

Mr. Gipney. A suit—— 

Mr. Mutter. A suit between the borrower and the bank ? 

Mr. Gipney. No, a suit mostly involving two litigants. 

This case in Ohio which Judge Paul Jones passed on was a suit 
where, I believe, it was a question of whether a check had been re- 
turned promptly and who was going to stand the loss on that check. 

Now that very narrow issue brought up the desire to bring the whole 
examination report into court and Judge Jones said “no.” 

Now this gentleman who has the specially mentioned loan, if the 
examiner says that this loan has got to be watched, what does it do to 
his credit? Or take the man a little farther along the line, who they 
call substandard. They don’t say his loans are a loss. They say unless 
it is carefully handled it will be a loss. You publish that and you hurt 
his credit. 

Mr. Murer. How can that be published in connection with my suit 
ona check? What does that have to do with somebody else’s loan? 

Mr. Gipney. If counsel for a litigant subpenaed successfully the 
examination report of that bank—why he would do it, I don’t know; 
I don’t think he should—but suppose he does. Then that is a matter 
of court record—— 

Mr. Muotrer. It is not a matter of court record when he subpenas it. 
The man comes to court and produces himself and says, “Judge, here 
I am pursuant to subpena, and I have brought these papers. I think 
these papers are not pertinent to this matter.” The judge will make the 
determination. Can you possibly conceive of any judge in this check 
case making the loan record of the bank with other customers available 
to the law yer? 
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Mr. Gipney. Fortunately in most cases, practic: ully all cases up to 
now, they have, as you say, said “We don’t need that.” 

But you are suggesting that our wishes and beliefs should be set 
for naught and that the matter should be spread to the world regard- 
less. We would like to have some protective legislation on that. And 
so would the Federal Reserve System, so would the Federal Deposit 
Insurance Corporation, and I am certain that the State supervisors 
would all want the same. 

Mr. Muurer. Mr. Gidney, you don’t give us a single instance where 
there has been an abuse of your right to keep these documents out 
of court if they are not pertinent and aaaetal, and yet you say it is 
against some possible future contingency you want the right to say 
now, as a matter of law, that no court can get these papers. 

Mr. Gipney. We have had the instance in this case 

Mr. Mutter. And the court corrected it. 

Mr. Giwney. Well 

Mr. Mutter. The court protected you. 

Mr. Gipney. Well, the first court didn’t The district court didn’t. 
The district court did not protect us. 

Mr. Mutter. But the appellate court did. 

Mr. Gipney. The district court mistakenly ordered us to produce 
it. 

Mr. Muurer. Isn’t that the orderly procedure as we know it in this 
country? If you don’t like a judge’s decision, you appeal. 

Mr. Guwwney. That is right. 

Mr. Mutter. Isn’t that the orderly way? 

Mr. GipneEy. That is right. 

Mr. Muurer. Why should we complain about a judge who made a 
mistake that was corrected on review? Why do we need legislation 
to prevent a mistake that the courts can correct ? 

Mr. Gipney. Maybe not, but I know that the three supervisory 
agencies believe we should have it. 

Mr. Mutter, Let’s go back to the business of the confidential nature 
of the report. In the Ellenville National Bank in New York—are 
you familiar with that situation 

Mr. GipNey. We know quite a lot about it. 

Mr. Mutter. Did the president of that bank reveal in confidence 
or otherwise to your examiners any matters as a result of which he 
was indicted ? 

Mr. Jenninos. He did not. Defaulters never do, Mr. Multer. 

Mr. Mutter. Of course, they don’t. 

Mr. Jennrnos. I am talking about the 99.99 percent that are not 
in that category. 

Mr. Mutter. Iam too. That is why, Mr. Jennings, I say you don’t 
need this protection against the honest man. We need the protection 
against the dishonest man and that is why we need statutes that are 
going to permit you and the public to know about the dishonest man. 

Mr. Jenninos. We firmly believe that the various cases that have 
come before us, where the reports of examination have been sub- 
penaed, revealed no need for the reports of examination to be sub- 
penaed. We have had to go to court and fight the matter. We are 
getting a little tired of that. 

Mr. Mutter. Isn’t that the privilege of being a member of a de- 
mocracy, in a republican form of government such as ours, to give 
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the man the right of subpena, and you have the right to fight the 
subpena? Isn’t that our way of government? Isn’t that what dis- 
tinguishes us from totalitarian forms of governments? 

Mr. Jenninos. I suppose in the broad sense it does. However, we 
do not believe that we should be subjected constantly to demands on 
the part of litigants to make our reports of examination available. 

Mr. Mcturer. How many such demands have there been in the last 
year ? 

” Mr. Giwney. In the last year we have been free from them. 

Mr. Jennrncs. Over a period of years we have had a good many 
such requests. 

Mr. Mutrer. Will you give us an indication of how many there 
were in the last 5 years ¢ 

Mr. Jennrnas. I believe we could, sir. I don’t have it in mind. 

(The data requested above is as follows :) 


TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, August 7, 1957. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: During the course of the hearings on S. 1451 and 
H. R. 7026 Representative Multer requested that we furnish a list of the cases 
in which an effort has been made to subpena reports of examination of national 
banks. 

From the beginning of the year 1952 up until the present date there have 
been five cases in which reports of examination of national banks were sub- 
penaed. The position was taken in all of these cases that these were confidential 
and privileged documents of the Treasury Department, and in no case were 
they actually introduced in evidence. 

In a number of cases during the same period national bank examiners were 
subpenaed to testify with respect to matters of which they gained knowledge in 
the course of their official duties. The examiners did testify in those cases. In 
some of these cases the subpenas required that the examiners bring with them 
reports of examination and other paper, but in no such case were these reports 
or papers actually introduced in evidence. 

It has always been the position of the Comptroller of the Currency that re- 
ports of examination of national banks and related correspondence and papers 
are confidential. As required by law, the Office of the Comptroller of the Cur- 
rency published its position with respect to such matters in the Federal Register 
for September 11, 1946, page 177A-14. The pertinent paragraph reads as 
follows: 

“(b) Public records.—Matters of official record of this Bureau, except in- 
formation held confidential for good cause found, will be made available to 
persons properly and directly concerned, at the offices of the Comptroller of the 
Currency, Treasury Building, Washington, D. C. Reports of examination of 
financial institutions under the jurisdiction of the Comptroller and other in- 
formation obtained by him in the exercise of his visitatorial powers over such 
institutions are classified as confidential, because such information is obtained 
by or submitted to him in confidence, its revelation might adversely affect such 
institutions, the affairs of their customers, or others dealing with them or with 
this Bureau and would be inimical to the public interest. As to communications 
with such financial institutions and others concerning their affairs, and all other 
matters of official record in this Bureau, they will be classified as confidential 
to the extent that the revelation of the contents thereof might, in the opinion of 
the Comptroller, be a breach of confidence, adversely affect such financial insti- 
tutions, their customers, or others dealing with them or this Bureau, or would 
be inimical to the public interest.” 

Judicial recognition of the confidential status of information obtained in the 
course of national bank examination is reflected in a number of decisions, 
including Bank of America National Trust & Savings Association v. Douglas 
((App. D. C. 1989) 105 F. 2d 100). In the course of his opinion, citing numerous 
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authorities, Chief Justice Groner of the Court of Appeals for the District of 
Columbia stated : 

“*« * * The National Banking Act, in deference to the delicate and sensitive 
interests involved, contemplates exclusive supervision of banks by the Comp- 
troller of the Currency and the confidential treatment by him of the matters 
developed as to their internal affairs.” 


Sincerely yours, 
Ray M. GIDNEY, 


Comptroller of the Currency. 


Mr. Muurer. Also, will you give us an indication of how many 
times you unsuccessfully resisted the demand 

Mr. JenniNos. I don’t believe we have been unsuccessful. 

Mr. Muurer. You have been successful in every instance ? 

Mr. Gipney. Mr. Multer, we are like the man who says, “We are 
all right so far.” 

The Cuamman. Mr. Gidney, I think there are two sides to this 
question. 

Mr. Gipney. Yes, sir. 

The CHarmman. I think many matters in a bank are confidential, 
as far as the public obtaining the information, and yet I think the 
department ought to give the courts testimony that is pertinent and 
relevant toa particular i issue. Don’t you agree to that ? 

Mr. Gipnery. Yes, sir. 

The Cuarmman. I don’t think there is any doubt about the rela- 
tionship between a customer and a bank being a confidential relation- 
ship, because a bank could ruin him if it wanted to by publishing it 
every time his note is delinquent. I don’t think that ought to be done. 
But ‘T think we ought to have enough information to try the issues in 

a case; the perine matters in your possession should be given to the 
anata in those cases 

You don’t take any opposite view to that, do you? 

Mr. Gipnry. No, indeed, we would agree to that. But if we went 
into one of the counties, or into the county court of your county in 
Kentucky, and the examination report of the Fort Thomas Bank— 
that is not national, but it is illustrative—were brought in, do you 
think that everyone that had a chance to get th: at wouldn’t run down 
that list of loans that were classed “subst: andard” 

The Cuatrman. I wouldn’t agree with that. I used to have some 
notes there myself. 

Mr. Giney. Human nature isn’t very different in Fort Thomas 
than it would be in other places. I think it would be a juicy bit of 
local gossip to say, “Well, I had a chance to look at that bank examina- 
tion report, and I see that Smith over here, who runs the dry-goods 
store—the examiner doesn’t think his paper is very good.” 

The Cuamman. I believe the court ought to get what is competent 
and relevant to the trial of the issue. 

Mr. Gipney. We agree to that. We would like to have the protec- 
tion as far as the whole report is concerned. However, we would be 
willing to produce that part which is pertinent, I believe, but we cer- 

tainly ‘don’t like to have them s: ay, “Bring the report of such-and-such 
a bank,” when it is just Smith versus Jones. 

The Cuarrman. Won’t it be all right to bring certain parts of the 
report? The court wouldn’t want the whole report brought in to an 
issue between Smith and Jones, would it? 
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Mr. Giwney. I think the Smith and Jones issues should be confined. 
Mr. Moutrer. Let’s pursue that. The litigation is between John 


Jones and a bank. He serves a subpena on the bank to produce all 


reports of examinations that the bank receives from your office. Your 
office has nothing to do with that subpena, am I right ? 

Mr. Gipney. Yes; wedo. We will certainly resist. 

Mr. Murer. How can you resist ? 

Mr. Gipnry. Maybe we can’t, but we will try to. 

Mr. Murer. How could you try to? What concern is it of yours 
in an action between Jones and the bank, if the bank gets a subpena 
to produce what is in the bank’s files? How can you resist? What 
right do you have to resist ? 

Mr. JenntNes. Because our reports of examination remain our 
property. We merely loan the bank a copy of our examiner’s report 
of examination. The report is still our property. 

Mr. Murer. Who in the bank gets it ? 

Mr. Jenntnes. The president and the directors. 

Mr. Murer. Each of the directors? 

Mr. Jenntnas. No; one copy is sent to the board of directors. 

Mr. Mutter. And the bank president and all members of the board 
have a right to review it? 

Mr. Jenntnos. Absolutely. 

Mr. Murer. What about the stockholders ? 

Mr. Jennrnes. That would depend on the board of directors of the 
specific bank. The shareholders have no right as such. 

Mr. Mutrer. Would the directors have the right to submit it to the 
stockholders ? 

Mr. Jenntnos. Yes; I believe they would have, sir. 

Mr. Muurer. Would they have the right to withhold it from the 
stockholders ? 

Mr. Jenninos. I believe they would. 

Mr. Mutter. By virtue of what? 

Mr Jenninos. There is no law that would require the directors to 
make the report of examination available to the shareholders. The 
directors would make that decision on their own. 

Mr. Gipney. They are charged with management of the bank. 

Mr. Murer. Certainly they are charged with management of the 
bank. I don’t want to reopen the discussion we started before about 
who owns the Federal Reserve banks, but I am sure you are willing to 
go along with me that whoever owns stock in a bank or corpor ation 
owns that bank and corporation. Now, if the stockholders of the bank 
own the bank; that is true is it not ? 

Mr. Giwnry. That is certainly true. 

Mr. Murer. Let’s leave the Federal Reserve bank out. We will 
get into that an another time. But if the bank’s stockholders own 
the bank, why are they not entitled to know what is wrong with that 
bank and with the management of that bank. 

Mr. Mumma. Don’t they delegate their authority ? 

Mr. Murrer. No, sir; they delegate the right of proper manage- 
ment not to do wrong or mismanage. And they have every right to 
know whether their managers are doing the job imposed upon ‘them. 

Mr. Mumma. The minute details are not given every stockholder. 
When you vote your proxy, you have confidence in that fellow, and 
you put him in there. 
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Mr. Mutter. But you do not give up your right to know every last 
detail about the management. “You m: vy ignore it, but you have a 
right to know what is going on in that organization that you own. 

Mr. Mumma. I don’t agree with you. 

Mr. Coan. Will the gentleman yield ? 

Mr. Muurer. Yes. 

Mr. Coan. If the directors have a right to permit this report to be 
viewed by the stockholders, why do they not also have the right to 
submit it under subpena to a court / 

Mr. Jennies. Of course, I think, Mr. Coad, it is purely theoretical 
that the directors would make the report available to the shareholders. 
T have never heard of such an instance. Possibly it has occurred, but 
it hasn’t been brought to my attention. Our report of examination, in 
my opinion, is not made available to the shareholders. 

Mr. Gipney. I am sorry we don’t have a copy of one of our examina- 
tion reports, but we can send for one. It indicates that it is the 
property of the Comptroller and can only be used in such a way. 

I am not sure that Mr. Jennings isn’t overshooting a little bit when 
he says it could be made available to every stockholder. We will be 
glad to submit a copy of one of our examination report inscriptions 
so that you can see that. 

Our intention is to keep it in proper channels, and the directors 
are the managers of the bank, of course. 

Mr. Coap. Assuming that they have the right, which you now 
doubt—— 

Mr. Gipney. I doubt whether it would be given to any stockholder 
that came along. I am sure it would not be given to any stockholder 
that came along and asked for it. Sometimes there is some favoritism, 
and a big stoc kholder might be shown a copy, but I think the inscrip- 
tion we placed on it was to restrict its use, and I believe it is restricted 
even in that direction. I think we should be careful, however, and see 
that we give you just what is exactly the fact. 

Mr. Coap. What about the employees of the bank who m: iv not be 
on the board of directors 

Mr. Gipnry. The cashier is an officer. A teller wouldn’t see it but a 
cashier might see it. It is possible that we might come to the point 
where we wouldn’t always give the reports of examination to the banks. 
I think it is helpful to give them to them, because they can see what the 
criticisms are, and can go ahead and work on them directly. 

But it could be that that might not always be done. I hope we stay 
right with what we are doing, because it is working to best advantage. 

Mr. Mutter. Is there anything in your examiner’s reports that 
doesn’t come from the records of the banks, Mr. Gidney, and your 
examiner’s efforts to verify the accuracy of what is in the bank’s 
records ? 

Mr. Gipney. Practically all of it, yes; that is right. 

Mr. Mutter. Then how can you pretend that you have a right to 
withhold it from the banks ? 

Mr. Gipney. Well, it is an investigation by a Government officer. 

Mr. Motter. Certainly, but for whose benefit ? 

Mr. Gipney. Well, it is not made for the general public. 

Mr. Mutter. Is it not for the benefit of the general public? 

Mr. Gipnry. It is made to enable the Comptroller to discharge his 
responsibilities and see that the banks are operated properly. 
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Mr. Mvtrer. The Comptroller’s responsibility is to protect the 
depositor and the stockholder, and the general public, right? That 
is your responsibility ? 

Mr. Gipney. That is right. 

Mr. Muurer. You are going to protect the depositor, the stock- 
holder, and the general public. 

Mr. Gipney. Yes: and all who deal with the bank. 

Mr. Mutter. Well, isn’t that the general public? 

Mr. Gipney. Yes. 

Mr. Muuter. That being your responsibility——— 

Mr. Gipney. Do I protect the borrowers of the bank if I make 
public the list of those whom the examiner thinks may be a little bit 
weak or about to become weak ? 

\iv. Murer. Do you mean the bank or the borrowers? 

Mr. Giwonry. The borrowers. Do I protect the interest of those 
people if I make it public ¢ 

Mr. Murer. Suppose we wrote into the statute that those names 
shall not be disclosed. And instead of names, you use numbers, in 
order to show the position of the bank, that it has 20 insured loans 
for a million dollars, 5 secured loans of $2 million—— 

Mr. Gipney. Well, those are listed loan by loan, and if we gave 
them numbers, and somebody said, “Here is a milk plant down the 
road that is not very good,” they would know who it 1s. 

Mr. Murer. Suppose we gave you the protection of the statute so 
that you can’t embarrass any borrowers. 

Mr. Gipney. That would be wonderful. I don’t know how you 
would do that. 

Mr. Murer. Leave the technique to the committee. Suppose we 
gave you that protection so we don’t embarrass any of the borrowers 
or hurt any borrowers. What other protection do you need ? 

Mr. Gipney. I think that is a very important protection. 

Mr. Mutrer. I am going along with you on that. 

Mr. Gipney. Good. 

Mr. Mutter. We have eliminated that. They need protection, and 
we are going to protect them. Who else needs protection ? 

Mr. Gipnry. Don’t you think the shareholders might deserve a 
little protection ? 

Mr. Muurer. Certainly they deserve a lot of protection. And you 
are supposed to be protecting them. That is one of your duties. 

Mr. Gipnry. There would be various matters in the reports of 
examination that would not be understood by the public at large, and 
that would be misinterpreted, and the bank could very possibly get a 
bad reputation through the disclosure of this information that would 
hurt the bank and in turn hurt the shareholders. 

Mr. Murer. For instance what? 

Mr. JenntNGs. Well, there are many matters. To begin with, all of 
the classified loans are totaled up and they are set up in one schedule, 
showing the total amount of substandard loans, total amount of 
doubtful, total amount of loss. 

The figure of the substandard paper might seem large to a person 
not well informed in bank examination practice, and the public would 
then start talking about the large amount of substandard paper that 
the bank has. 
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The bond accounts are evaluated, showing the market depreciation 
or appreciation. The public might become concerned about the 
amount of depreciation because it does not understand all of the 
factors that enter into investment accounts. 

Mr. Mutter. Why shouldn’t I as a stockholder know that so I can 
make my determination whether I want to stay with the bank with my 
stock, or whether I want to get out before it gets worse. 

Mr. Gipney. If we are going to make it available to shareholders, 
we might as well publish the report in the newspaper and make it 
available to the public at large. 

Mr. Motrer. You are not answering the question. 

Why don’t I as a shareholder have the right to determine whether 
I want to stay with the stock or not ? 

Mr. Giwnry. You asa shareholder have elected directors who func- 
tion in effect as trustees, looking after your interest. 

Mr. Mutrer. Did I give them the right to mismanage the bank ? 

Mr. Gipney. You did not. 

Mr. Muurrr. Did I give them the right to make substandard loans? 

Mr. Grponey. You did not. 

Mr. Mutter. Am I not entitled to know whether they are perform- 
ing their function ? 

Mr. Gipney. I know of very few banks in America that don’t have 
a few substandard loans. 

Mr. Mutrer. But I as a stockholder have a right to know it and 
determine for myself whether I will continue those directors who 
made even one substandard loan. Don’t I have that right as a 
stockholder ? 

Mr. Gipney. I don’t know what your rights are in that matter. You 
certainly have what you have. But I think we are far off from the 
question we are talking about, and that is your rights don’t require 
the publication of these reports. 

Mr. Mourer. I am not talking about publication now. We are 

talking about me, the stockholder, getting this information. 

Mr. Gipney. I don’t believe you have got quite as complete a right 
to get that information as you are suggesting. 

Mr. Muurer. What in the law prohibits me having that, or says I 
do not have that right ? 

Mr. Gipney. I think you would have to go to the officers and if you 
didn’t like what they told you, to the Directors, and it would be in the 
discretion of the directors, except at an annual meeting, how much 
they gave you, would it not / 

Mr. Mutter. No, I don’t think that is so. 

Mr. Gipney. I am not certain. But it seems to me that is perhaps 
debatable. But I have an impression 

The Cuatrman. The House is now in session. We will adjourn 
to meet tomorrow at 10 o’clock. 

Mr. Martin, I believe, will be back then. 

Mr. Mvuurer. Will Mr. Gidney be back, Mr. Chairman ? 

The Crarrman. I don’t know. Will you be available, Mr. Gidney ? 

Mr. Gipney. I will be available, Mr. Chairman, when you call me. 

The Cuamman. We will adjourn to meet tomorrow morning at 10 
o’e ‘loc k. 

(Whereupon, at 12:08 p. m., the committee adjourned, to reconvene 
at 10a.m., Wednesday, July 31, 1957.) 
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(The following data was submitted by Mr. Gidney in answer to 
questions propounded by members of the committee :) 


TREASURY DEPARTMENT, 
COMPTROLLER OF THE TREASURY, 
Washington, D. C., July 25, 1957. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: During the course of the hearings on §S. 1451 and 
H. R. 7026, Representative Multer requested that we furnish to the committee a 
statement as to whether we would have any objection to the language of the con- 
flict of interests statutes applicable to government employees being made ap- 
plicable to the employees of the Comptroller of the Currency. 

There are two statutes pertaining to conflict of interests applicable to Govern- 
ment employees. Section 190 of the United States Revised Statutes (5 U. 8. C. 
99) provides: 

“It shall not be lawful for any person appointed as an officer, clerk, or em- 
ployee in any of the departments, to act as counsel, attorney, or agent for prose- 
cuting any claim against the United States which was pending in either of said 
departments while he was such officer, clerk, or employee, nor in any manner, 
nor by any means, to aid in the prosecution of any such claim, within 2 years 
next after he shall have ceased to be such officer, clerk, or employee.” 


Section 284 of the act of June 25, 1948, as amended (18 U. 8. C. 284), provides: 


“Whoever, having been employed in any agency of the United States, includ- 
ing commissioned officers assigned to duty in such agency, within two years after 
the time when such employment or service has ceased, prosecutes or acts as 
counsel, attorney, or agent for prosecuting, any claims against the United States 
involving any subject matter directly connected with which such person was so 
employed or performed duty, shall be fined not more than $10,000 or imprisoned 
not more than one year, or both.” 

In addition to these two statutes there is a Treasury regulation relating to 
practice of attorneys and agents before the Treasury Department. This regula- 
tion provides in part that— 

“No enrolled person or other person authorized to appear before the Treasury 
Department without enrollment shall represent a claimant before the Treasury 
Department in any matter to which the enrollee, as officer or employee of the 
United States, gave personal consideration or as to the facts of which he gained 
knowledge while in the Government service.” 

This regulation provides that— 

“No former officer, clerk, or employee of the Treasury Department shall act 
as attorney or agent, or as the employee of an attorney or agent within two 
years after the termination of such Treasury employment, in any matter pending 
in such Department during the period of his employment therein, unless he shall 
first obtain the written consent thereto of the Secretary of the Treasury or his 
duly authorized representative. This consent will not be granted unless it 
appears (i) that the applicant was not, during the period of 2 years immediately 
preceding the date of application, employed in the particular departmental or 
field section in which was pending the matter, to handle which consent is sought, 
provided that this requirement shall not apply to persons employed in an admin- 
istrative capacity such as head of a unit, division, or section, or employed as a 
reviewer or conferee or in an advisory capacity; and (ii) that employment as 
an agent or attorney is not prohibited by section 5 (17 Stat. 202; 5 U. S. C. 99), 
or other law, or by the regulations of the Treasury Department.” 

The above-quoted statutes and regulations are fully applicable to all employees 
of the Comptroller of the Currency. The provisions of section 8 of the proposed 
legislation will be in addition to these statutes and regulations. 

The Comptroller of the Currency, as well as the other 2 directors of the Fed- 
eral Deposit Insurance Corporation, as prohibited during the time he is in office 
and for 2 years thereafter from holding any office, position, or employment in any 
insured bank, except that this restriction does not apply to any Director who 
has served the full term for which he was appointed. Similarly, members of 
the Board of Governors of the Federal Reserve System are ineligible during the 
time they are in office and for 2 years thereafter to hold any office, position, or 
employment in any member bank, except that this restriction does not apply to 
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a member who has served the full term for which he was appointed. These re- 
strictions are applicable only to the heads of the three banking agencies and not 
to the employees of those agencies. 

We would be opposed to any legislation which would impose an absolute 
prohibition against employees or former employees accepting employment with 
banks for a period of years. Such legislation would seriously impair our ability 
to attract capable young men to our examining force. For practical purposes 
such young men joining our examining staff would do so with the knowledge that 
they must make bank examining a life career or leave the banking industry 
entirely if they should become dissatisfied with examining banks. For many 
years it has been our practice to obtain from each examiner an agreement to the 
effect that for a period of 2 years after he ceases to hold the position of national 
bank examiner, he will not accept employment of any kind in any bank which he 
has examined without first receiving permission in writing from the Comptroller 
of the Currency. This protective procedure has left nothing to be desired. 

We are aware of no Federal statutes which would prohibit any employees of 
the Government other than the heads of agencies from accepting outside employ- 
ment. 

Sincerely yours, 
Ray M. GIDNEY, 
Comptroller of the Currency. 


TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
WASHINGTON, July 29, 1957. 
Hon, BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: During the course of the hearings on S. 1451 and 
H. R. 7026 Representative Multer requested information about the bonds of the 
Comptroller of the Currency and the Deputy Comptrollers of the Currency. He 
also requested information with respect to the bonds of other officials of the 
Treasury Department. 

As required by statute the Comptroller’s bond is in the amount of $100,000. 
Also as required by statute, each Deputy Comptroller is bonded in the amount of 
$50,000. In addition there is a blanket bond which covers all of the employees 
of the Office of the Comptroller of the Currency including the Deputy Comp- 
trollers in the amount of $200,000. Thus the Deputy Comptrollers are bonded 
in a total amount of $250,000. 

With respect to other officials of the Treasury Department we find that the 
Treasurer of the United States is required by statute to be bonded in the amount 
of $150,000. Certain employees of the mint, the district collectors of customs, 
and the district directors of internal revenue are required to be bonded but the 
amounts of their bonds are left to the discretion of the heads of the bureaus. 

It is our view that the officials and employees of the Comptroller of the Cur- 
rency are adequately bonded at the present time. However, we would have no 
objection if the Congress should deem it advisable to increase the amounts of 
the bonds required by statute for the Deputy Comptrollers from $50,000 to 
$250,000 as this would merely require that the present coverage be continued. 
Likewise, we would have no objection if the Congress should deem it advisable 
to increase the amount of the bond required by statute for the Comptroller. We 
make no recommendation as to the amount to which it should be increased as we 
do not deem it to be sound policy for the person to be bonded to recommend the 
amount of his bond. 

Sincerely yours, 


Ray M. GIpNEy, 
Comptroller of the Currency. 
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TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington 25, July 29, 1957. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: During the course of the hearings on S. 1451 and 
H. R. 7026, Representative Anderson inquired whether we could suggest wording 
to be substituted in section 20, “Preferred stock,” which would permit the Comp- 
troller to approve the issuance of preferred stock by national banks only in 
urgent or unusual situations or under emergency conditions, in accordance with 
our recommendation, but which would not be as restrictive as the languag 
“only practicable method.” We indicated that perhaps this could be done. How- 
ever, after having given further consideration to this matter, we have concluded 
that the language “only practicable method” is the language most suitable for 
restricting the issuance of preferred stock to urgent or unusual situations or 
emergency conditions. 

Sincerely yours, 
Ray M. GIpDNEY, 
Comptroller of the Currency. 


TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, August 2, 1957. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: During the course of the hearings on S. 1451 and 
H. R. 7026, we advised Representative Coad that we would furnish to the 
committee the caption which appears on reports of examination of national 
banks. This caption reads as follows: 

“This- report of examination has been made by an examiner selected by 
the Comptroller of the Currency and is designed for use in the supervision of 
the bank. This copy of the report is the property of the Comptroller of the 
Currency and is furnished to the bank examined for its confidential use. Under 
no circumstances shall the bank, or any of its directors, officers, or employees 
disclose or make public in any manner the report or any portion thereof. The 
information contained in this report is based upon the books and records of 
the bank, upon statements made to the examiner by directors, officers, and 
employees, and upon information obtained from other sources believed to be 
reliable and presumed by the examiner to be correct. It is desired that each 
director, in keeping with his responsibilities both to the depositors and to 
stockholders, thoroughly review the report. In making this review, it should 
be kept in mind that an examination is not the same as an audit, and this 
report should not be considered to be an audit report.” 

Sincerely yours, 
Ray M. GIDNEY, 
Comptroller of the Currency. 
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WEDNESDAY, JULY 31, 1957 


House or REPRESENTATIVES, 
ComMMITTEEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) pre- 
siding. 

Present: Chairman Spence, Messrs. Brown, Patman, Multer, Bar- 
rett, Mrs. Suliivan, Mr. Reuss, Mrs. Griffiths, Messrs. Vanik, Coad, 
Anderson, Breeding, Talle, Betts, Mumma, Bass, and Henderson. 

The CHamman. We will resume the hearings on the Financial 
Institutions Act. 

We have back with us this morning, Mr. Martin, Chairman of the 
Board of Governors of the Federal Reserve Sy stem. 


FURTHER STATEMENT OF HON. WILLIAM McC. MARTIN, CHAIR- 
MAN; ACCOMPANIED BY WOODLIEF THOMAS, ECONOMIC AD- 
VISER; AND D. B. HEXTER, ASSISTANT GENERAL COUNSEL, 
BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM 


Mr. Reuss. Mr. Chairman. 

The CHarrMan. Mr. Reuss. 

Mr. Reuss. Mr. Martin, I just wanted to raise a question. We had 
an interesting discussion the other day on this question. I raised the 
possibility of saving some of the cost of the national debt by insu- 
lating, as we put it, a portion of the national debt, as I recall our 
discussion, you displayed a good deal of interest in it, and raised some 
objection and said that you would ask the staff to prepare a short mem- 
orandum for me, setting forth the System’s up-to-date views on the 
possibility of it. 

Is that a correct summary of our discussion on it ? 

Mr. Martin. I don’t recall precisely, but I am sure we will get the 
memorandum to you just as quickly as we can, Mr. Reuss. 

(The memor andum referred to is as follows: ) 


DISCUSSION OF INQUIRY BY CONGRESSMAN REvss 


This statement examines the suggestion that the interest cost on the public 
debt be kept down or reduced by Federal Reserve purchases directly from the 
Treasury of Government securities hearing some arbitrarily set low interest rate 
and that the additional bank reserves thus made available be absorbed by in- 
creases in bank reserve requirements in order to prevent undue credit expan- 
sion as a result of the operation. 

The expressed aim of this proposal is to reduce the interest cost of the Fed- 
eral Government debt in a manner that would not contribute to inflation. The 
net effect of using such a device would be to substitute Federal Reserve bank 
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holdings of Government securities at a low interest rate for a corresponding 
amount of commercial bank credit. The proposed action would not be in ac- 
cordance with the purposes of existing law and practices. Both past practice of 
the System and legislative history indicate that the use of the authority to pur- 
chase securities directly from the Treasury is for the purpose of meeting purely 
temporary needs of the Treasury where necessary to avoid short-time disturb- 
ances to the money market or in the case of serious emergencies. The au- 
thority to raise reserve requirements is to prevent injurious credit expansion or 
contraction. To use these powers for the expressed purpose of reducing interest 
costs for the Treasury would not be in conformity with these purposes. Specific 
legislation would be needed to permit or justify such action by the Federal 
Reserve. 

The proposed procedure would enable the Federal Government to cover a por- 
tion of its expenditures without taxation or without borrowing the savings of 
the people. In essence and to a degree, it would be the same as financing the 
Treasury by the issuance of money, while attempting to prevent inflationary 
consequences by immobilizing the funds in the banks. While such a practice 
might appear to make little difference if the amounts involved are small, the 
principles of sound fiscal policy would be violated. 

It is vitally important that the Federal Government in its borrowing opera- 
tions conform to the standards and requirements that are necessary to maintain 
economic stability and growth. The Treasury, like any other borrower, should 
endeavor to borrow the savings of the community and should always pay the 
rate of interest necessary to induce savings. Any attempt to maintain artificially 
low rates of interest interferes with the processes of the market that tend to keep 
savings and borrowing in equilibrium. 

Federal Reserve bank credit, whether extended to banks, to Government, or 
to others, may have the same effect as the issuance of fiat money. It adds di- 
rectly to the money supply and also to the reserve of the banking system, on the 
basis of which a further multiple expansion of money may be created. Because 
of unfortunate experiences with continental currencies in our early history, 
this country has zealously avoided the issuance of money by governmental au- 
thority. Only because of the exigencies of war finance has this device for 
financing been used directly or indirectly and always with unfortunate conse- 
quences. Experience with such practices in other countries has often been 
disastrous. 

The Federal Reserve System was established largely because our facilities 
for providing money to meet the needs of a growing economy with wide sea- 
sonal variations were inadequate and inflexible. The System, however, was 
made subject to various limitations on its operations because of recognized dan- 
gers in the unlimited power to create money. Federal Reserve operations have 
their principal impact upon the banking system because any new money made 
available by the System is likely to be deposited in banks and be added to bank 
reserves. Holders of cash deposits most of it in banks and those wanting 
additional funds to meet working cash needs borrow from banks and pay off their 
loans when they have available cash. This credit mechanism, flexibly operated, 
serves to keep the supply of money adjusted to current needs. Interest rates 
serve the function of encouraging or discouraging borrowing and lending or 
the repayment of debt. Interest rates may also influence the volume of sav- 
ings by the public, which must be relied upon in a balanced economy to meet 
the bulk of the credit needs. 

There is a danger that once a procedure such as the one proposed were adopted 
even on a small scale, it would gradually be extended to meet particular needs 
on an interest-free basis. This would not only be an inducement to governmental 
extravagance but would be an attempt to bypass the economic forces of the 
market. In the end it might impose an unjustifiable burden of nonearning, 
illiquid assets upon the banking system, as well as create serious distortions 
throughout the economy. 

Such a scheme would interfere with the normal functioning of money markets 
and the banking system. If carried far, it would seriously hamper banks. It 
would reduce the availability of Government securities, and thus decrease the 
supply of liquidity instruments available to banks and other sectors of the 
credit markets relative to the total supply of funds that banks and the market 
‘would be called upon to handle. It would thus diminish the flexibility of banks 
and of the money market in general in meeting seasonal and other variations 
in the essential credit demands of the economy. 
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Banks would be expected to continue to hold deposits and provide various 
services to the public, but their earning assets and earnings might be reduced 
to such an extent that they could not continue to provide these services without 
imposing special charges of Various sorts on their customers—depositors and 
borrrowers. They could not afford to pay adequate interest on their savings 
accounts to provide an inducement for saving. Their loan rates would have to 
be raised. Banks perform important functions in the economy in providing 
checking account services, holding savings, and making loans and investments 
that keep these funds actively in use. These functions involve expenses and the 
holding of many nonearning assets. The record of the past does not indicate 
that bank profits have been excessive in relation to the risks and responsibilities 
incurred. 

Finally, question may be raised as to the desirability of loading the Federal 
Reserve banks with nonmarketable securities. It is vitally important that the 
central bank hold a sufficient amount of highly liquid marketable assets so that 
it will always be able to absorb redundant reserves without undue effect upon 
limited sectors of the market. To begin even on a limited scale to load the 
central bank portfolio with frozen assets solely to reduce by a relatively small 
amount the figure of interest costs in the budget would start a practice that if 
earried far could have highly undesirable effects. It could hamper the ability 
of the central bank to perform its functions, as well as interfere with the 
market forces that work toward establishing a level and structure of interest 
rates that promote equilibrium in the economy. 

Any reduction in interest paid by the Treasury as a result of such a procedure 
would be partly offset by reduced taxes on interest income. The net saving of 
interest costs would hardly be worth the dangers involved in starting on this 
path of unsound fiscal procedures. 

Mr. Reuss. I thought from our discussion that you indicated that 
the Reserve System’s mind was always open to subjects like this, con- 
cerning the national debt. 

Mr. Martin. No question of that. We welcome suggestions and 
will give them very serious consideration. 

Mr. Reuss. The only reason I raise it is that when I read my copy 
of the American Bankers, the morning after, I found a headline 
saying, “Martin Scorns Plan to Hike FRB Buying of United States 
Securities,” and then it went on with the story, and reported quite 
properly our colloquy, and then said, “Mr. Martin’s reply was to 

reject the scheme comple tely.’ 

Now, that is ove rdoing it a little, isn’t it? 

Mr. Martin. Let’s say Mr. Martin raised some objections and will 
study the matter. 

Mr. Reuss. Well, that is exactly what I thought. I just want to 
call to your attention and to the attention of the staff, in the prepara- 
tion of this memorandum, which is going to be a most interesting one, 
to the observations of Mr. E. A. Goldenweiser in his excellent work, 
American Monetary Policy, published by the Committee for Economic 
Development 3 or 4 years ago, which I hs appen to have looked at after 
our colloquy the other day, and curiously, in his chapter 12, on Prin- 
ciples of Monetary Policy, he lays out what has since become the so- 
called Treasury-Federal accord, pointing out you both can’t exercise 
credit restraint and at the same time support the bond market at par, 
and then he goes on to lay out, to my surprise, almost precisely the 
proposal I was putting to you and he says of it that this is a rational 
and temperate proposal and, properly administered, would introduce 
a useful device, and then he goes on to say that— 

However, if it would lead to misunderstanding by some and to apprehensions, 
no matter how ill founded, by others, it might be wise to pursue a more con- 
ventional course and to create the necessary residual money by borrowing from 
commercial banks. It would, to be sure, cost the Treasury more in interest. 
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That was, of course, in 1951 when the effective interest rate was 2 
percent, or something like that. 

Now that we are talking about 4 percent, the price of not arousing 
opposition has obviously doubled, and I do think that a new look is 
needed, and I am delighted that you are doing just that, with an open 
mind, as I know it will be, and I will be awfully interested in the 
memorandum. 

Mr. Martin. Yes, sir; and the problem, Mr. Reuss, just to make one 
comment on that, that we faced in the accord, was our effort to assist 
the Treasury in financing its debt with a minimum of monetization of 
the debt. That was the heart of the problem in the Treasury-Federal 
accord. 

Mr. Reuss. Yet, unfortunately, the debt has not been drastically 
demonetized since the time of the accord, has it ? 

Mr. Martin. Well, it hasn’t been demonetized. 

Mr. Reuss. It hasn’t been more monetized either, which is good. 

Mr. Martin. That is right. 

Mr. Parman. Would you yield? 

Mr. Reuss. I am through. 

Mr. Parman. Don’t you think that when the bonds are reduced in 

value, down to $85 on the $100, that is about as near to demonetizing 
as you could reasonably expect? As long as the bonds were at par, 
they were, properly speaking, monetized. But any reduction of, say, 
5 percent or 10 percent, really immobilizes them and puts them out of 
competition a money, for all practical purposes, does it not? 

Mr. Reuss. I don’t feel quite as strongly as you do on that, Mr. 
Patman. Iam afraid you are beyond my depth. 

Mr. Parman. Thank you, Mr. Chairman. 

The Cuarrman. Does any member desire recognition ? 

Mr. Tattz. Mr. Chairman. 

The CHarrman. Dr. Talle. 

Mr. Tatxe. I have a letter, Mr. Martin, from Mr. V. W. Johnson, 
president of the First National Bank of Cedar Falls, Iowa. I have 
known him for many years. He is not only an able banker but has 
taken and is taking keen interest in improving banking as a business. 
He served on the Advisory Committee of 27. The advisory committee 
to the Senate Banking and Currency Committee, as a representative of 
small banks, when the study pertaining to this bill was made, and he 
is now a director, and has been for 12 years, of the Federal Reserve 
Bank of Chicago, representing small banks in the Seventh Federal 
Reserve District, which embraces the State of Iowa. 

I should like to read two paragraphs from his letter. 

In section 17 of title II of the Senate bill there is a provision which has for its 
purpose to limit the tenure of the elected directors of the respective Federal Re- 
serve banks to 6 years. This provision was recommended by the Board of Gov- 
ernors but our Subcommittee on the Federal Reserve, the whole advisory com- 
mittee itself, and the American Bankers Association opposed this limit of tenure 
provision because we felt it took from the member banks the right to select their 
own representative, which we believe to be a fundamental principle and so 1n- 
tended by the original Federal Reserve Act of 1913. 


Then he continues: 
I may also say in this connection, that it is very difficult for directors on these 
various Federal boards to acquaint themselves with the intricacies of central 


banking, and it is only after a long period of study and observation that their 
usefulness becomes apparent. * * You will also understand how much more 
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difficult it is for a representative of the small banks from the rural communities 
to become a competent director. It takes much study to feel any degree of 
analytical ability in determining, for example, when and if the discount rate 
should be changed. 

I would like your comment on that, Mr. Martin, if you will. 

Mr. Martin. I am very glad to comment, Mr. Talle. 

Mr. Johnson is one of the valued directors of the Federal Reserve 
oon and I know him personally and I have the highest regard for 
uum. 

The System has been struggling for the last 5 or 6 years with an 
effort to broaden knowledge of its activities and its usefulness to the 
community, both among the businessmen and the bankers and the 
general public, and one of the problems that we have had has been 
this problem of tenure, and in 1 or 2 instances we have had directors 
that have served for as long as 20 and 30 years as members of the board 
of directors of an individual bank. 

I think the majority in the System—and there are others in the 
System who feel the same as Mr. Johnson—but out of the 260 directors, 
I would say that probably 70 to 75 percent of the directors agree with 
the provision which we have—although no actual poll has been made 
of this—agree with the suggestion that we have hammered out, that 
it would be wise to have a specific tenure. 

We have decided upon 6 years, 2 terms of 3 years each, and in the 
event of an individual becoming chairman, he could serve another 3 
years, which would be 9 years, and that that would be the most ac- 
ceptable way of resolving what has been something of an impasse in 
the System. 

Now, there is some merit in Mr. Johnson’s contention that it takes 
a certain amount of time for a director to get his feet on the ground 
and become 

Mr. Tate. That is true of Congressmen, too, Mr. Martin. 

Mr. Martin. I think that is probably true. 

Now, how long it should go is a question. But since we feel very 
strongly that this ought—that we ought to be constantly bringing 
new blood into the System, we felt that this provision was the wisest 
course to follow, and I think that the majority of the people in the 
_ System are back of it. 

Mr. Tatiz. Thank you, Mr. Martin. 

Now I will read the paragraph that has to do with the second 
proposition in his letter : 

While it is not too important to have it included, our subcommittee, as well 
as the whole advisory committee, recommended the abolishment of section 13 
(b) of the Federal Reserve Act which permits the Federal Reserve banks to 
lend to private business. 

It is my personal conviction that this is definitely not a central bank function 
and, since it is not used except in a few instances and for the further reason 
that Congress provides loans to private enterprise through the Small Business 
Administration and kindred agencies, the provision ought to be eliminated 
from the law. 

Mr. Martin. The Board has recommended this, Mr. Talle, and I 
will ask Mr. Hexter if it is not in the present law. 

Mr. Hexter. It is my impression that it is, that is, the present bill, 
the Financial Institutions Act. 
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Mr. Martin. And the Federal Reserve Board endorses that position. 

Mr. Tatrte. Thank you, Mr. Martin, for your comments on both 
propositions. 

That is all, Mr. Chairman. 

The CuHatrman. Mr. Martin, the Banking Act of 1935, as passed by 
the House, vested authority over open market operations in the Fed- 

eral Reserve Board, and required the Board in exercising its author- 
ity to consult with an advisory committee of 5 bank governors. 

That went to the Senate, where they substituted a plan under 
which open market operations were vested in the Open Market Com- 
mittee, composed of the 7 Board members and 5 representatives of 
the banks. The conferees agreed, in substance, to the Senate pro- 
posal. 

What do you think about these two propositions? Do you think 
more authority should be concentrated in the Board than it has now ¢ 

Mr. Martin. I am not familiar with that, but I think the bill very 
wisely, as it came out, provided that all the members of the Federal 
Reserve Board be on the Open Market Committee, because I think it 
would be difficult to have a member of the Board that was not a mem- 
ber of the Open Market Committee. 

Now, the regional system, to be effective and useful, has to bring 
together all points of view from all over the country, and the meet- 
ings of the Open Market Committee bring together these points of 
view on an equal basis, and I think that the present law, which pro- 
vides for 5 of the 12 presidents—one of them is always the New Y ‘ork 
Bank because it is the central money market of the country, but 4 of 
the others in rotation—contributes to the functioning of a regional 
system in a way that would fundamentally alter and change the 
nature of the system if we made it just a Board system. I think one 
of the strong points in the System 1s this bringing together of public 
and private interest, and I think it proper that the Board have a 
larger representation than the regional banks, but both the Board 
and the regional banks meet on common ground and are welded and 
knit together in this open market meeting. 

I might say, as I pointed out to Mr. Patman on a number of oc- 
casions, that at the present time we have all 12 of the presidents 
attend those meetings, and we met every 3 weeks. The reason we 
have all 12 of the presidents—only 5 of the presidents have a vote, 
but all 12 of the presidents come because, by rotation any one of the 
others will, in a subsequent year, become a member of the committee, 
and we want to have a body of men that are competent to take over 
and are cognizant of all the developing problems of the System be- 
fore they take over. 

It is very seldom that we have to take a vote, but if we take a vote, 
we follow, of course, the statutory provision, and there are seven 
voting members of the Board and five presidents. 

The Cuatmman. Do you find through the years, from your experi- 
ence, that there is a marked difference in the opinions of the Board 
in any instances, from those of the representatives of the banks, by 
reason of their connections and duties ? 

Mr. Martin. Through the years we found surprisingly few dif- 
ferences based on factors other than differences of opinion and judg- 
ment. I don’t find any differences based on anything else. 
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Now, we have had a good many differences of opinion. We have 
differences of opinion at every meeting, I am glad to say. But they 
are resolved as a rule before we finish the meeting by a concensus, 
which most of the members subscribe to. 

You see, in the policy records of the Federal Reserve System that 
come out every year, the votes, whenever we have a vote. 

The Cuatrman. If the representativ es of the banks would vote as 
a unit, and one member of the Board would join with them, that 
would prevent any action on the subject by the Board, would it not? 
Have you ever had a condition like that exist, on questions of policy, 
where members of the banks voted as a unit and one member of the 
Board joined with them ? 

Mr. Martin. I don’t know of a case where one member of the 
Board joined with the banks. There have been 1 or 2 cases where 
there has been a split between the Board and the banks. I don’t 
know offhand. I would have to search the records to be sure, but 
certainly not during the time I have been chairman has there been a 
situation such as you describe. 

The CuHatrman. Well, if two members of the Board would vote 
with the representatives of the banks, who voted as a unit, of course, 
that would give them control. 

Mr. Martin. That would give them control. 

The Cuamman. You don’t apprehend anything of that kind? 

Mr. Martin. That would be only on that particular item. And it 
might well be that the two members of the Board joining with the 
presidents would be right. 

The Cuamman. That might be, but that is a very liberal statement 
for you to make. Don’t you think the responsibility is vested in the 
members of the Board, for the open-market operation, because they 
bear a little different rel: itionship to the public than the representa- 
tives of the banks? They are appointed by the President, confirmed 
by the Senate. 

Mr. Marttn. No, I think that the members of the Board should have 
a majority, but I don’t think that the Board should be in a position 
to ignore completely the points of view of the regional banks. If we 
had such a situation, I think the simplest way to operate would be to 
just have a central bank in Washington, with 12 branches around the 
country, and we wouldn’t have to have boards of directors of the in- 
dividual banks, and I think you would have a different type of central 
banking system. 

The Cuatrman. Do you think the conferences with the representa- 
tives of the banks have been useful to you? 

Mr. Martin. During the time I have been with the System it has 
been the most useful medium for keeping any area of the System from 
being insulated or isolated, and for bring together different points 
of view so that policy, when it is made, is not a one-man policy, but 
is a System policy. It is not a board policy, it is not a bank policy, 
it is not an Advisory Council policy—it 1s a System policy. 

And I believe there are real safeguards when it comes to acting 
as trustee for the people’s money, which is what our System envisages 
in having a System policy determination on these matters, rather than 
a policy that is attuned to just one particular group. 
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The Cuarrman. There are representatives of the different banks 
on the Committee, and they are placed on the Open Market Commit- 
tee because of their different interests. 

Does geographical representation make any difference in that 
matter? Because if it wouldn’t it would be logical to have all the 
banks have a representative on the Open Market Committee. 

Mr. Martin. Well, it is for that reason that we meet every 3 weeks 
now. We had a meeting yesterday. And once in awhile we meet at 
2-week intervals, but usually it is every 3 weeks, and we have invited 
all of the 12 presidents to attend these meetings, although following 
the statutory provisions of the act, only 12 of us can vote. That means 
that here are 19 in the room, but only 12 can vote, if it comes to a 
vote on an issue. But we ask all 12 to participate in the meeting. 

The Cuarrman. The meetings are not provided by law, are they ? 

Mr. Marty. They are not provided by law. We could have them 
every week. We could have them every 2 weeks. We could have 
them once a month. 

Some time ago, when I first came to the System, we had an executive 
committee which met more frequently than the full Committee. The 
full Committee was inclined then to meet 4 or 5 times a year, and the 
executive committee would meet every 2 weeks. Now, we have 
changed that. We have eliminated the executive committee, and we 
have full meetings of the Committee, and I may say that the repre- 
sentative from San Francisco, I think, deserves special credit for the 
fact that he hasn’t missed a meeting of the Committee in the past 
year, and that meant that he had to travel across the continent in 
every 3-week interval. 

The CHatrman. Why is it necessary to have so many meetings? 
What are the major problems you discuss ? 

Mr. Martin. In the Open Market Committee meetings? 

The CuairMANn. Yes, sir. 

Mr. Martin. Well, we discuss the general credit situation. We 
review the economic picture. Then we review the credit picture, and 
then we take into account the current policy problems in the System. 
We discuss the discount rate. We discuss open-market opet rations. 
We discuss reserve requirements. We discuss all aspects of the Sys- 
tem policy, although we only act on open-market operations. 

But you can’t divorce ¢ any one of these things, as we have found in 
many of our discussions here with your committee and with other 
committees of the Congress. A1l of these things are related. And we 
have used this Open Market Committee as an opportunity to discuss 
all aspects of the credit problem that might bear on open-market 
operations, and then at the end of the meeting a decision is made by a 
directive, which is issued to the manager of the account for the con- 
duct of open-market operations by the account, until the next meeting 
of the committee. 

The Cuarrman. The Open Market Committee is the most powerful 
instrument over which you have control, isn’t it ? 

Mr. Martin. In my judgment, the Open Market Committee is the 
heart and center of the Federal Reserve System. 

The Cuarrman. It has more influence over money and credit than 
any other power you have. 

Mr. Parman. And more than the Congress has. 
The Cuarrman. Or any other power we have delegated to you. 
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Mr. Martin. No, I think that the System reserve requirements are 
specifically the authority of the Board of Governors. Margin re- 
quirements are particularly the authority of the Board of Governors. 

Now I think all of these are related, but I think that open-market 
operations and open-market policy—the discount rate is not a specific 
function of the Open Market Committee. It belongs jointly to the 
banks and to the Board, with the Board having final authority over 
discount rates. 

But it seems to me that the Open Market Committee is the one 
forum in the System where all of these points of view can be brought 
together in the most satisfactory way, and therefore I think it is 
the most important arm of the System. 

The Cuairman. Through the years you find no marked difference 
of opinion between the me mbers of the Board as members of the Board 
and representatives of the banks, in reference to these problems / 

Mr. Martin. I found no differences of opinion that we can’t resolve 
satisfactorily. 

I think that we ought to think very carefully if we are going to 
change the nature of the System. We ought to think it through very 
carefully, and in terms of merging public and ae interest in a 
regional system, I believe that the Open Market Committee is as 
satisfactory a means of doing it as we have yet been able to devise. 

Now we are working constantly in the System. We don’t think 
that the System is perfect. And we are working constantly in the 
System to see whether there should be some revisions in its structure. 
When we find some revisions that we think ought to be made, we are 
going to bring them up to the Congress, just as we are working on re- 
serve requirements actively, without, as Mr. Multer knows, too much 
success. 

But that is a policy problem of great difficulty, and I don’t for a 
moment insist that the structure of the System is perfect, but I think 
we ought to be very careful about altering the regional system until 
we have thought through all aspects of the problem. 

I think the Board should have control, and I think the Board, as a 
Board, has control today. But I certainly don’t in any way want to 
turn the regional banks into branches of a Board here in Washington. 
I want them to be as far as possible—I want decentralization, to ‘keep 
a check and balance on the Board of Governors and on the policy 
decisions that we are making. It is too serious to put it in one single 
spot. 

The CHarrMan. You have made no recommendations at all for any 
change. 

Mr. Marrtn. Not at this time. 

Mr. Muurer. Will the chairman yield? 

The CHatrman. Mr. Multer. 

Mr. Mutter. Mr. Martin, you started to say a moment ago at Mr. 
Thomas’ suggestion—and I don’t think you finished that answer. 

Mr. Martin. Mr. Thomas pointed out that I had said there were 
no stated times for meetings of the Open Market Committee, and 
the law says we do have to meet four times a year. 

Mr. Murer. How long do your meetings usually last? 

Mr. Martin. About 3 hours, ‘Mr. Multer. We convene at 10 o'clock, 
and we get through about 1. Sometimes we get through a little bit 
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earlier, once in a while later and occasionally we go over to the after- 
noon. 

Mr. Motrer. Thank you, Mr. Chairman. 

Mr. Patman. Mr. Chairman, I would like to be recognized. 

Mr. Brown. Mr. Chairman. 

The Cuatrrman. Mr. Brown. 

Mr. Brown. Mr. Martin, I want to read a paragraph of certain 
background information furnished by the Federal Reserve Board rel- 
ative to the Open Market Committee: 

The principal argument against placing control over the open-market opera- 
tions in the Board seems to be that the Board might abuse its power to pur- 
chase Government obligations. Particularly where Government spending is high, 
the President or the Secretary of the Treasury might exert enough pressure 
to get the Board to force the Federal Reserve banks to supply the Government 
with the funds it needs through the purchase of Government obligations. 

Senator Glass particularly argued that the Federal Reserve banks get their 
funds largely from the deposits of member banks; that the Government had no 
money invested in Reserve banks and so should not dictate how their funds 
should be used. A subsidiary argument is that the Board does not have the 
expert knowledge needed for open market transactions and should have the 
benefit of the views of the Federal Reserve bank presidents. 

Is that a correct statement ? 

Mr. Martin. I think that argument substantially is just as good 
today as it was then, Mr. Brown. 

Mr. Brown. And that was due to Carter Glass in the Senate. 

Mr. Martin. That is right. 

Mr. Brown. Thank you. 

Mr. Parman. Mr. Chairman. 

The Cuarrman. Mr. Patman. 

Mr. Patman. That contradicts what President Wilson said when 
he asked for the Federal Reserve banks to be set up, does it not, Mr. 
Martin ? 

Mr. Marttn. I don’t offhand recall what President Wilson said 
when he asked the banks to be set up. 

Mr. Parman. I would like to quote from President Wilson, June 23, 
1913, in an address to a joint session of Congress. He thought this 
matter important enough that he came up here to appeal to the Con- 
gress on June 23, 1913, to enact the Federal Reserve bill. The Presi- 
dent said, in part, in that address: 

The control of the system of banking and of issue which our new laws are to set 
up must be public, not private, and be vested in the Government itself, so that the 
banks may be instruments, not the masters of business and of individual enter- 
prise and initiative. 

Then there is a report of the House committee that handled the bill. 
I think Senator Glass wrote the report: 

The function of the Federai Reserve Board is supervising the banking system 
as a Government function in which private persons or private interests have no 
right of representation except through the Government itself. The precedent 
all civilized governments is against such a contention. 

As I remember it, Senator Glass in his book, Adventures in Con- 
structive Finance, told about a visit to the President with the bankers 
from New York who were in Washington in opposition to the provi- 
sion in the House bill at the time which denied banker representation 
on the Board, and Mr. Glass went to the White House with these 
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bankers to see President Wilson, and Senator Glass said he himself 
favored banker representation on the Board. But after their propo- 
sition was stated, Mr. Wilson asked : 

Will one of. you gentlemen tell me in what civilized country of the earth there 
are important government boards of.control on which private interests are 
represented? 

No one spoke up. And then President Wilson said, as Senator 
Glass recalled it: 

Which of you gentlemen thinks the railroads should select members of the 
Interstate Commerce Commission? 

They all remained silent, and Senator Glass said they left whipped, 
all with the definite understanding that there would be no banker rep- 
resentation on the Board or where policymaking decisions were to be 
made. And the bill as passed, of course, flid not have banker 
representation, 

s that your understanding of it, Mr. Martin? 

Mr. Marri. Well, Mr. Patman, I don’t like to put in some personal 
references, but I talked to Senator Glass at great length about this 
problem. We have in the System an ingenious blending of public 
and private interest which I think is one of the achievements of Amer- 
ican political science. 

Mr. Patman. Well, now 

The Cuaman. Let the witness finish his answer. 

Mr. Martin. The statute provides for an Advisory Council made 
up of bankers, but which has nothing but advisory functions as far as 
the System is concerned, but which I think has been very valuable, 
certainly in the last 5 or 6 years during the time I have been on the 
Board. It has been valuable to know their viewpoints although they 
have no control whatever over us, they have no authority at all, but 
it is a statutory body. 

Now the Board is government. There can be no question of that. 
When we talk about the Board and the banks—you are talking about 
different operations. The Federal Reserve banks are quasi-govern- 
ment, and the banks have their own boards of directors; they are set 
up as corporations. The blending of the public and private interests 
in the class C directors, which the Board of Governors appoints in 
sach of the banks. The banks through their stock ownership, which 
you have rightly pointed out a number of times, is not proprietorship, 
is not ow nership, but neverthless is an effective device for having par- 
ticipation in a democratic system, provides for the banks electing 
by virtue of their stock ownership—the stock not being proprietor- 
ship—for electing class A and class B directors, and the managements 
of each of those banks reside, so far as the day-to-day operations and 
the housekeeping activities are concerned, always subject to the central 
Board in Washington, reside in those individual banks. 

Now that is, I think, an effective decentralized system, and I believe 
it to be completely in accord with President Wilson’s understanding 
of what he was driving at, and I believe President Wilson was instru- 
mental in providing no specific banker representation on the Board, 
but in terms of a System consisting of a Board of Governors, an Ad- 
visory Council, 12 banks with their individual directorates—now we 
have 24 branches in addition—we have sufficient coordinated control 
in Washington to make effective control lie in the hands of the Gov- 
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ernment but at the same time to get the benefit of the best that there is 
in private thinking and private “management without letting private 
interests be in control; and the design of the System in essence, is to 
have a judicial framework in the Board of Governors that will be as 
free as possible, subject to the will of the Congress, with the political 
pressures on one hand and the private pressures on the other, and it is 
equal. 

That is exactly, I believe, in line with President Wilson’s concept. 
I did not have the pleasure of either meeting President Wilson or 
discussing it with him, but I did have the pleasure of talking to 
Senator Glass on a number of occasions; in fact I did a little work 
for him at one time—I was a graduate student and had an opportunity 
to get to know him through my father, who knew him quite well. 

Mr. Patman. Mr. Martin, have you finished your answer ? 

Mr. Martrn. Yes. 

Mr. Patman. The statement you have made would apply to the 
original Federal Reserve Act, when you had 12 autonomous banks. 
There is no doubt about what you have said. It is exactly correct. 

But, my contention is—and the records, I believe, bear out what I 
state—that the banking system was completely changed in 1935, and 
since that time we have had a central banking system, with the main 
function of the system being carried on ~ by the Open Market 
Committee. 

The 12 banks are nothing more than branches. They have no power. 
They are exercising no substantial authority. They are exercising no 
discretion of any importance. This has been the situation since 1935. 
And I can support what I say about this. 

Senator Glass was for this banker representation, and in 1935 he 
succeeded in getting banker representation through for the Open 
Market Committee. That was contrary to the views of President 
Wilson, but Senator Glass was a very frank, forthright, courageous 
man, and a very able man, and he made a great contribution to the 
welfare of this country when he did the major part of the work in 
causing the enactment of the Federal Reserve Act. However, he 
frankly said he wanted bankers on the Board, but as long as Mr. 
Wilson was President no bankers got on the Board where they could 
determine policy, interest rates, and the supply of money. 

In 1935, the law was changed. When the bill passed the House, I 
think it will be found that it did not provide for any banker repre- 
sentation on the Board or on the Open Market Committee—my recol- 
lection is that the Board was the Open Market Committee. When it 
was considered by the Senate, they put the bankers on, and then in 
conference the provision for banker representation remained in the 
bill. 

Now then, under the law that you are speaking about, the 1913 act, 
the individual Federal Reserve banks had some power, but now they 
exercise no power, and I can give you figures to show that they do not 
exercise any power. 

The Cuarrman. What is your question to the witness ? 

Mr. Parman. Mr. Chairman, you insisted on his having time to 
answer it, but I am not taking nearly as much time answering him as 
he did in answering me. I feel it is in the interests of this bill to get 
all the facts in the record. I assure you that all this discussion is 
material, it is pertinent, it is germane. 
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They are asking us to take the limit off expenditures for building 
branch banks, so that they may build them where they want, an 
spend Government money for their construction. I can show you 
where it is a needless expense. And I can show you, Mr. Chairman, 
that whatever bank premises we have are not being used—that neither 
the 12 banks nor the 24 branch banks we have are being used for 
Government service. They are being used for commercial purposes, 
for clearing checks. 

The Cuairman. I suggest you show that to the Congress, not me. 

Mr. Parman. I would like to convince you. 

The CHarrman. That wouldn’t be the proper way. to conduct a 
hearing. It is through questions and answers, and it seems to me that 
there ought to be some questions propounded to the witness. 

Mr. Patman. I will ask a question now and then. 

The Cuarrman. Now we have your opinion. 

Mr. Parman. Well, we got Mr. Martin’s opinion. 

The Cuarrman. Now let’s get Mr. Martin’s opinion on something 
else. 

Mr. Mourer. Will you yield? 

Mr. Parman. I yield. 

Mr. Mutter. I haven’t any doubt, Mr. Patman, that there are in- 
cluded in your statement a great many facts, but 1 think we ought to 
ask Mr. Martin which of those facts he agrees with. 

The Cuarrman. I think we should conduct this inquiry as it would 
be conducted in court. I guess we will never attain that. It is just a 
hope of mine. But I think we should ask the witnesses questions and 
get their opinions. In other words, this is not a joint debate. 

Mr. Patman. Well, that is my idea of a meeting. It is more or less 
a joint debate, because people have differences of opinion, and each 
one expresses his opinion. Unless you do that, you cannot get the 
facts out. 

The CHatrman. I just made a suggestion to you, Mr. Patman. 

Mr. Parman. And I assure you, Mr. Chairman, that Mr. Martin is 
very cooperative in answering questions. 

I am going to submit some questions to Mr. Martin in writing. In 
fact, since you brought it up, I think we ought to have other members 
of the Board here. Mr. Martin’s judgment is hisown. Since we are 
dealing with fundamental policy, I am wondering if all members of 
the Board agree a hundred percent with what he says. If they do, 
somebody is doing somebody else’s thinking. 

The Crarrman. Mr. Martin is speaking for the Board. 

Mr. Parman. I think we ought to have each member of the Board 
here separately, and I think we would get some differences of opin- 
ion from some of them. They are human beings; human beings 
differ in their feelings and convictions. 

I think we ought to have them, but I will not pursue that. 

Mr. Martin. I would be glad to have you call each and every 
member of the Board of Governors here, and I am sure they would be 
glad to come. 

Mr. Parman. That is a good suggestion, Mr. Martin. I am glad 

you suggested it and I think we should pursue it. 

7 Mr. Martin. I just wanted it on the record. 

: Mr. Parman. You are always very cooperative. 
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The CHarrman. Mr. Martin, you are speaking the sentiments of 
the Board, aren’t you? The Board knows something of your testi- 
mony, doesn’t it ? 

Mr. Martin. They don’t know the questions I am going to be asked, 
but I think I am speaking for the Board as a whole on most of these 
things. I can’t talk about every shade or degree of difference that 
there may be on each of these points. 

The Cuarrman. It would be easier to ask the members of the Board 
if they protest, to let us know, and if they don’t, we will assume your 
statement is made for all the members of the Board. 

Mr. Martin. I would be very glad to have you do that, Mr. Chair- 
man. 

The Cuarrman. Go ahead, Mr. Patman. 

Mr. Patman. For instance, Mr. Martin, the banks in their statement 
tell the whole story. Last year, the total current earnings were $596 
million. 

The banks received these earnings for these purposes; I am giving 
round figures. 

Discounts and advances, about $23 million. 

Industrial loans, $36,000. 

Commitments to make industrial loans, $15,000. 

Acceptances, $537,000. 

From United States Government securities, $572 million. 

All other, $238,000. 

In other words, the bank earnings are almost wholly—that is, 97 
percent, from interest they collect on Government securities. 

Now the point I am making about these 12 banks and 24 branches, 
performing no substantial function, is borne out by this statement 
right here. The earnings are from Government bonds; they don’t 
even touch the bonds, do they? The 12 Federal Reserve banks don’t 
touch those bonds, do they ? 

Mr. Martin. Physically, I don’t believe they do. 

Mr. Patman. Those bonds are in New York, aren’t they ? 

Mr. Martin. They are mostly in New York. 

Mr. Parman. In the Open Market Committee. In other words, 
when the Dallas, Tex., bank got $22,699,658 of earnings on United 
States Government securities last year, they did not render any service 
of any kind in Dallas or in that region to earn that money: did they? 

Mr. Martin. They contributed, as any other arm of the System did, 
to the judgment that was involved in that. Now the bulk of our earn- 
ings come from Government securities. 

Mr. Parman. Well, that is just the point. They didn’t touch 
them. The operation was not even conducted by a man connected 
with the Dallas system or bank. It was conducted by a person ap- 

»ointed, not by your Board, but appointed by the board of directors 
in the New York Federal Reserve banks, a majority of whom were 
selected by the private banks, and they selected the person who runs 
this open-market account, and the New York bank pays him; the 
Governors of the Federal Reserve System do not pay him. 

Mr. Martin. We have control. 

Mr. Parman. They select him, and keep him in New York and keep 
the bonds there. . 

Mr. Martin. We have control of his salary. 
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Mr. Parman. Well, you can veto any increase in his salary; that is 
about all you can do, 

Mr. Martin. We can refuse to approve his getting any salary. 

Mr. Parman. Well you wouldn't think about that, would you? 
You are not serious about denying him any salary ? 

Mr. Marin. If we thought he was the wrong man for the job we 
wouldn’t hesitate to. 

Mr. Parman. Well, I won’t pursue that point. 

Mr. Mutter. Is that the only control you have? 

Mr. Martin. Oh, no, the point that Mr. Patman is making, Mr, 
Multer, is that the Board of Governors now has to approve the ap- 
pointment after he is selected, and we don’t have to approve him at all. 

Mr. Mutrer. Can you remove him after he has been approved, if 
he is not doing the right thing ? 

Mr. Martin. Yes, sir; we can. But I wanted to point out that Mr. 
Patman and I are in agreement on one thing. I think it would be 
better if the committee appointed the man, and the board of directors 
of the New York bank then indicated whether he was persona non 
grata to them. 

Mr. Parman. I give you credit for that, Mr. Martin. 

Mr. Mctter. How would you acomplish that ? 

Mr. Martin. We have been working on that within the System. 

Mr. Mutrer. Can we help you by amending the law to require it? 

Mr. Martrn. No, it is not a legal point per se. I think it is some- 
thing that we can work out. If we can’t work it out at some point, we 
may come to the Congress. 

Mr. Parman. Mr. Martin, the person who runs the open-market 
account deals with billions of dollars each year in Government bonds, 
doesn’t he? 

Mr. Martin. He does. 

Mr. Parman. Now you have no regulations of any kind which safe- 
guard the public interest against leaks as to what is going to be done 
by the manager of that account, have you ? 

Mr. Martin. Well, we have interoffice rules and regulations. If we 
found anyone leaking information on the account, we would do some- 
thing about it. 

Mr. Parman. But there is no violation of the law. You have not 
even asked Congress to protect the public interest by providing for 
criminal penalties against anybody who leaks information which 
might affect billions of dcllars of Government bonds annually. 

‘ou haven’t asked for any protection along that line, have you? 

Mr. Martin. We haven’t felt that we needed it. 

Mr. Patman. Now hundreds of people know about this every day, 
don’t they? They call up people all over the Nation about the bond 
market, and about what should be done? Hundreds of people every 
day know what the Federal Reserve is going to do today. 

Mr. Martin. Oh, no, not in the least. 

Mr. Parman. I don’t see how it can be kept from them. 

Mr. Martin. The instructions to the open-market account are made 
up every 3 weeks, as I have indicated, and the number of people who 
know what those instructions are is a very limited funiber indeed. 
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Mr. Parman. Well, it would embarrass members of Congress very 
much to know, when ‘they get the full facts, that the public interest 
is not safeguarded in that respect at all. It is a dangerous situa- 
tion, just like the destruction of money. 

There are no safeguards there because there is no audit, and all 
because you have no supervision by the Congress. You are out from 
under the Congress. Congress has permitted you to take money that 
you create by Government bonds, collect nearly $600 million a year 
interest, spend the money as you want, but you never go before a con- 
gressional committee to account for these expenditures, you never have 
your books audited, you have no supervision, footloose and fancy free. 

That is the Federal Reserve System now. 

Mr. Martin. Now, Mr. Patman, I want to give testimony to your 
diligence, because you alone have sent us dozens of questions to which 
we supply the answers. You have never had a refusal. 

Mr. Parman. That is right, you are very nice about it, Mr. Martin, 
and I appreciate it. You “did one thing I asked you to ‘do, although 
you never announced it publicly to my know ledge 

Mr. Brown. I think Mr. Martin has a right to answer one question 
before he asks another. 

Mr. Parman, I will put it in question form for him. I will make 
it legal. 

The CHarmman. Ask him a question, Mr. Patman. 

Mr. Patman. I will make it legal. Isn’t it a fact that you abol- 
ished the executive committee of the Open Market Committee after 
I complained about it ? 

Mr. Martin. Not after you complained about it, Mr. Patman. I 
don’t know when you, or if you complained about it. We abolished it. 

Mr. Parman. All right, I will not pursue that. 

Mr. Martin. It has never been hidden. 

Mr. Mutrer. May we know when it was abolished ? 

Mr. Martin. I can get you the exact date. 

Mr. Parman. I am not trying to get it exactly, Mr. Martin. 

Mr. Martin. About 4 years ago. 

Mr. Parman. I pointed it up in a critical way at a hearing in which 
you were involved, while it was in existence, and you defended it but 
later on you abolished it. 

Mr. Martin. And many times I have stated that in the hearings 
which you conducted, we complied with every request for information, 
end every suggestion that came out of it that we felt we could comply 
with. 

Mr. Parman. Yes, sir, you have been very cooperative, Mr. Martin. 
You have always been. I appreciate that. 

Mr. Brown. Let the witness answer. 

Mr. Patman. I can agree with him if I want to. 

The CHatrman. You cut off his answer. Let him complete his 
answer. 

Mr. Patman. Mr. Martin can take care of himself. He does not 
need any help from you gentlemen. He can take care of himself. I 
have known him as long as you have, and I have asked him a lot of 
questions. 











FINANCIAL INSTITUTIONS ACT OF 1957 383 


Mr. Brown. Every time you ask a question, you answer it your- 
self. Let the witness answer. 

Mr. Parman. I appreciate the suggestion and criticism of the gen- 
tleman, and I will try not to do it anymore. ' 

The Cuarrman. It is just a matter of common courtesy. The wit- 
ness should be allowed to answer a question. 

Mr. Parman. I appreciate your calling it to my attention, Mr. 
Chairman. 

In all these banks most of their earnings are from Government 
bonds, as you have admitted, but the 12 Federal Reserve banks and 
the 24 branches don’t touch them at all; they are in New York City 
handled by this one person whom I have talked about. The money 
involved in these transactions is sent to the banks, or is credited to 
their accounts. In addition to the earnings on Government securities, 
the banks have some other earnings, but they are relatively insignifi- 
cant. 

Now, where a bank like, we will say, Minneapolis, is making 
loans on Government securities entirely, you wouldn’t consider that 
a duty that a clerk couldn’t perform, would you, Mr. Martin? You 
wouldn’t consider that a matter requiring such diligence and discre- 
tion that you should have some highly paid official doing it? Couldn’t 
a clerk perform a duty like that, extending loans on United States 
Government securities ¢ 

Mr. Martin. No, Mr. Patman, that is not the function of the dis- 
count window. The discount committee of each of the Federal Re- 
serve banks, taking Minneapolis for example, has to decide not what 
the security of the loan is going to be, but whether it is desirable to 
make the advance to the member bank. 

These are not automatic advances. There is no automatic right of 
the banks to get this money. 

Mr. Patman. I understand that. 

Mr. Martin. Now the Government securities, as collateral, is merely 
a means of procedural operation. 

There was a time when this was all commercial paper. We didn’t 
originally contemplate having Govenrment securities at all. 

Mr. Patrman. That is back in the time which you were discussing a 
while ago. 

Mr. Martin. That is back in the early days of the system. 

Mr. Parman. That is right. They did it that way and I think it 
was a fine way. 

Mr. Martin. And they can still do it that way. In the case of some 
of the cotton areas, in recent years we have had cotton paper, not 
Government securities, as collateral for advances through the discount 
window. 

Mr. Parman. But Mr. Martin, isn’t it a fact that the earnings of 
all the banks, the 12 banks and the 24 branches—outside of their 
interest on Government securities which comes to them from the New 
York bank—last year amounted to about $20 million for all the banks. 

That is what your report shows here, between $20 million and $23 
million, I believe. 
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Mr. Martin. If that is what the report shows, that is right. 

Mr. Parman. Yes, sir. 

Mr. Morrer. May we make it part of the record ? 

Mr. Parman. Yes, I would like this report made a part of the record 
at this point. Not the whole report, just that one matter. 

The Cuarrman. Do you want the whole report made a part of the 
record ? 

Mr. Parman. No; table No. 6, Earnings and Expenses of the Fed- 
eral Reserve Banks during 1956, commencing at page 80. 

The Cuamman. That may be done. 

(The data referred to follows :) 
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Mr. Parman. Now I have ascertained the amount of loans and ad- 
vances made by the banks outside of Government securities. It 
will surprise you, Mr. Martin, to know how little business is done 
requiring discretion in these 12 ‘banks and 24 branches, if you say that 
making loans on Government securities of a hundred cents on the 
dollar is not requiring discretion—although you state that it does. 

Mr. Martin. The collateral is not what requires the discretion. It 
is the purpose for which the loan is going to be used. And particu- 
larly, in recent months, the decisions of the individual discount com- 
mittees of the 12 Federal Reserve banks have been decisions requiring 
considerable discretion and judgment and planning. 

Mr. Parman. When I get through interrogating you, you will real- 
ize that they haven’t worked overtime, or anything like that. 

The banks earned $596 million, principally on Government bonds, 
and I have ascertained how much was received from loans and ad- 
vances where the loans and advances were not based upon collateral 
in the form of United States Government securities. I found that for 
the year 1956 seven Federal Reserve banks didn’t make any such loans 
at all; the Philadelphia bank made loans of that type in the amount of 
$11,880; and the Atlanta bank, $302. 

Now, there are big organizations, with big buildings and branches 
everywhere, yet this is all the business that they were doing on loans 
and advances not secured by United States Government ‘securities, 
which I say was the only business that required discretion. 

Chicago, $28. 

Minneapolis, $1,065. 

Dallas, $1,307. 

Now, that is the business that was done outside of loans and ad- 
vances on Government securities. 

Now I am coming to the question. Isn’t it a fact, Mr. Martin, that 
98 percent or 99 percent of the business which is transacted in these 
12 Federal Reserve banks and 24 branches, is business in the interest 
of-and for the commercial banks in clearing checks principally ? 

Mr. Martin. Well, I think that clearing checks is one of the prin- 

— functions of the System. 

Mr. Parman. Of the System. 

Mr. Martin. Yes, sir. We hold the deposits, the reserves of the 
member banks, we clear checks for them. 

Mr. Parman. I am not saying it is not a good purpose. 

Mr. Martin. We handle the money, and before leaving this dis- 
cussion, again, you have agreed with me a number of times in our hear- 
ings that we ought not to have this discount window just automatic, 
without any control of any sort. 

Mr. Parman. That is right. 

Mr. Martin. Well, the fact that these loans and advances are se- 
cured by Gov ernment collateral—they don’t always have to be secured 
by Government collateral—but the fact that they are under present 
circumstances, has nothing to do with the amount of time and energy 
that the discount committees of the individual banks take in deter- 
mining whether the advance should be made. 

Mr. Patman. Well, that is true, Mr. Martin. 

Mr. Mcvter. Clarify one thing at this point, please. I think you 
gentlemen understand it, but the record doesn’t show it. 
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All of these transactions that you and Mr. Patman have been 
talking about are between the Federal Reserve banks and member 
banks. 

Mr. Martin. Yes. 

‘i Mr. Mutrer. Not between Federal Reserve banks and private in- 
ustry. 

Mr. Martin. That is right. 

Mr. Muurer. Bank-to-bank transactions. 

Mr. Martin. That is right, for the use of the banks as reserves. 

Mr. Parman. Mr. Martin, according to your report, isn’t it a fact 
that last year only 814 percent of all the banks in the Dallas Federal 
Reserve district asked for or received any accommodation of any kind 
whatsoever ; that is, any loan discount, or advance? 

Mr. Martin. I don’t know what the percentages are. 

Mr. Parman. Well, that figures out from the information that you 
have supplied. 

So that leads me to this point: wouldn’t it be a good thing for the 
Government, and in the public interest, Mr. Martin, since the public, 
the taxpayer, is out about $125 million a year, to clear checks for 
commercial banks—to which I am not objecting, I am willing for it 
to be done, although it is a subsidy—I am willing for it to be done, and 
it is in the public interest, I believe, but why should we do it for a few 
banks? Why shouldn’t we pay back that $330 million worth of 
stock, which is called stock, and which you have already said is not 
stock, because there is no proprietary interest—pay that back, and 
then let all banks that are insured by the FDIC have the benefit and 
the privileges and the opportunities of using the Federal Reserve 
banks and their branches ? 

Don’t you think there is something to that, Mr. Martin, that you 
could agree to? 

Mr. Martin. No; I don’t think so, Mr. Patman. I think it is de- 
sirable to have a business system, and to have the ordinary checks of 
business methods and procedures. I don’t think you can just operate 
in a vacuum. 

Mr. Parman. Mr. Chairman, I have used about 30 minutes, and I 
would prefer to yield because I don’t want to take all the time. But 
I am not through, Mr. Chairman. 

The CHarrman. You have been recognized.. In the House when 
you yield, you yield time that is ron You are recognized. 

Mr. Parman. I will keep on then, but I would like to yield to 
somebody else and have you come back to me later, if you will, be- 
cause I don’t want to take too much time. 

Mr. Brown. Let the witness answer the last question, Mr. Pat- 
man. 

Mr. Patman. I thought he had. 

Are you satisfied with your answer, Mr. Martin ? 

Mr. Martin. I think I lost the last part, Mr. Patman. 

Mr. Brown. You have answered so many parts of the questions 
yourself that I can’t tell. 

Mr. Martin. Mr. Leonard said he sent you these figures which you 
have, and the 8% percent you are talking about applies only to the 
Dallas bank. 
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Mr. Parman. That is right. That is the bank I was talking about. 

Mr. Chairman, I will just place in the record at this point the in- 
formation about the loans, discounts, and advances of Federal Re- 
serve banks during 1956. 

(The data referred to above are as follows :) 


Loans, discounts, and advances by Federal Reserve banks during 1956 


{Dollar amounts in thousands] 


Loans, discounts, and advances Borrowing banks 


Federal Reserve district 
Average Percent of 
Amount Number size Number member 
banks 


$2, 853, 579 
- 25, 345, 725 
A... cist eeddetdbdcenes 11, 730, 978 | 
Cleveland ; 13, 438, 882 
Richmond ; 4, 244, 201 

‘ - 5, 926, 933 | 
20, 495, 525 
; 4, 640, 220 
Minneapolis_._. 3, 698, 967 | 
Kansas City 7, 761, 392 | 
Ns teehee 8 ak ee 3, 873, 223 | 
San Francisco. _._----- 5, 580, 150 | 
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1 Excludes foreign loans on gold in the amount of $76,000,000. 


Mr. Parman. Now, of course, the Dallas bank is the lowest bank. 
That is the reason I picked it out, to show that in that whole big area 
down there, only 814 percent of the banks took advantage of any 
accommodation they could get from the Federal Reserve in the way 
of loans or discounts. 

Now, up in Boston, 58.9 percent of the banks received accommoda- 
tions; in Cleveland, 23 percent; St. Louis, 10 percent. I will put the 
whole list in. 

But the point I am trying to make, Mr. Martin, is that since the tax- 
payers are out this money, and it is done on the theory of a public 
interest—which it is—and so few of the banks, in proportion, are 
actually using the accommodations of the Federal Reserve System, 
we should use this public money in such a way that all the banks 
would get the benefit of it, and in that way, more of the people would 
be benefited by it. 

That is the point I was trying to make. 

Mr. Martin. I want to answer that point, Mr. Patman, as I have 
repeatedly. 

The name, the title of this, is the Federal Reserve System. We are 
not in here to solicit business. We are available at all times as a 
reserve institution. 

Mr. Patrman. That is right. 

Mr. Martin. And I think the 814 percent of the people that called 
on us in Dallas, we didn’t solicit them calling on us. 

Mr. Parman. That is right. 

Mr. Martry. We didn’t go out and actively try to get them to come 
in for business. But we are there for all 100 percent. 

Mr. Patman. You are available? 
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Mr. Martin. We are available at all times, and that is why we have 
in our title, “Reserve.” 

Mr. Brown. Don’t you treat all banks alike? 

Mr. Martin. We do, indeed. 

Mr. Parman. All member banks. Some of them you won’t deal 
with at all. You won’t even let them in the door, because they are not 
members. You don’t accommodate the nonmember banks, do you? 

Mr. Martin. They can all become members. 

Mr. Parman. Well, in effect they- get the benefit of the checking 
privilege through correspondents, don’t they ? 

Mr. Martin. They do, indeed. 

Mr. Mutter. Do they pay for that privilege? 

Mr. Martin. No, they don’t. 

Mr. Berrs. Would you yield? 

Mr. Parman. I yield. 

Mr. Berrs. Just one question along that line. 

What are the eligibility qualifications of a bank to belong to the 
Federal Reserve System ? 

Mr. Martin. Mr. Hexter will give you the exact requirements. 

Mr. Hexter. Mr. Betts, the provisions for membership in the Fed- 
eral Reserve System on the part of State banks are rather extensive. 
Mr. Martin. All national banks automatically become members. 

Mr. Hexrer. State banks can become members by complying with 
the requirements of section 9 of the Federal Reserve Act. 

The opening sentence of that begins: 

Any bank incorporated by any special law of any State, or organized under the 
general laws of any State, or of the United States, desiring to become a member 
of the Federal Reserve System may make application to the Board of Governors. 

And if the Board of Governors finds that the applicant bank com- 
plies with the requirements of law, and is eligible, it will become a 
member. 

Any bank is eligible. 

Mr. Berrs. It is a matter of application and not solicitation. 

Mr. Martin. We don’t solicit. We do have our men out occasion- 
ally. They said good things about the System. We wouldn’t want 
them working for us if they didn’t. 

Mr. Berrs. I think the member banks yesterday, or they were 
referred to as the “chosen few.” That isn’t true, is it? 

Mr. Martin. Not in the slightest. 

The Carman. What proportion of all the banks are national 
banks and therefore member banks ? 

Mr. Martin, About half of the banks. 

The Cuarrman. Almost all of the large banks are either national 
banks or member banks? 

Mr. Martin. Eighty-five percent of the deposits, practically. 

Mr. Parman. Isn’t your estimate of half a little high? Don’t 
about 40 percent of the banks belong to the Federal Reserve System ? 

The Cuarrman. Will you let me ask a question ? 

Mr. Parman. Certainly. 

The CuatrMan. What qualifications are required of a bank to be- 
come a member of the Federal Reserve System ? 

Mr. Martin. If they have passed their State qualifications and are 
willing to subscribe to the capital of the Reserve bank, they are eligible 
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and admitted almost automatically. We review them, and they have 
to agree to our examining them, and they have to agree to become a 
part of the System, and then they are eligible for the services that 
anyone else is eligible for. 

The Cuarrman. V ery few banks would not be eligible if they de- 
sired to become members ? 

Mr. Martin. Practically none. In some instances, State banks find 
it costly to become members because the Reserve requirements are a 
little more stringent with us than the State requirements. 

Mr. Hexter will comment on that in detail. 

Mr. Hexter. Mr. Chairman, formerly there were specific require- 
ments of law specifying the amount of capital that a bank had to 
possess in order to become a member of the Federal Reserve System. 

In recent years that provision of law, in section 9 of the Federal 
Reserve Act, was changed so that at the present time a bank may be 
admitted to membership if, in the judgment of the Board of Governors 
of the Federal Reserve System, its capital structure is adequate in 
relation to the nature of its business and the amount of its responsibili- 
ties, deposits, and so on. 

Mr. Mutter. Isn’t there one additional requirement as to capital, 
that it must have the same capital as required of a national bank in 
that community ? 

Mr. Hexrer (reading) : 

Provided, That no bank engaged in the business of receiving deposits 
which does not possess capital stock and surplus in an amount equal to that 
which would be required for the establishment of a national banking association 
in the place in which it is located, shall be admitted to membership unless it is, 
- mae been, approved for deposit insurance under the Federal Deposit Insurance 

ct. 

So that if it has been approved for insurance, the requirement that 
the amount of capital shall equal that required for a national bank 
in the same situation is not applicable. 

Mr. Moturer. As a matter of practice, the Federal Deposit Insur- 
ance Corporation will not insure that bank unless it brings its capital 
and surplus up to the requirements of a national bank in the same 
ah isn’t that so? 

Mr. Hexter. I believe that in very few cases, if any, has the capital 
been less than that. Because ordinarily the minimum statutory re- 
quirements for national banks’ capital are lower than the require- 
ments actually imposed by the Comptroller of the Currency in charter- 
ing national banks. The statutory minimums are rather low in these 
cases. So the question does not arise. 

Mr. Parman. Mr. Martin, you have stated that your services were 
available to the member banks but that they don’t always use them 
and don’t have to, and so forth. Of course I know that is true, but 
isn’t the fact that the banks can now borrow on Federal funds at lower 
rates from other banks than they can get from the Federal Reserve 
bank of their district? 

Mr. Martin. That may be true in some cases. 

Mr. Parman. Well, I will cite you yesterday’s paper. I have before 
me here the New York Times of Wednesday, July 31, 1957, under 
the heading “Money.” 

Tuesday, July 30, 1957. Federal funds. Open, high, low, final, 2.518. 
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In other words, they can borrow funds from other banks cheaper 
than they can borrow them from the Federal Reserve. 

That is correct, is it not? 

Mr, Martin. That is just 1 day. 

Mr. Parman. Well, that is the only day I have looked up. 

Mr. Martin. We are there all the time. 

Mr. Patman, That is the only day I looked up, but I found that 
on that day you could do it. 

Mr. Martin. You found one of the exceptional days, but I must say 
that that is a residual amount, which comes from time to time. 

Mr. Parman. This is what you call high-powered dollars, isn’t it? 

Mr. Martin. Oh, no. 

You are talking about Federal funds? 

Mr. Patrman. Federal funds. Aren’t these high-powered dollars? 
Aren’t these the reserves which they have in the Reserve banks, that 
they are lending to another bank ? 

Mr. Martin. Yes, sir, they go around in that.way. 

Mr. Parman. Well, that is high-powered money, isn’t it? 

Mr. Martin. Yes, sir, Federal funds in that sense. 

Mr. Parman. In other words, they can expand credit at a maximum 
of 6 to 1 on that. 

Mr. Martin. That is right, but 

Mr. Parman, They can borrow on it from themselves at 2.518 per- 
cent and lend 6 times that much on it. 

Mr. Marttn. No, no, one bank gives another bank the right to use 
what it could have used otherwise. That is all that is involved there. 

Mr, Parman. That is right. 

The services performed Dy the Federal Reserve banks, as originally 
proposed, under the 1913 act, which you mentioned a while ago when 
they had no Open Market Committee—and each bank finally built up 
its own system of exchanging Federal Reserve notes for securities 
itself, up until 1933, isn’t that correct, Mr. Martin ? 

Mr. Martry. The Open Market Committee grew like Topsy. 

Mr. Parman. Well, they didn’t have any Open Market Committee 
until 1933, except an informal one. 

Mr. Marttin. That is right. It was put into the Banking Act at 
that time. 

Mr, Parman. By agreement, in 1933, and then changed by law in 
1935. 

Mr. Martin. That is right. 

Mr. Parman. All right, 

Therefore, the 1913 act did not have any Open Market Committee 
in it, and that wasn’t established until 1933. 

Of course, one of the most tremendous powers that any 12 men on 
earth ever had is vested in the Open Market Committee. The power 
and the weight and the prestige, and the wealth of the entire United 
States Government are behind those men. The power is delegated to 
those men by this Congress, which is more power than the Congress, 
itself, is retaining. But you didn’t have that power in the original act. 

Another power important in the original act was the discount rate. 
Now, that rate was fixed by the local Federal Reserve bank, under the 
original act, was it not? 
Mr..Martrn. That is right, 
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Mr. Parman. It was only by the 1933 and 1935 amendments that 
the Board was permitted to determine the rate. 

Mr. Martin. That is correct. 

Mr. Parman. For 20 years, then, the rate was determined by the 
local board of directors of the Federal Reserve bank ? 

Mr. Martin. Mr. Thomas says I am wrong on this. 

Mr. Tuomas. The Board always had the power of review and de- 
termination, and in 1927 it made the Federal Reserve Bank of Chicago 
lower its rate. The Board always had that power. The only thing 
that was put in the 1935 act was the requirement that it had to be 
done once every 2 weeks. 

Mr. Patman. That was for the purpose, was it not, Mr. Thomas, of 
giving the Board power to fix the rate at alltimes? In other words, it 
couldn’t be delayed longer than 2 weeks ? 

Mr. Tuomas. It gave them the occasion to do it. But they always 
had the power. 

Mr. Parman. That is right. 

Mr. Brown. Mr. Martin, I think it would be very helpful if you 
describe the present arrangements with i to the ownership of the 
stock of the Federal Reserve banks. What are the advantages of 
this ownership, as compared with ownership by the Federal Govern- 
ment ? 

Mr. Martin. Well, I think the advantages are in that it provides a 
means for the election of class A and B directors. The stock is a 
business transaction. Each Federal Reserve bank is organized as a 
corporation. We pay 6 percent dividends on that stock, and we could 
call—we have only alles 3 percent of it, but we could call the 
entire amount. 

But it is now set up as the organization of any corporation, and 
this is a means—and I think a very useful and effective means—of 
providing for the participation through A and B directors, which 
are elected by the stockholding banks. Private participation to that 
extent, but without control. 

I think we have tried to do just what Senator Glass was talking 
about in that passage that you read to me earlier. 

Mr. Mourer. Will you yield? 

Mr. Brown. I yield. 

Mr. Motrter. In further clarification of this point, actually the 
stock which is issued by the Federal Reserve bank to its member 
banks, is not negotiable, it is not transferable, it is not salable, it is 
not—it, can’t be hypotheticated, am I right ? 

Mr. Martin. That is right. 

Mr. Motrer. It is a certificate that merely certifies to the mem- 
ber bank that it has on deposit with the Federal Reserve bank a 
certain amount of dollars. 

Mr. Martin. That is right. 

Mr. Mutter. Now, I think you said that only part of that—I am 
wrong when I say it certifies that it has a certain amount on deposit. 
It certifies that it can be required to pay into the Federal Reserve 
bank a certain sum of money which is subject to call by the Federal 
Reserve bank. 

Mr. Martin. That is right. 

Mr. Mouurer. And you said only half of that has been called. 
Mr. Martin. That is right. 
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Mr. Mutter. And half of that is still outstanding. 

Mr. Martin. That is right, and could be called. 

Mr. Muurer. And the dividend is payable on what, the total 
amount of subscription or only on the part that is paid in? 

Mr. Martin. Only on the part actually in existence. 

Mr. Mutrer. And if the State member bank is under the restric- 
tions of State laws against subscribing to or owning such stock, in- 
stead of buying that stock or subscribing for it, it deposits with you 
the equivalent amount of what it would be required to subscribe for 
as stock, and instead of getting a dividend on stock, it gets interest 
on its deposits, is that right ? 

Mr. Martin. I don’t know the State laws. 

Mr. Mutter. No, this is the Federal Reserve Act I am talking 
about. There are some States that say that a State bank cannot. buy 
stock in another bank, even in the Federal Reserve bank. In those 
instances the law permits you to, and you have, I believe—and cor- 
rect me if I am wrong—you have actually taken deposits in lieu of 
stock subscription and paid interest instead of dividends. 

Mr. Martin. I don’t know. I would have to look it up. But it has 
been worked out in every instance so that they can participate. 

Mr. Mutter. Yes, sir, so they either get a dividend or they get 
interest. 

Mr. Martin. Right. 

Mr. Mutrer. And in every instance it is the same. If the bank 
wants to get out, or the Federal Reserve Board puts the bank out, 
the stock, if it is stock, is canceled, and the money paid back or the 
deposit is returned. 

Mr. Martin. That is right. 

Mr. Murer. And the membership ends. 

Mr. Martin. That is right. 

Mr. Mutrer. Now, as to the voting of the stock, the member who 
has no stock but has a deposit in lieu of stock, has the same voting 
rights as a member who owns stock, isn’t that so? The statute re- 
quires it. I assume you follow the statute? 

Mr. Martin. I don’t know how we worked out, the technicality of 
it, but it amounts to the same thing. 

Mr. Mutter. Yes, sir, so that the member bank, whether it has a 
deposit or stock, has the same voting right, so they all have the same 
voting right? 

Mr. Martin. Yes, sir. 

Mr. Mutrer. Now, the voting right, however, is not dependent 
upon the amount of — or stock, so that the bank that owns a 
million dollars worth of stock has no more vote in electing members 
of the Board of that particular Federal Reserve bank than a member 
that has $100,000 worth of stock. Am I right on that? 

Mr. Marrin. Well, your A and B directors, you see, are divided 
into 1 representative of the large banks, 1 of the medium-sized banks, 
and 1 of the small banks. 

Mr. Mutrer. The point I am making is each bank has only one vote 
in any category. 

Mr. Martin. In that category, that is right. 

Mr. Muurer. All the banks in class A have only one vote for class A 
directors, and so forth. 

Mr. Martin. That is right. 
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Mr. Murrer. And all the banks in class C have only one vote. 

Mr. Martin. Class C directors we appoint. 

Mr, Mutrer. You are right. I am wrong. That is correct. 

So that.as to class A and class B directors, that. would apply, 
whereas, if this were a private bank or corporation, for every share 
of stock I owned, I would have a vote, so that I could attain, if I had 
enough stock, control the election of the Boar d, unless there was 
cumulative voting. 

Mr. Brown. That is very helpful to the little banks, Mr. Multer. 

Mr. Mouurer. I agree. Iam not finding fault with it. I just want 

the record to show what is being done. 

So that if, instead of selling stock to all of your member banks, you 
simply required them all to carry these reserves, and called as much 
of it as you needed, of the 50 percent, now, with the right to call more, 
and paid interest on what you got, and av e them the right to vote, 
you would accomplish the same thing as with this paper you call a 
stock certificate, which is really not a stock certificate. You could ac- 
complish the same thing by giving them the right to vote, apart from 
any stock ownership. 

Mr. Martin. I think you could. But I still think that this pro- 
cedure is a good one. 

Mr. Mutrer. I am not saying it is not a good procedure. But I am 
trying to indicate clearly on the record that you don’t need this stock 
arrangement in order to give every bank the right to vote, which they 
have today, and you don’ t need this arran gement in order to give them 
either their dividend or their interest on whatever amount they de- 
posit with the Federal Reserve bank. 

Mr. Martin. ITagree. You could set up an entirely different system 
and do the same thing. But I happen to be a little bit prejudiced in 
favor of this way of doing it. 

Mr. Mouurer. Because of its traditional use. 

Mr. Martin. Mr. Hexter would like to comment. 

Mr. Hexter. Mr. Multer, I believe the provision you had in mind 
with respect to a deposit in lieu of stock is one with respect to mutual 
savings banks in certain circumstances. 

Mr. Mutter. That is correct. 

Mr, Hexter. In order that the record should be clear on this point, 
it should be emphasized that in every State, I believe, commercial 
banks, which make up the tremendous bulk of the Feder al Reserve 
Sy stem, do purchase stock of the Reserve banks, and there have been 
a negligible number of cases, if any, in which such deposits are made 
by mutual savings banks which are not permitted by State law to hold 
stock. 

Mr. Mutter. That is right. 

Mr. Hexrer. It is a provision to take care of a very small set of 
circumstances. 

Mr. Motrer. But it is found advantageous by most of these mutual 

savings banks to be members of the Sy stem, and they do want to 
come in, and you have a provision of the law so that they can and do 
come it. Isn’t that correct ? 

Many mutual savings banks are a part of the System; are they not 

Mr. Hexrer. A small number of them are. 

Mr. Lronarp. No, Mr. Chairman, there are three mutual savings 
banks. Each of them a very small institution. 
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Mr. Mutter. That are members of the System. 

Mr. Lronarp. Yes, sir. 

Mr. Mutter. I thought there were quite a number of them. 

Mr. Lzonarp. There are many of them that are insured, but only 
three small mutual savings banks in the Midwest are members. 

Mr. Mutrer. But I am right, however, that all of them could come 
in. 

Mr. Lronarp. Yes, sir. 

Mr. Mutter. There is provision in the law and in your regulations 
to take them in if they want to come in. 

Mr. Lronarp. That is right. 

The CuHarrman. Mr. Martin, what is the disposition of the earn- 
ings of the Federal Reserve banks ? 

Mr. Martin. Ninety percent goes to the Treasury, Mr. Chairman. 
We are recommending in this bill that we go back to the old franchise 
tax method, in preference to paying interest on Federal Reserve notes, 
which was the way that it worked out after that franchise tax was 
repealed. 

The Cuairman. How is the 90 percent figured? Is it 90 percent 
of the net earnings? 

Mr. Martin. That is figured on net earnings. Mr. Leonard can give 
it to you exactly, Mr. Chairman. 

The Cuarrman,. The reserves and undivided profits in the bank 
penne to the Government, for it to make whatever disposition it 
desires ¢ 

Mr. Lzonarp. Mr. Chairman, the earnings are figured on 90 percent 
of the net earnings, after allowance is made, in those few cases, where 
it is necessary to build up the surplus to 100 percent of the subscribed 
capital. Ninety percent of the remainder, after payment of dividends, 
is paid over as interest on Federal Reserve notes. 

: The Cxamman. What is the surplus now, of the Federal Reserve 
anks ¢ 

Mr. Leon arp. It is around seven-hundred-and-odd million dollars. 

Mr. Martin. $700 million, approximately, at the end of last year. 

The CHarrMan. That can be disposed of as the Congress desires, 
can it not? I mean, the title to that surplus is in the Government ? 

Mr. Lronarp. That is a legal question, Mr. Chairman. Congress 
did, in setting up the FDIC, direct the Reserve banks to purchase 
stock in the FDIC in an amount equal to one-half of their surplus. 

The surplus, and the corporate form, there is a protection and in 
support of the Reserve bank business. In the event of liquidation of 
a Reserve bank, the surplus, after payment of debts, reverts to the 
Government. 

The Cuatrman. So the Government can make what disposition it 
desires of the surplus. There is no question about that, is there? 

Mr. Martin. I don’t think there is any question there. It might 
have to be done in steps, Mr. Chairman, but the Government certainly 
could do what it wanted with it. It might have to liquidate the 
system. 

The CHarrMan. On liquidation, it wouldn’t go—— 

Mr. Martin. Oh, no, on liquidation there is no question at all. 

The CHarrmMan. It must go to the Government. 

Mr. Leonarp. It is specifically so stated in the law, Mr. Chairman. 
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Mr. Brown. Mr. Chairman. 

The Cuarrman. Mr. Brown. 

Mr. Brown. The surplus goes to the Treasury now. In this bill you 
are going to revert back to the old system. Will you explain the old 
system ¢ 

Mr. Lronarp. The old system was essentially what is now being done 
in payment of interest on notes. It required that the earnings go 
to build up surplus, and when the surplus had reached 100 percent, 
then 90 percent of the net earnings would be paid to the Government 
in the form of a franchise tax, and the remaining 10 percent would 
be transferred to surplus of the Reserve banks—after dividends. 

Mr. Brown. Thank you. 

Mr. Mutrer. Do I understand that the present bill is to bring back 
the old system ? 

Mr. Leonarp. Yes, sir; it will write into law, in effect, what the 
present practice is, and the present practice was adopted. after dis- 
cussion with the Treasury and with congressional committees, and in 
effect reinstated the provisions of the franchise tax in this other form. 

Mr. Mutter. In the event of liquidation, what would happen to the 
surplus? 

Mr. Leonarp. The surplus would still go to the Government. 

Mr. Mutrer. There is no change in that? 

Mr. LeonArp. No, sir. 

Mr. Parman. Mr. Chairman. 

The Cuatrman. Mr. Patman. 

Mr. Parman. Mr. Martin, isn’t it a fact that on this so-called stock 
that each member bank deposits with the Federal Reserve System an 
amount equal to 3 percent of the member banks’ capital and surplus? 

Mr. Martin. That is right. 

Mr. Parman. Now, the amount goes up or down with changes in 
the capital stock and the surplus of the banks, doesn’t it ? 

Mr. Martin. That is right. 

Mr. Parman. There is no certain amount. It just goes up or 
down? 

Mr. Martin. That is right. 

Mr. Parman. And that stock cannot be sold, as Mr. Multer brought 
out, and cannot be hypothecated ? 

Mr. Martin. That is right. 

Mr. Parman. And it cannot be voted except according to the rules 
that you explained to him. 

For what purpose is that money used, Mr. Martin? Can you name 
one purpose for which that money is needed, except as you said, that 
it creates a good relationship with the banks and makes them feel 
they are part of the System. Outside of that, what purpose does that 
i stock serve ? 

Mr. Marttn. I don’t think it has any purpose at the moment. I 
think originally it was part of the organization capital of the Fed- 
eral Reserve banks. 

Mr. Patman. To set up the Reserve banks? 

Mr. Martin, Certainly. 

Mr. Patman. But now it‘is not needed at all, is it? 

Mr. Martin. I think we could get along without it today. 

Mr. Parman. All right. 
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Mr. Martin, in connection with the Open Market Committee, 
which deals in billions of dollars worth of securities every year, 
there is no audit made by the Government, and there has never been 
an audit made by the Government, the Comptroller General, or the 
General Accounting Office, during that time, has there? 

Mr. Martin. We have had sent up to you several audits which 
have been made. I think the Comptroller General—we had no open- 
market account prior to 1933, as you have pointed out. 

Mr. Parman. That is right. 

Mr. Marrin. That is, as such. The Banking Act of 1933, and 
again in 1935, specifically excluded us. 

Mr. Parman. Every audit which has been made has been a self- 
audit, has it not, made by auditors within the System ? 

Mr. Martin. I think the audits we have sent up to you for the last 
5 years have been extremely competent, by a competent group of 
examiners, and they have been reviewed by an outside public-account- 
ing firm, for the last 4 years. 

Mr. Parman. I am not disputing that. But you appointed the 
auditors. The System appointed the auditors. The System gave the 
auditors their instructions. 

Mr. Martin. Well, almost every business appoints its auditors. 

Mr. Parman. Yours is a self-audit? 

Mr. Martin. You are using the word “self” in the sense that we 
are trying to control the decision of these auditors? .We are not at. 
all. 

Mr. Parman. No, I am not. 

Mr. Martin. We are giving them completely blanket authority. 

Mr. Parman. Well, anyway, the Government has never made an 
audit of those books. 

Mr. Martin. The Government has had access—you, yourself, had 
10 years of these audits in your office. 

Mr. Parman. Well, I am not an auditor, Mr. Martin, and I 
couldn’t use that information by itself. We didn’t get anywhere. 
Of course, if we had had an investigation of the monetary system, 
we might have looked into them back to 1913. We might get those 
audits one of these days, and you had better keep them available. 

Mr. Martin. We will keep them available, and we will be glad 
to have our auditing system reviewed at any time. 

Mr. Parman. I think you ought to have it reviewed; I am in accord 
with you on that. 

Now, the point is the Government has never audited the Open 
Market Committee, which handles billions of dollars a year in Gov- 
ernment securities, just as it has never audited the Federal Reserve 
Board, during its existence. The Government has never audited the 
Federal Reserve banks, since 1913, during their existence, and no 
congressional committee has ever seen or has had the privilege of 
going over any expenditures. I point out the expenditures of the 
12 banks, involving, for example, travel expenses, $1.5 million; postage 
and express, $15 million, and a lot of items like that—repairs and 
alterations, depreciation, taxes—but no congressional committee has 
looked at these expenses. Taking printing alone, $5.5 million—you 
don’t know whether or not they handle that as the Government does, 
by competitive bids, do you, Mr. Martin? 

Mr. Martin. In most instances we have had competitive bids. 
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Mr. Parman. But there is no supervision by Congress over these 
enormous expenditures, yet it is Government money, taxpayers’ money, 
money that the taxpayers have to pay or go to jail. 

Mr. Martin. Well, Mr. Patman, I have written you several state- 
ments on this which can be put in the record. You have had, as I say, 
the audits, and we now have outside public accountants who are audit- 
ing the Board and reviewing the audits that we make as a part of our 
daily work of the 12 Federal Reserve banks. 

Mr. Parman. But you resist the Government and defy the General 
Accounting Office, and you defied the Government Operations Com- 
mittee. 

Mr. Martin. I have never defied any committee of the Congress. I 
never will. 

Mr. Parman. You mean to say that you did not refuse to let them 
audit ? 

Mr. Martin. I pointed out to you at the time that, as I interpret the 
Banking Act of 1935, we have no such authority, and when the Con- 
gress wants to change it, why, I won’t deny the Congress at all. 

Mr. Parman. Well, the chairman of the Government Operations 
Committee instructed you did he not, by letter, to permit their auditors 
to go in? 

Mr. Marrttn. I went up and had very nice conversations with Mr. 
Dawson about this matter. 

Mr. Parman. But you never yielded. 

Mr. Martin. I aa my position perfectly clear and suggested that 
the proper forum to develop this is the House or the Senate Banking 
and Currency Committee, and if the Congress wants to change the 
law—I hope it won’t—but if the Congress wants to change the law, 
why, we will not defy them but we will do everything we can to comply 
with what they decide. 

But I think this is a question that ought to have testimony from a 
good many arms of the System, and ought to be pretty thoroughly 
thought through before any changes are made. 

Mr. Parman. You mentioned repurchase agreements. You can 
answer my next question very briefly, I know. 

When you purchase securities from a member bank, on a repurchase 
agreement, does the bank pay 

Mr. Martin. We don’t get them from member banks at all, Mr. 
Patman. 

Mr. Patman. You don’t get them from member banks ? 

Mr. Martin. I won’t say we might not have had 1 or 2, but we are 
talking here about dealers. 

Mr. Parman. How many dealers are usually in the country—20 
or 30% 

Mr. Marrin. There are not more than that. The dealer organiza- 
tion—what is the number now ! 

Mr. Tuomas. About 14, I think. 

Mr. Marrry. About 14 at the moment. 

Mr.. Parman. Whenever you accept a million-dollar bond, does 
that dealer pay you the discount rate, or do you get just the interest 
on the bond? ; 

Mr. Marzi. It is the repurchase rate. Not the discount rate but 


the repurchase rate. 
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Mr. Parman. Is the repurchase rate the going rate of the Govern- 
ment security or is it the discount rate that you have in effect ? 

Mr. Martin. It could be either. 

Mr. Parman. Which is it? 

Mr. Mariin. At the moment it is the discount rate. 

Mr. Parman. Do you have the same—— 

Mr. Martin. We don’t at the moment. 

Mr. Parman. You have the discount rate. 

Mr. Martin. That is right. 

Mr. Parman. You keep the bond and return it to the dealer when 
he repays the loan ? 

Mr. Martin. That is right. 

Mr. Parman. On foreign deposits, Mr. Martin, are commercial 
banks allowed to pay interest on demand deposits of foreign accounts 

Mr. Martin. Not on demand deposits, but on time deposits. 

Mr. Parman. Can the rate be greater than the rate you fix for 
the member banks ? 

Mr. Martin. No; we set the rates on time deposits. 

Mr. Parman. You set the rates on that ? 

Mr. Martin. Yes, sir. 

Mr. Mutrer. May I ask at this time for the record the names of the 
outside auditors that have been making these audits ? 

Mr. Martin. Arthur Anderson & Co. 

Mr. Mutter. They have made them for the last 4 years? 

Mr. Martin. Yes. 

Mr. Motrer. I think at one time you did send up to this committee 
a copy of your letter of instructions to them ; did you not ? 

Mr. Martin. I did. 

Mr. Mutter. Am I to understand, Mr. Martin, that the Board ob- 
ects to the General Accounting Office aduiting the books and records 
of the Board and the Federal Reserve banks ? 

Mr. Martin. The Board doesn’t think that under the present law 
that we have the right to—— 

Mr. Mutter. I put my question incorrectly. 

Does the Board take the position that the law should not be amended 
to permit the General Accounting Office to make such audits ? 

Mr. Martin. That is not the position of the Board. 

Mr. Mutrer. You are opposed to the law being amended to permit 
that ? 

Mr. Martin. That is correct. 

The Cuarmman. Mr. Martin, can you come back tomorrow, sir? 

Mr. Martin. I will be back as long as you want me, Mr. Chairman. 

The Cuamman. All right. We will want you again. We will 
now adjourn, to meet again tomorrow morning at 10 o’clock. 

(Whereupon, at 12: 02 p. m., the committee adjourned, to reconvene 
at 10 a. m., Thursday, August 1, 1957.) 
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THURSDAY, AUGUST 1, 1957 


Hovuss oF RepresENTATIVES, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, presiding; Messrs. Brown, Patman, 
Multer, Barrett, Mrs. Griffiths, Messrs. Vanik, Healey, Coad, Ander- 
son, Breeding, Talle, Betts, Mumma, McVey, Siler, Henderson, and 
Chamberlain. 

The CHamman. The committee will be in order. 

We will resume the hearings on the Financial Institutions Act and 
with further testimony of Mr. Martin. 

General Anderson has asked for recognition. 


FURTHER STATEMENT OF HON. WILLIAM McC. MARTIN, CHAIR- 
MAN; ACCOMPANIED BY WOODLIEF THOMAS, ECONOMIC AD- 
VISER, AND D. B. HEXTER, ASSISTANT GENERAL COUNSEL, 
BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM 


Mr. Mouurer. Mr, Chairman, will Mr. Anderson yield so that I can 
offer an insert for the record at this time ? 

Mr. ANDErson. I yield. 

Mr. Mutrer. Mr. Chairman, I ask unanimous consent to have 
added to our record at this point a statement by Mr. Harry J. Hard- 
ing, president of the First National Bank of Pleasanton, Calif., as 
president of the Independent Bankers Association. 

Mr. Berts. What is the statement ? 

Mr. Moutrer. It is a fairly long statement. It tells about how the 
independent bankers are being forced out of business by the big banks 
and indicates how mergers are affecting these small banks, and other- 
wise relates to various matters pertinent to this bill. 

The CHatrmMan. Without objection, it may be incorporated in the 
record. 

(The statement follows :) 


CONVENTION ADDRESS—STRONG Forces CONTINUE Errorts To ELIMINATE 
INDEPENDENTS 


Although the title of my talk appears on your program as “The Single, Dual, 
and Triple Banking Systems Reexamined,” I will approach this by discussing 
the three “F. T. F.’s” of independent banking. 

These F. T. F.’s are: Face the facts of independent banking, first things first 
in independent banking, and finish the fight for independent banking. 
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What are some of the facts of independent banking today ? 

Fact No. 1 is that independent banking is under attack. 

We do not hear anyone advocate the destruction of our system of independent 
banking and the substitution therefor of the Canadian or the European systems 
of nationwide branch banking—with only half a dozen or so banks—at least not 
openly and directly. Such an effort quickly would be buried in an avalanche of 
opposition. 

WHITTLING PROCESS 


The effort to accomplish the elimination of independent banks is more subtle. 
It takes form largely in a whittling process, a constant nicking away at diffused 
control of banking, on the one hand, and a building up of public acceptance of 
absentee ownership and management. 

Among other things, these undermining efforts take the form of the recur- 
rent urging that control over the reserves of all banks be placed in the hands 
of the Federal Reserve Board—or increasing the powers of the Federal Deposit 
Insurance Corporation—or to expand the powers in the hands of the other 
Federal supervisory agencies. 

The State comptroller of the State in which we are now meeting, addressing 
the Florida Bankers Association a few weeks ago, warned that the continued 
invasion of the rights of the States by the Federal Government and its agencies, 
in the field of banking, could result in the disappearance of State chartered and 
State supervised banks. 

So, fact No. 1 that we should face is that our system of independent banking 
is under strong undermining attack. 

Fact No. 2 is the threat of holding company expansion within a State. 

The Bank Holding Company Act of 1956 falls short of the objectives of your 
organization. While it prohibits further interstate expansion, it leaves the door 
wide open in most States for the expansion of bank holding companies within a 
State, regardless of what the branch banking laws of such State might be. 
It placed a responsibility upon each of the States to enact its own legislation, 
if it. wishes.to.regulate the expansion of such companies within its borders. 

A rather startling idea, which certainly seemed aimed at furthering the pur- 
poses of a propdséd New York State bank holding company, was the publication 
by a.well-known and highly respected bank stock analyst, claiming that Congress, 
by enacting the Bank Holding Company Act, had “given its blessing” to a new 
“triple banking system.” 

NEW TERM FOR EVADING 


Completely misunderstanding the legislative history and the restraining pur- 
poses of the act, he enthusiastically hailed what he believed to be congressional 
approval of the “pole vaulting” of the State’s branch banking laws. (Let me add 
that “pole vaulting” isa polite way of saying “evading.’’) 

This authority on bank stock says: “The announcement of plans for a new 
bank holding company, First National Corp., marks the opening of a new era 
of banking in New York State, and, inevitably, the Nation.” 

He also stated, “The proposed bank holding company * * * now shows the 
way to leap across every wall from New York City to Plattsburg and from 
Albany to Buffalo. Indeed, the proposed first little jump has suddenly revealed 
greener pastures that have already forced other bankers and their stockholders 
to look to their own jumping shoes.” 


PREMATURE EXULTATION 


That expert on bank stocks spoke a little too soon. He hadn’t dreamed that in 
addition to Mississippi, Illinois, and Georgia, which States already had laws on 
their books, other States would be enacting legislation to clip the wings of any 
holding company movement. 

Indiana and Kansas recently enacated laws that ban holding companies. 
Pennsylvania, New Jersey, Minnesota, and Massachusetts have had bills in the 
hopper. 

Most surprising of all, probably, to the stock expert, was the action of New 
York State, as follows: 

First in the antiholding company position taken by Governor Harriman and 
George A. Mooney, superintendent of banks. 

Second, the.enactment,:of a stopgap law aimed at preventing the proposed 
First National City Bank holding company from acquiring a bank in a district 
in which it could not legally operate branches. 
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Third, extension to this stopgap measure to keep it in effect until May 1, 1958. 

No, we are far from developing this so-called triple system of banking, thanks 
to the work that the independent bankers have done over the years and are still 
doing to fight this threat. But this inadequacy of present bank holding company 
laws is fact No. 2 that we must keep in sight. 


CONCENTRATION BY MERGER 


Fact No. 8 is the concentration of banking control through the mergers of 
banks. This merger trend has been accelerated in recent years. 

Last year alone 103 banks absorbed 143 other banks—almost 1144 banks 
gobbled up by each of the surviving banks. 

In the 20-year period from December 31, 1936, to December 31, 1956, accord- 
ing to the FDIC, the number of banks in this country decreased from 15,679 
to 14,166—a shrinkage of 1,513 banks, though approximately 1,000 new banks 
were authorized in this period. 

This year-by-year shrinkage in the number of banks, in the opinion of the 
ABA, is nothing to be alarmed at. The ABA, to which we all belong, bitterly 
opposed the Celler bank-merger bill in 1955 as not needed. It declared “* * * 
that the number of individual banks in operation since 1939 has remained 
relatively stable; that this stable level in the number of operating institutions 
has adequately supplied the banking needs of the country essential to the 
enormous economie growth of the country during this period.” 

A decline of about 10 percent in the number of banks in 20 years, the ABA 
regards as “relatively stable,” notwithstanding an “enormous economic growth.” 


WHAT LAW SAYS 


The Financial Institutions Act of 1957, as approved by the Senate, declares 
that in addition to other factors, the respective Federal supervisory agencies in 
considering proposed mergers shall, and I quote: 

“In the case of a merger, consolidation, etc., take into consideration whether 
the effect thereof may be to lessen competition unduly or to tend unduly to 
create a monopoly, and, in the interests of uniform standards, it shall not take 
aetion as to any such transaction without first seeking the views of each of the 
other two banking agencies referred to herein with respect to such question; and 
in such case, the appropriate agency may also request the opinion of the Attorney 
General with respect to such question.” 

Let me discuss this a little. You will note that there is no outright prohibition 
of any merger, merely the requirement the appropriate agency shall “take into 
consideration” competitive and monopolistic aspects and “in the interest of 
uniform standards” shall first seek the views of the other two banking agencies. 

The appropriate Federal agency at its discretion may also request the opinion 
of the Attorney General with respect to such question. What is the question? 
Whether the effect of a specific merger may be to lessen competition unduly or 
to tend unduly to create a monopoly? Does that mean monopoly is O. K. as long 
as it does not tend unduly to create a monopoly? 

How would you define “unduly”? In the existing antitrust legislation, such 
as the Sherman Act and the Clayton Act, the word “unduly” does not appear. 

The word “substantially” has been passed upon as to meaning by the courts in 
a number of cases. It is safe to say that it will be years before the meaning of 
the word “unduly” can be determined. There will have to be.a number of court 
decisions on this point. 

You will also note that the provision which we have quoted does not say a 
word about any approval of any merger by the State supervisor of banks where 
a State bank is concerned. Here again the termite of Federal control continues 
to eat away at the vitals of our dual banking system. 


FDIC MERGER STAND 


The FDIC, in a letter signed by its general counsel, addressed to the Honor- 
able Strom Thurmond, United States Senator from the State of South Carolina, 
has given assurance that it will not consent to any transaction under the merger 
section involving a State bank without the prior approval of the State banking 
authority. If such approval is required by State law. 

While this is a recognition the State supervisor should have the authority to 
disapprove a merger, this is not enough to preserve the prerogatives of the State 
supervisory authorities and to maintain the autonomy of the States over banking. 
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This policy of the Federal Deposit Insurance Corporation can be changed by the 
Board of Directors at any time. The personnel of the Board does change. We 
learned with sortow of the passing of Maple Harl, former Chairman and a 
Director of the FDIC. This brings home more than ever that boards do change. 

I strongly believe that neither the Federal Reserve Board, nor the Comptroller 
of the Currency, nor the FDIC, should have any additional powers over the 
mergers of State banks, and I hope‘that the House of Representatives will amend 
the Senate bill in this regard. 

Certainly the record of the States as to the’'maintenance of competition among 
banks is as good as that of any Federal agency. However, inasmuch as banks 
have been held to be engaged in interstate commerce and since existing Federal 
antitrust laws apply to concerns engaged in interstate commerce, it does not seem 
realistic to permit each State to establish its own standards te apply to monopo- 
listic tendencies, either for banking or for any other line of business. Therefore, 
I believe the enforcement of all antitrust and monopoly laws, including those 
affecting banking monopoly, should rest with the Federal Government, that is, 
the Attorney General. 

Those who argue that the Federal supervisory agencies alone should have any- 
thing to say over banks and banking are forgetting that by reason of being 
engaged in interstate commerce, banks come under a whole flock of laws that 
are administered by agencies other than the Federal supervisory agencies. 
Among these laws are the Fair Labor Standards Act (wages and hours law as 
we usually refer to it), the Labor Management Act of 1947 (Wagner Act), Social 
Security Act, the Clayton and the Sherman Acts. 


PERMISSIVE WORDING 


The merger provisions in the proposed Financial Institutions Act which I have 
quoted state that the respective Federal agencies may request the opinion of the 
Attorney General. Why? Presumably because the Attorney General’s opinion 
should be helpful. Then why under the sun shouldn’t the respective Federal 
agencies take advantage of that help? They will, if the wording of the act is 
changed from “may” to “shall.” 

The independent bankers consistently have held there is danger in the economic 
power inherent in the concentration of control over banking. Monopoly, in the 
ordinary sense, the destruction of competition always has been second to this 
danger. 

It was not so much the fear there would be no competition to the second bank 
of the United States that led Andrew Jackson to fight for a system of diffused 
control over banking as it was the fear of the economic power that centralized 
control would beget. 

Congressman Celler has presented some arresting figures on the concentration 
of banking, figures that are startling in showing how far down the road to the 
European system of banking we have traveled. I also will shock you with some 
figures from an era with which I happen to be pretty well acquainted and where 
I saw it happen. 

At the end of 1935, there were in California 275 banks, of which 236 were unit 
banks; 39 branch systems. At the end of last year, there were only 139 banks, 
of which 87 were unit banks and 52 branch systems. 

At the end of 1935, the bank assets held by branch banking systems amounted 
to 83.6 percent of the total. Twenty-one years later, at the end of last year, the 
branch systems held 97.8 percent of the total bank assets, largely concentrated 
in 7 branch banks. 

In Washington, at the end of 1935, there were 188 banks, of which 180 were unit 
banks. By the end of 1956, the number of banks had decreased to 97 with unit 
banks numbering 74 and branch bank systems 28. The percentage of bank assets 
held by the branch banking systems in the 20-year period increased from 52.9 
percent to 89.3 percent, largely concentrated in the 5 large branch bank systems. 

In Oregon, at the end of 1935, there were 97 banks, of which 94 were unit banks. 
At the end of 1956, the number of banks had dwindled to 52, of which 41 were 
unit banks and 11 branch bank systems. In the 20-year period, the percentage 
of bank assets held by the branch bank systems increased from 69.1 percent to 
91.5 percent, practically held about equally by two chains. 
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ARIZONA: TWO INDEPENDENTS 


At the end of 1935, there were 9 banks in Arizona, of which 6 were unit banks; 
3 branch systems, By the end of 1956, the number of banks remained the same, 
but the unit banks had decreased to three. Now there are only two. Think of 
it—only two small independent banks in the entire State of Arizona. 

Whereas in 1985 the percentage of bank assets in Arizona held by the branch 
systems was ‘77.2 percent, by the end of 1956 this had increased to 96.5 percent. 
But, as a matter of fact, two holding companies hold practically all of the assets 
as shown by the branch banking systems just mentioned. 

Certainly, in Oregon and in Arizona, where. 2 organizations alone in each 
State hold practically all the bank deposits, there is competition between these 2 
organizations. But we would like to ask the Comptroller of the Currency, the 
Federal Reserve Board, and the Department of Justice, as well as the ABA, has a 
tendency toward. monopoly developed in the States. that I have just quoted? 
Or, at what point does this tendency toward monopoly begin? 


MUST CHECK MERGERS 


As.so ably pointed out by Congressman Celler, unless the merger movement is 
speedily checked we will wake up 1 day to find that these mergers, repeated and 
multiplied over and over again throughout the country, will have brought about 
a new situation like the European system where a few banks completely domi- 
nate our banking structure. That is fact No. 3 on our list of facts we must face. 

Fact No. 4 is the extension of branch banking. The destruction of legal 
restrictions on branching is perhaps the most serious of all threats to independent 
banking. 

Branch banking proponents argue that independent banks and branch banks 
ean exist together. The history of no country supports their claims. No, the 
history of Europe and Canada, as well as some American States, overwhelmingly 
demonstrates the fact that branch banking drives out unit banking. 


PATTERN IN CALIFORNIA 


Let’s take another look at California. The Bank of America started in 1904. 
By the end of 1922, when I located in California, it had 61 banking offices in 
42 communities and deposits amounted to $229 million. By the end of 1956, the 
Bank of America branches had reached the 600 mark and deposits amounted to 
$8,993 million, about 44.5 percent of the State’s banking resources. There is no 
ceiling. 

There are half a dozen other branch systems in California trying to over- 
take each other in opening branches. There are now 1,304 branch bank offices in 
California and only 87 unit banks. 

There are some branch bank operators in California who very frankly admit 
they are afraid of the situation. They are opposed to any “octopus” system and 
and they want competition, instead of monopoly by themselves or any other 
bank. 

Because they cannot restrain the ambitions of their competitor branch bank 
operators—and as these competitors reach out and surround them with branches, 
they feel forced, in defense of existing business, to expand themselves. Thus 
the pressure continues, ever spiraling toward greater and greater concentration. 


RECORD SHOWS ATTRITION 


In our own country, the history of those States where branch banking is per- 
mitted, even though limited to cities or counties, shows in almost every case a 
steady attrition in the ranks of independent banks and a constant increase in the 
number of branches. 

Of 7,957 branch offices as of December 31, last, 3,336 were in the 18 States that 
permit statewide branches, and 4,403 are located in the 18 States that limit 
branches to cities, counties, or other areas. 

In 20 years, there has been a gain of about 24% times in the areas in which 
branching is limited, as against a gain of 24% times for the statewide States. In 
States where branching is limited in area, the concentration of bank assets in a 
few institutions is just as marked as it is in States permitting statewide branch- 
ing, sometimes more so. 

No; the argunient that branch banks and unit banks can live side by side on 
a basis of equality is a fallacy. 
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Fact No. 5 is the lack of public interest. In my opinion a great many people 
eare very little whether a bank is a unit bank, a branch bank, or a subsidiary 
of a holding company. Most people care very little whether a bank’s policies are 
laid down locally or by an absentee management located a long distance away. 
The public’s primary concern is as to the safety of its funds, and it looks to the 
Government to provide this protection. 

That is why Carter Glass, after nearly 32 years as a member of the House 
and Senate Banking and Currency Committees, was able to say he had never 
heard a merchant or businessman protest against branch banking. 

Happily, there are people who understand the difference between independent 
and other banking. It is this percentage who prefer independent banking that 
accounts for the slightly better growth in unit banks as compared with other 
systems. Nevertheless, the public apathy is fact No. 5 we must consider. 

Fact No. 6 is internal weaknesses. Certainly, faulty building helps create the 
termite problem. We might say that we ourselves are guilty of faulty building 
when we do not properly provide for management succession, when we fail to 
build up our invested capital as our business grows, and when we get careless 
about providing adequate services for the public as conditions and ways of doing 
business change. 

There are other problems that confront us, such as competition of pseudobanks 
and various lending organizations. But these problems your association has 
been studying and we are hopeful there will be devised a treatment necessary to 
meet these situations. 

The facts that face us, then, are: 

Independent banking is under attack. 

Holding company expansion within a State regardless of branch-bank laws, is 
undermining independent banking. 

The concentration of control of banking by the merger method is another 
threat to independent banking. 

The spread of branch banking. 

The public is disinterested. 

Internal weaknesses in our banks must be corrected. 


WHAT TO DO 


With these facts before us, let us take a second look and determine which of 
these undermining influences presents the most urgent problems to be tackled. 

I think we will pretty much agree the most serious threats are from the three 
channels through which concentration of banking control is taking place: merg- 
ing, branching, and holding company intrastate expansion, and these need to be 
tackled simultaneously. 

Let’s begin with the merger threat. 

For quite a number of years the House Judiciary Committee and the Senate 
Select Committee on Small Business, particularly, have called attention to the 
dangerous trend of banking concentration and have sought to cure this tendency. 

In my opinion, none of the proposed bank merger bills go far enough. Preston 
Delano, then Comptroller of the Currency, in testifying before the Senate Com- 
mittee on Banking and Currency in 1950 on S. 2318, a bank holding company 
bill which had been drafted by the Federal Reserve Board declared, “It has also 
been suggested that it would be wise to have a definite ceiling beyond which 
bank holding companies could not expand. A suitable test might be a specified 
percentage of the banking offices or bank resources within defined areas.” 

I seem to be in good company, then, when I suggest a somewhat similar pro- 
vision be acded to the bank merger bill. You may wonder why we had not en- 
dorsed this principle at the time Preston Delano made the suggestion. We, 
however, took the position and have steadfastly maintained it, that the bank 
holding company device had been used to evade the Nation’s banking laws, and 
we oppose legalizing such evasion in any degree. The matter of law evasion does 
not apply to branch bank legislation. 


SUGGESTED STANDARDS 


So that we may have something to shoot at, let me suggest an addition to any 
bank merger bill, along the following lines: 

“No merger shall be approved under this act, in cities of 10,000 or less popu- 
lation, when the result will be 2 or less banks located in the city in which the 
merging bank is located; nor in cities of more than 10,000 population up to 25,- 
000 population when the result will be 3 or less banks located in the city in which 
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the merging bank is located; nor in cities of over 25,000 population to 100,000 
population when the result will be 4 or less banks located in the city in which 
the merging bank is located; nor in cities of over 100,000 in population when the 
result will be 5 or less banks located in the city in which the merging bank is 
located. In each case, the population figures will be those of the last Federal 
census, 

“Nor shall any merger be approved under this act when the result will be that 
the merging bank will hold more than 30 percent of the total banking deposits 
of the area in which the merging bank has offices.” 

Let’s kick this around for awhile. I don’t want you to say you are for this or 
that you are opposed. I would like to have you think of the arguments both for 
and against such a proposal, so that we may carefully study and weigh them. 

You may feel that the criteria specified in this suggestion are not realistic, 
but can you think of better yardsticks than the ones suggested? Do you think 
that we ought to have any yardsticks other than the discretion of some Federal 
agency? Have you any reason to believe the Federal agencies would? 

The yardsticks I have suggested are no more arbitrary than the existing re- 
quirements as to the capital necessary for the establishment of a new bank, or 
of a merging bank. The prevention of undue concentration of banking control 
is just as much in the public interest as the limitations on the loans that a bank 
can make. As to the argument that mergers should be left to the discretion of a 
supervisory agency, this in my opinion, could apply equally as well as to the 
vapital requirements for a new bank. 






















SEES OBJECTION 





I know the supervisory agencies will immediately howl that the merger door 
must be kept open so that without hindrance they can merge a failing bank, a 
bank that is not properly managed, or a bank that is undercapitalized, with an- 
other good bank, regardless of its monopolistic tendencies. 

If such an emergency escape hatch needs to be kept open, that can be provided, 
of course, but I wonder if merging a weak bank is the one and only solution that 
the FDIC or any other supervisory agency can think of. If so, why do not the 
laws Say something affirmatively giving the power to compel the merger of a bank 
under such circumstances, to the supervisory agencies? Or is this a method 
they themselves have seized upon without congressional sanction? 

You will note what we have proposed places no limitation on size, nor does it 
in any way hinder normal growth. It merely restricts cannibalism. 

Let’s not say it can’t be done, but rather ask ourselves should this be done? 
I am convinced we must have a ceiling on concentration of control over banking 
or face destruction to our independent banking system. 

Second: What can be done to overcome the threat of envelopment by branch 
banking? 

Every effort must be made to hold existing restrictions on branching in the 
various States. This should be done by study and discussion of branch banking 
and its tendency to drive out independent banking—a tendency that is just as 
inexorable as the workings of Gresham’s law. 

While each State will have to solve its own problems, your organization must 
be prepared to give help and guidance to State groups, profiting by the experi- 
ence and success achieved in other States. This means a certain amount of 
public education also. 

















PUBLIC HEARINGS NEEDED 










There is no provision in the National Bank Act, nor in the Financial Institu- 
tions Act of 1957, for public hearings on national bank branch applications. I 
fail to see any valid reason why such applications should be made and passed 
on in secrecy. 

What we want to know is wherein is it detrimental to the public interest to 
have it known when an application for a branch has been made? I hope that the 
House of Representatives will amend the Financial Institutions Act to provide 
for such public hearings. Your association in on record in favor of such a 
provision. 

The Comptroller of the Currency should he restricted by statute in his an- 
thority to approve branches of national banks, in addition to the geographical 
limits in which State banks can have branches, as at present, so that limita- 
tions a State may place on drive-in or teller windows would have to apply to 
similar stations or offices of national banks in those States. 
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Likewise, I am of the opinion that the ceiling in percentage of deposits of a 
city or area, such as I have suggested for mergers, that is, 30 percent, should ap- 
ply in the case of de nove branches in other words, no banks holding 30 percent 
of the deposits of the area in which it is authcrized to operate should be per- 
mitted to establish a new branch. 

Now let us look at the third important threat, holding company expansion 
within its home State. One difficulty in securing enactment of the Bank Hold- 
ing Company Act of 1956 in the form it was originally overwhelmingly approved 
by the House of Representatives was the intensive effort on the part of the ABA 
and the Federal Reserve Board to convince the Senate Banking and Currency 
Committee that holding company banking was not essentially branch banking. 


THE SAME, COURTS SAY 


The ABA particularly testified at length as to the differences between a branch 
bank and a separately incorporated bank controlled by a holding company. The 
representatives of the Independent Bankers Association held that these differ- 
ences were mainly in form and not in substance. 

In the March issue of Banking, there appeared an item stating that a court 
in the State of Georgia held that holding company banking and branch banking 
were the same. Courts in several other States have held the same thing. Had 
the American Bankers Association recognized the obvious, that the holding 
company was a mechanism for evading the law of the States relative to branches 
of banks, I am quite sure we would have gotten the House-approved Spence bill, 
substantially in its original form. 

We realized after successfully having the Douglas amendment prohibiting 
interstate expansion by bank holding companies adopted by the Senate, the bill 
was all we could hope for at the time. Striving for the ideal might have meant 
that legislation would haye been delayed as our opponents counted on doing and 
thereby we would have been defeated. 


REVIEW PROVISION 


We knew if we kept well organized, and, as experience proved the need, the 
act could be amended. In fact, the act provides that within 2 years after the 
enactment, the Board of Governors shall report to the Congress the results of 
the administration of the act, stating what, if any, substantial difficulties that 
have been encountered in carrying out the purposes of the act, and any recom- 
mendations as to the changes in the law which in the opinion of the Board would 
be desirable. 

I think we can expect the holding companies will make every effort to bring 
about a softening of the law. We must be ready ourselves, at the proper time, 
to support amendments that will strengthen the act. 


SUGGESTED AMENDMENTS 


The first of these amendments would be a definite restriction on the evasion 
of the State branch banking laws through the holding-company device, such as 
was recently attempted in New York State. This would mean adding a pro- 
vision essentially similar to the one deleted from the House-approved Spence 
bill, as follows: 

“Nor will it be lawful for any bank hodling company or subsidiary thereof 
to acquire, directly or indirectly, any shares in a bank in any area within its 
home State except in the same geographical area in which a bank located in the 
same city in which the bank holding company has its principal place of business 
could lawfully establish a branch of such bank.” 

A second amendment, in my opinion, would be a provision to restore the re- 
guirement which also was in the House-approved Spence bill, that the Federal 
Reserve Board would have to accept as final any disapproval by the State super- 
visory authority as to the acquisition of stock in a State bank, and by the 
Comptroller of the Currency as to the acquisition of stock in a national bank. 

I am not saying these are the only changes in the Bank Holding Company 
Act of 1956 that should be advocated, but these are the ones that primarily are 
necessary to prevent the further evasion of branch banking restrictions and 
for the preservation of independent banking. 
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Now we come to the third F, T. F.: Finish the fight for independent banking. 

To my way of thinking, we are fighting on 3 fronts, and on all 3 fronts, we 
need to act and act quickly: 

At the national level, we need congressional action on merger legislation and 
Bank Holding Company Act amendments. 

At the State level, we must hold the line against extension of branch banking 
areas and secure enactment of State merger and holding company laws. 

At the banking level, we need more intensive organization. 


NEED MORE BANKING 


Not that I minimize our strength. This organization has proved its strength 
and has established its standing. But, our first problem is to arouse all inde- 
pendent bankers. There are 5,000 more banks that should be in this fight. 
With strong representation in a State, it will be a lot easier to secure enactment 
of State laws to regulate mergers and bank holding companies. With effective 
State laws on the books, it will be easier to get congressional action. 

No job is hard when we can break it down into small parts. To double the 
membership merely means that each member should undertake to secure one 
new member, that’s all, just one new member. If those present today will do 
this it will add substantial strength to your organization. If there’s the will, 
it can be done. 


Don’t fool ourselves. We've got to face these undermining attacks on inde- 
pendent banking with our eyes wide open. We've got to make decisions like 
grownup men, men who are confident that what we represent is in the public 
interest, that the business in which we are engaged has been a mighty factor in 
the growth and prosperity of our country, and can continue to be so. We are 
not playing for marbles. The future of free enterprise and our independent 
banking system is at stake. 

You bankers are the leaders in independent banking. If you were not inter- 
ested, you would not be here. But, the passive, gentle sort of an interest will 
not win this battle. Every bit of support, every bit of strength you gave to the 
independents’ fight to secure bank-holding company legislation needs to be 
doubled and tripled. Remember, the best defense is a strong offense. 

Let’s face the facts, tackle first things first and finish the fight for independ- 
ent banking. 

Mr. Anperson. Mr. Martin, I have been reading your testimony 
before this committee, and I have reread all of your testimony before 
the Senate committee, and the testimony of Governor Robertson be- 
fore the Senate committee in January and F ebruary of this year. 

Yesterday you indicated that members of your Board might appear 
before our committee later, but that in general your policies were 
pretty much alike. 

Would you say that the testimony that Governor Robertson gave 
before the Senate committee pretty well presented views that you 
accept and go along with ? 

Mr. Martin. The testimony which Governor Robertson gave be- 
fore the Senate committee and the testimony which I have given 
before this committee were approved by the entire Board. In other 
words, I speak for the Board so far as this testimony is concerned, 
and Governor Robertson was doing the same on the other side. 

Mr. Anverson. Then could I clarify or reiterate the position which 
I judge you take on some of the specific sec tions of the bill? 

With respect to section 20, then, the provisions for issuance of pre- 
ferred stock, 1 would judge that you feel that preferred stock should 
be issued only under exceptional or unusual circumstances ? 

Mr. Martin. That is correct, Mr. Anderson. 

Mr. Annerson. And even after the presentation that Governor 
Robertson made before the other committee, the bill that came to us 
from the Senate simply used the words “most practicable” in referring 

95875—57—pt. 127 
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to the circumstances under which preferred stock may be issued by 
the national banks. 

There is quite a strong feeling that a better wording would be that 
suggested by the Comptroller of the Currency, namely, “the only 
practicable method,” and that this should be the criterion for decid- 
ing whether or not preferred stock should be issued. 

Do you agree that the words “only practicable method” would be 
satisfactory ‘from your viewpoint ? 

Mr. Martin. Mr. Anderson, I can’t truthfully say that I know 
enough about that to be certain that that is correct, but I will ask Mr. 
Hexter, if he will, to comment on the wording. 

Mr. Hexrer. Mr. Anderson, needless to say, this matter is one with 
which the Comptroller of the Currency is best acquainted, relating as 
it does to banks under his supervision and not to the active super- 
vision of the Board. 

Was the language you referred to language recommended by the 
Comptroller ? 

Mr. Anperson. The Comptroller said that either word was agree- 
able with him, but he also stated that if we wanted to limit it to 
unusual circumstances, that the word “only” rather than “most” 
would be the more restrictive, of course. 

Mr. Martin. Well, I would go along with the Comptroller on that, 
although I have not studied that language too carefully, to know why 
we disagreed with that, if we did. 

Mr. Anperson. I don’t believe there is any disagreement. 

Mr. Martin. You would just have it more restrictive. And I think 
the Comptroller’s suggested Janguage is more restrictive. 

Mr. Anprerson. Perhaps I should review again the situation. The 
Comptroller said that the wording of the bill, which is “most practi- 

cable method” was agreeable to him, but he also said, and I am going to 
ak whether you agree, the Comptroller said: 

We believe that under the language of the bills, the issuance of preferred stock 
by national banks should be approved by the Comptroller only in urgent or 
unusual situations, or under emergency conditions. 

That is what the Comptroller says. 

Mr. Martin. I agree with the Comptroller on that. 

Mr. Anverson. Then in a letter to me, dated July 29, he says— 
although he says that either wording is agreeable to him, he says: 

The language “only practicable method” is the language most suitable for 
restricting the issuance of preferred stock to urgent or unusual situations or 
emergency conditions. 

Our choice apparently is going to be between these two words. 

Mr. Martin. Well, either would be acceptable to me, but I would be 
inclined to go along with the Comptroller on his recommendation. 

Mr. Murer. Will you yield, General ? 

Mr. Anperson. If I may without losing the floor, I yield. 

Mr. Muurrr. Mr. Gidney, when he was last before the committee, 
also indicated that if the committee saw fit, he would not object 
to the language being changed to read that preferred stock may be 
issued only in unusual circumstances. He did suggest that the word 

“emergency” should not be used in the statute, Decause that might 
alarm people if and when preferred stock were issued, but he indicated 
also that he would have no objection to having the statute specifically 
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say that the issuance may be limited to “unusual circumstances.” 
Would you agree with that? 

Mr. Martin. I would agree with that. 

Mr Mutter. Thank you, General. 

Mr. aaa. Mr. Martin, I realize that these questions with re- 
spect to title I do come primarily under the Comptroller, but both 
you and Governor Robertson have testified previously with respect to 
title I, and so on these 2 or 3 sections in which I was particularly 
interested, I would like to get your views. 

Mr. Martin. Fine. 

Mr. ANpERSON. Now, with respect to section 31 (a) (9), the stock- 
option plan, I believe that the general presentations by the Reserve 
Board have not been favorable to this use of the stock option plan. 

Would you want to recap your position with respect to the desira- 
bility of stock options for employees? 

Mr. Martin. I don’t think we commented on this, but I will ask 
Mr. Hexter to confirm my view on that. 

Mr. Hexter. Mr. Anderson, did you state a moment ago that the 
Board—did you ask Mr. Martin to confirm the Board’s position on 
that ? 

Mr. ANnperson. To confirm or restate his position. 

Mr. Hexrer. Has the Board’s position been stated ? 

Mr. ANprRson. Not officially. At the beginning of this discussion 
I raised the question of whether or not Mr. Robertson, in the Senate 
hearings, spoke for the Board, and Mr. Martin said that in general 
he believed that that had been cleared by the Board, and Mr. Robert- 
son in his testimony questioned the desirability of issuing preferred 
stock, excepting—no, we have gone on now to the matter of cumula- 
tive voting. Mr. Robertson presented the viewpoint that the Federal 
Reserve favored the continuance of our present plan of cumulative 
voting. 

Mr. Hexrer. Yes, sir, that is a different point from the stock-option 
point you mentioned. 

Mr. Anperson. Yes, sir. Since we are on it may we settle the 
question of cumulative voting. 

Mr. Martin. 1 would confirm Governor Robertson’s view on that. 

Our feeling is that you can make a case on both sides of the ledger 
on cumulative voting, but that, as a general practice, we think that 
it should be maintained. 

If the Congress thinks that the use of it has been such as to warrant 
its discontinuance, the Board wouldn’t have a strong feeling about 
it, but we think that, generally speaking, cumulative voting is sound. 

Mr. Anperson. That was section 26. 

Now, could we return to section 31? 

Returning again to the stock-option plan, Mr. Robertson opposed 
the stock- -option plan, and suggested that it be dropped from the 
committee bill and made the subject of a separate study, for possible 
consideration in more extended hearings at a later time. 

Mr. Martin. Well, his comment, ‘Mr, Anderson, was the feeling 
on the part of the Board that not enough study had been given to this 
question. He didn’t want to oppose it or take a position | either way, 
but I think his suggestion was that it would be better dropped at the 
moment. 
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Mr. Anverson. That the stock-option plan should be dropped from 
this bill, since it is quite controversial, and be made a su sbiodt of a 
separate bill in - arate hearings? 

Mr. Martin. That is right. 

Mr. Henverson. Will you yield? 

Mr. Anperson. I yield. 

Mr. Henverson. Mr. Martin, while we are on that specific point of 
the need for additional study on this particular section, don’t you have 
the feeling that there are some other sections in this bill which is 
before us which possibly should be merely restated into a codified form 
and the substantive changes left for another time? 

Mr. Martrn. No, Mr. Henderson, except for those we pointed out. 
We went over all of them, and we came to the conclusion that sufficient 
study in our judgment had been given to them to either support or 
oppose any of the issues that are presently in this Financial Institu- 
tions Act. 

Mr. Henverson. Except for this one, which you feel needs addi- 
tional study ? 

Mr. Martin. Well 

Mr. Henverson. Or except the ones which you oppose ? 

Mr. Martin. Except those that we pointed up in our statement. 

Generally speaking, this is, I believe, the only section that we said 
we thought we would prefer to have dropped. 

But, again, we are not saying that we think it is a matter of great 
importance if it were put in. 

Mr. Henverson. Thank you. 

Mr. Mouurer. Did you suggest the amendment relating to cumula- 
tive voting be stricken out, too? 

Mr. Martin. I specifically testified, Mr. Multer, in behalf of cumu- 
lative voting, but I said that if the Congress decided we were wrong 
on it, why, we wouldn’t want to scuttle the whole bill on account of 
that section. We have stated our position in a perfectly clear-cut 
way on it. 

the Cuatrrman. How frequently has cumulative voting been used 
to put some person on the bank board that has a hostile feeling toward 
the bank? Have there not been frequent complaints of that kind? 

Mr. Martin. I think very seldom, Mr. Chairman. I think there 
have been some cases of abuse that unquestionably have taken place. 
I think on the other hand, there have been a great many places where 
management has benefited by having a minority stockholder come in 
and discuss his position around the table. 

Now, it is always the problem of minorities, and as a general thing, 
banks, being public institutions in the broadest sense of the word, it 
seemed to us, after thinking about it carefully, that the advantages of 
cumulative voting outw eighed the disadvantages. 

But we recognize fully that there have been some instances where, 
by the device of cumulative voting, an individual who wanted to cre- 
ate trouble and perhaps acted in a way hostile to the best interests of 
the bank, has gotten on the board. That is why we have tried to keep 
the thing in focus, recognizing that there are some advantages and 
disadvantages, but in terms of ‘the broad public interest, my own con- 
vietion is—and I think the members of the Board share it with me— 
that the advantages of cumulative voting outweigh its disadvantages. 
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The Cuarrman. The American Bankers Association has opposed 
cumulative voting; has it not? 

Mr. Martin. They have, and I have the greatest respect for the 
American Bankers Association. 

The Cuarmman. The Independent Bankers, also. 

Mr. Marttn. I have the greatest respect for both of them. But in 
this instance I think they are wrong. 

The Cuatrman. I notice that the Bankers Association of Kentucky 
favors the change. 

Mr. Martin. I don’t deny that at all. 

The Cuarrman. I don’t think that we could deny the principles of 
cumulative voting as a means to give a minority some voice. But if 
it has been generally misused to get people on the boards of banks that 
are hostile to the best interests of banks, and are merely there to make 
trouble, that is another thing. 

t seems to me to be a matter on which one side outweighs the other. 

Mr. Martin. I agree with you, Mr. Chairman. 

I will ask Mr. Hexter to comment on the frequency of use of cumu- 
lative voting if you will permit it. 

The CuarrMan. Yes, sir. 

Mr. Hexrer. Mr. Spence, a surprisingly large number—the entire 
number of such cases that come to public attention are relatively few, 
and perhaps a substantial number of those few cases in which cumu- 
lative voting becomes a public issue, indicate that cumulative voting 
has been misused. 

But it may be that that creates an incorrect impression because 
under the present law the minority shareholders, with enough votes 
to cumulatively elect a minority of directors, will frequently be per- 
mitted to elect those directors as part of a slate including the majority, 
the majority realizing that the minority has its legal right, and an 
arrangement will be worked out and the minority will be represented, 
and there will be no necessity for exercising the cumulative voting 
privilege. 

So that it may well be that in many cases minority representation 
occurs because of cumulative voting’s existence, where there is no 
controversy at all. Controversy sometimes arises where the majority 
feels the minority is trying to do something adverse to the institution. 

The Cuarrman. If there were abuses, who would have the knowl- 
edge of the abuses? What agency of the Government ! 

Mr. Hexrer. I presume the Comptroller of the Currency. 

The Cuarrman. What power would he have to correct them? Sup- 
pose a man got on a bank board, and he was determined to use his 
influence not for the best interests of the bank but for some other pur- 
pose. He might be connected with another bank, a competitive insti- 
tution. Suppose that type of man got on the board and used his 
influence to injure the bank rather than to help it by the process of 
cumulative voting. 

What remedy would the Comptroller have; what power would he 
have to remedy that? 

Mr. Hexrer. In the ease of national banks, which are all that are 
involved in this case, the Comptroller of the Currency has authority 
under section 30 of the Banking Act of 1933 to institute a proceeding 
to remove any director who continuously engages in unsound or un- 


414 FINANCIAL INSTITUTIONS ACT OF 1957 


safe banking practices, and in my judgment, the sort of practice you 
describe would fall within that category. 

The CratrMan. Would you consider his interest in other institu- 
tions as such ? 

Mr. Martiy. You would consider all aspects of the individual case 
on an ad hoc basis. 

I don’t want to minimize the difficulties of removing someone un- 
der section 30. It is a difficult problem. But I still think it is a 
remedy that could be invoked, and invoked effectively in a clear case 
of misuse. 

The Caarrman. How many directors have you removed for causes 
such as you mentioned ? 

Mr. Martcty. How many have we removed ? 

The Cuatrman. Yes, sir. Do you have a record of how many 
have been removed ? 

Mr. Martin. Do you want to comment, Mr. Hexter ? 

Mr. Hexter. There have been proceedings started by the Comp- 
troller of the Currency in a few cases. W hether they have gone on 
to actual removal in more than a very few cases, I am not certain, but 
there have been withdrawals of directors when proceedings like that 
have been instituted. 

The Cuarmman. How are those cases tried ? 

Mr. Hexrer. They are proceedings before the Board of Governors 

In the case of national bank directors, the Comptroller of the Cur- 
rency cites the director to the Board of Governors, enumerating the 
unsound or unsafe practices in which he has been engaging, and the 
Board of Governors conducts a proceeding to determine whether the 
charges are well founded. 

In the event they are found to be correct-—— 

The Caatrman. Oral examination, affidavits, or what? 

Mr. Hexter. It isa hearing, Mr. Chairman. 

The Cnatrman. Hearings? 

Mr. Hexter. Yes, sir. 

The Cuatrman. They come to Washington for the hearing! They 
are not heard locally, are they # 

Mr. Hexter. It would be held under the Administrative Procedure 
Act at the place most convenient to the parties, balancing all interests 
in that connection. It might be in Washington or it might seem more 
appropriate to have it in the city in which the bank is located. 

The Cuamman. With reference to the banks that are not national 
banks, do you know whether there is any provision for the removal 
of directors? 

Mr. Hexter. Section 30 of the Banking Act of 1933 applies also to 
clirectors and officers of State member banks. 

In that case, the citation to the Board of Governors is made by the 
Federal Reserve agent of the district in which the bank concerned is 
located. 

The CHatrman. How about the State banks that are not member 
banks? 

Mr. Hexrer. I am not acquainted with the procedure of State law 
for that purpose. 

The CxaarrmMan. Have you any record of the removal of directors 
for causes you mentioned ? 
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Mr. Hexter. If I may suggest it, the Federal Deposit Insurance 
Corporation might well have information on State laws for that 
purpose. 

The CuHamman. I am speaking about the directors which have been 
removed by the Board of Governors of the Federal Reserve System. 

Mr. Hexrer. I have not been with the Board a great many years, 
but I do not recall having heard of any proc eeding 3 in which it went 
to the point of actual removal of a director for continued unsafe or 
unsound practices. 

Mr. Brown. Will you yield, Mr. Anderson ? 

Mr. Anverson. I yield to Mr. Brown. 

Mr. Brown. Doesn’t the FDIC have some authority in connection 
with the directors and officers of insured banks? 

Mr. Martin. The FDIC has complete supervision of insured banks 
which are not members of the Federal Reserve System or are not 
national banks. 

The FDIC Act would then apply to them, Mr. Brown, and we would 
not be involved. 

Mr. Brown. That is what I thought. The FDIC can turn down 
an application unless they are satisfied with the officers and directors 
of a bank? 

Mr. Martin. They can, indeed. 

Mr. Brown. I think they have done a good job along that line, too. 

Mr. Berrs. Will you yield, Mr. Anderson ? 

Mr. Anperson. I yield to Mr. Betts. 

Mr. Berrs. I directed practically the same question to Mr. Robert- 
son, and it was his belief that the first warning was sufficient to correct 
abuses. And he used that as an explanation of why there had not been 
more actions on the part of the Federal Reserve to dismiss or remove 
officials of banks. 

Mr. Marin. I am afraid I didn’t hear you, Mr. Betts. 

Mr. Berrs. Governor Robertson, as I recall, said that the first warn- 
ings serve the purpose, and that there was no need to follow through 
with action to remove the directors. 

Mr. Marrryn. That is definitely correct, and I can say that in the 
last few years I know of a number of cases where is hasn’t even gone 
to that point. The mere thought that a warning might come has 
been sufficient to deter an individual. 

Mr. Anverson. Mr. Martin, we have been asking questions about 
title I, which is the sphere of the Comptroller of the Currency, and I 
find your testimony and that of the Comptroller agree on these sec- 
tions in which I am particularly interested. 

Mr. Gidney, the Comptroller, has also testified in your category, 
under title I, and I wonder if you will still agree there with respect 
to section 33 (b) (3) concerning the use of Reserve funds for the 
replacement of capital. 

I believe Mr. Gidney thought that was not a particularly wise pro- 
vision. 

What would be your reaction to that section of the bill ? 

Mr. Marr. That is our position, also, Mr. Anderson. 

Mr. Anperson, Would you comment, just briefly, to make your 
position clear? Your reasons? 
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Mr. Martin (reading) : 


Under present law, a holding company affiliate is required to maintain certain 
reserves of readily marketable assets, and this requirement has been interpreted 
as meaning that each of several holding company affiliates of the same member 
banks must maintain the statutory reserve. The bill would make it possible 
where such a multiple-holding company exists for one of the holding companies 
to carry the required reserve, provided it is designated for that purpose by the 
board and provided the designated company directly or indirectly owns or con- 
trols the stock of the affiliated banks. 

That isn’t your point, though, is it ? 

Mr. Anverson. Doesn’t that section in some respects permit the 
use of reserve funds for replacement of capital ? 

Mr. Martin. In case of the affiliates? I don’t think so. 

The Board questions whether the proposed broadening of this provision to 
permit the reserves to be used for capital additions would be consistent with 
the purposes of the law, since, if it were used in normal times for such purposes, 
it might well become depleted and not be available when it would be needed in 
unusual circumstances, in order to maintain the sound condition of the holding 
company affiliates subsidiary banks. 


Mr. Anperson. That is the point I wanted to bring out. 

Mr. Martin. That is the view of the Board. 

Mr. Anperson. You do not regard that provision as in the best in- 
terests of the bank’s system ? 

Mr. Martin. We question it; that is correct, sir. 

Mr. Anverson. Those are all of the substantive questions with re- 
— to particular sections that I have of the bill, but in going over 
the testimony which you have previously given before this committee, 
one specific question regarding your testimony on the cost of money to 
the Government : 

I believe you testified that the cost of money over a recent period 
of years had increased from an average of about 2 percent to about 
3 percent, the average cost of money, and I believe, in giving the 
3 percent figure, you indicated that it was that low only because 
included in the average was a substantial number of Government obli- 
gations dating back to low-interest days. 

Is there some way we could arrive at a figure which I presume would 
be somewhat higher than the 3 percent for the actual cost of money 
to the Government, on an average, taking into consideration all the 
different types of securities which they have—the longer term, which 
are not now, of course, being refinanced, as well as the shorter term? 

Mr. Martin. I don’t know any way you could get a figure, Mr. 
Anderson, because this is a money stream that we are talking about, 
and the flow of that stream is such that you could take the high point 
or you could take the low point, and average, and I assume that this 
stream is not going to be static. It is going to move up and down. 

At the present time it is cresting in a higher area than it has for 
some time. I don’t remember whether it was 2 percent or 3 
percent. I think it is a little bit less than that. But when you try 
to get an average on what it will be, you are projecting into the 
future, and I wouldn’t want to make any prediction on that. 

Mr. Anperson. There is an actual way—I don’t know whether it 
is practical or whether it would be difficult—but you certainly could 
make an estimate of what it would cost you, taking the current rates 
you would have to pay on different lengths of obligations, to pay the 
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interest on our entire national debt if it were to be refinanced at the 
present existing interest rates for the same period of years. 

I realize if you attempted to do that, you would quickly change the 
level of the stream, and you wouldn’t be able to arrive—wouldn’t 
actually be able to make the transfer, but statistically you could say 
what it would cost to finance our national debt if it were financed at 
the currents rates prevailing for the existing types of obligations that 
make up our national debt. 

Have I made the statistical way in. which it could be done clear? 

Mr. Martin. Yes, sir; I think you have made the way clear, but I 
would question the statistical results. 

Mr. Anperson. You don’t think it would have any significance ? 

Mr. Martin. No, sir; I don’t. I think it would be a projection, re- 
constituting the entire framework of the debt in terms of a given 
moment, and I don’t believe you can stop the stream at any given 
moment. 

Mr. Anperson. Yes, sir; it would, but of course, if we wanted to 
carry your analogy a little bit, you can predict the course of a stream, 
too, by taking readings at the upstream points and by getting the 
depths of snow, and so on. A statistical reading taken at this time 
certainly would have a significance, and should present conditions 
continue, would indicate what we might expect over a period of time. 

Mr. Martin. Yes, sir, but we would have to know where the source 
came, you see, and that is where you get into the whole spending and 
saving stream, and I don’t know how you can statistically isolate any 
point of that without reconstituting the whole business fabric. I just 
don’t see how it can be done. 

Mr, Anprrson. Wouldn’t we get a picture of what is happening 
to our financial fabric if we did do statistically what I have just sug- 
gested. Perhaps it isn’t quite clear yet. What I am suggesting is 
that if you took all of your 60-day obligations of a certain type, and 
you said we had so many millions or hundreds of millions or billions 
of this category, and so many 10-year, and so many 5-year, so many 
savings bonds at this rate of interest—if we took those numbers of 
millions of dollars and they would add up to our present debt—it 
would simply be necessary to multiply that by the currently being 
paid rate of interest for each class of obligation in order to come up 
with a figure, which would be the cost of servicing our national debt 
should the present conditions remain unchanged—should the present 
rates of interest continue. That is just statistical. It doesn’t involve 
any guesses. 

Would that be difficult? That would be my first question. 

Are there so many categories, and so many types, and is the present 
interest rate obscure in the case of some of those types so that it would 
be difficult to arrive at such a statistical figure? 

Mr. Martin. I think you could make certain assumptions, and you 
could work that out precisely on a statistical basis, but I don’t know 
how you can assume that you would reconstitute the maturities and 
the levels of the debt into the present categories. 

You see, here you have a 90-day piece of paper. Here you have a 
3-year piece of paper, and here you have a 30-year piece of paper. 
If you wanted to reconstitute the entire debt as of a given moment 
into a pro rata relationship of those particular maturities, each one 
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of those is an individual market that has been tailored at a given time, 
and a contract for maturity has been given. 

Now, how would you take the whole debt and reconstitute it in those 
terms when it may have started—this has been a moving picture which 
has been going on, now, for a given number of years, and the heart of 
the problem here is debt. The fact that we have this debt and have 
to manage it is the heart of the problem. 

Mr. Anperson. Yes, sir; I realize that, but mathematically it very 
frequently gives you an insight into the whole problem if you do 
project the present circumstances over the whole field. Statistically, 
you would agree it could be done. 

Might I ask if you could tell me whether it would be a simple 
problem ? I don’t want to ask for something that would involve too 
much work on the part of your staff. 

Mr. Martin. I don’t think it would be a simple problem. 

What would you say, Mr. Thomas? 

Mr. Thomas works in this area considerably. 

Mr. Tuomas. As a mathematical exercise, it might be feasible, but 
there are a lot of complications which would be involved. 

Let’s take, for example, the 3 percent bonds of 1995, which now sell, 
on a 31% or better interest rate level in the market. If you issued a 
3 percent bond right now, of that maturity, whether you could sell it 
at 314 or 4 or 414 percent, no one knows. 

Another complie: ition is that there are a lot of special issues of the 
Federal Government agencies which have different rates of interest 
attached to them. Some of them are tied in with the average rate on 
all outstanding bonds that are over 1 year, for example. Others have 
statutory rates apply to them, and there would be a difficult question 
involved in those. 

To some extent those interest rates go up as the general cost of the 
debt goes up, to some extent, but there is quite a lag, of course. 

It would involve a lot of very unreal assumptions, let’s say. 

Mr. Anprrson. I would jndge from your 1 clause, there, that you 
couldn’t tell whether a specific issue could be floated at 31% or 4 or 41, 
that you feel that your assumptions, then, would be so general that the 
final figure would not be significant or accurate. 

Mr. Tuomas. That is right. 

Mr. Parman. Will you yield, General Anderson ! 

Mr. Anpverson. If I may without losing the witness. 

Mr. Patrman. The 4 percent issue recently, callable in 2 years at 
the option of the holder, was a note instead of a bond, was it not, Mr. 
Thomas? 

Mr. Tuomas. That is right; anything less than 5 years is a note. 

Mr. Parman. Isn’t it a fact that this is the highest rate that a note 
has carried since about 1923 or 19244 

Mr. Tuomas. I read that in the paper. I haven’t checked it up. 

Mr. Parman. Will you check it and find out for sure ? 

Mr. Tuomas. Very well. 

(The information requested above is as follows :) 

Marketable Treasury notes (excluding | special issues to Government agencies 
and trust funds) wére issued in 1921 at 53, and 5% percent, in 1922 at 4% and 
48% percent, and in 1923 at 444 and 4%, percent. Interest on these notes was 
exempt from payment of the normal income tax. 


Following this, no further notes were issued until those of 1927 and 1928, 
bearing 3% percent rates, also exempt from the normal tax. The next issue 
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ef notes sold in 1931 bore a coupon rate of 3144 percent, which was fully tax 
exempt. Subsequent issues bore lower rates until 1957. Interest on all Gov- 
ernment securities issued since early 1941 has been fully taxable. Hence cur- 
rent coupon rates are not strictly comparable with those issued prior to 1941. 

Mr. Anperson. Then you would say, Mr. Martin, that probably 
the figure that you previously gave of approximately 3 percent as 
the current average rate, averaging in your long-term obligations, is 
about as accurate a figure as you can give for the cost of 1 money to 
the United States Government. 

Mr. Martin. I think it is as good a guess, probably, as I might 

make at the present time. The actual figure Mr. Thomas gives me is 
9 72. 

Mr. Tuomas. In April. It may be a little higher now, sir. 

Mr. Anverson. That is the average, including the money which 
has been borrowed a long time ago. Tf we obligate the Government 
for additional debt, that 1 money cannot be raised for that figure, can 
it? 

Mr. Martin. That is correct. 

Mr. Anverson. Do you have any figure that could be used? 

You see, we are figuring REA’s and other types of investment 
which must be repaid, and if it is projected that the Government be 
paid a rate of interest to repay them, if the cost of money that the 
Government must go out and get is Higher than what you give as the 
cost of money to the Government, 2, we are not in a position to 
make the most proper decision in the < vase of some of these additional 
investments. 

Is that right ? 

Mr. Martin. That is correct. 

Mr. ANpERSON. So do you have any other figure as to cost of money 
to the Government ? 

Mr. Martin. No; the latest figure we can give you is on the note 
that Mr. Patman has just referred to, which is 4 percent. That is 
the latest figure that we have in the market. 

Mr. Tuomas. And the current Treasury bills, 3-month Treasury 
bills, are around 314 percent now. 

Mr. Martin. Tres asury bills this week went at 3.36. 

Mr. Anpverson. Yes; I think that set of figures is probably sufficient- 
ly adequate for my purpose. 

I have one more subject I would like to discuss with you briefly. 
In your previous testimony, including a discussion with the chairman 
of this committee, I believe, you discussed high interest and control 
of inflation. 

In that connection we, reading the testimony, would judge that all 
of your justifications for high interest are based on classical—I 
almost said old-fashioned—economic models, in which you assume that 
not only money works on a supply-and-demand basis—and we can all 
see how readily and easily money does work on the classical economic 
basis—but you assume that the goods for which that money is 
exchanged also operates on the cle sssical economic basis. 

But that cert tainly is not true in our economy today, because that 
basis assumes that. when things are in an ov ersupply the prices are 
going to drop until somebody is willing to buy them, and yet if we 
look either at consumer goods—automobiles, of which we were going 
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to produce 7 million, and are not only going to oreo 5 or 6 million; 
or basic production like steel, which could operate at 100 or 
120 percent of capacity, and is only operating at 80 percent of ca- 

acity—we see that the price of these goods does not drop when 
Mand decreases. Your operations in the money market are, perhaps 
correctly, based on the premise that interest, the cost of money, does 
go down if there is more money. 

The prices of new model cars are going up $30 or $40 in the face 
of reduced demand; the price of steel went up $6 a ton in spite of the 
fact that production has dropped below 80 percent of capacity, and 
yet all of our fiscal policies are still ened on this old-fashioned, 
classical economic model. 

All of your discussions before the committees of Congress are 
based on control of inflation and keeping prices down by restricting 
the amount of money and increasing the rate of interest. 

Could you make some comments with respect to the fact that prices 
of consumer goods don’t seem to respond to supply and demand? The 
fact of the matter is that prices go up, even when demand is down. 

Mr. Martin. Well, I happen to believe, Mr. Anderson, that in the 
short run you may have Giinihiegnred prices, or you may have means 
of keeping items off the market or even raising prices. For a short 
period of time. But that is only a temporary operation—that in the 
long run you are going to find that the floodgates of supply and 
demand operate. 

Now on the price money, I think the same applies to that. I want 
to make clear what I repeatedly say up here, that I favor as low 
interest rates as it is possible to have without contributing to in- 
flationary pressures. 

The Federal Reserve is never trying to raise interest rates. We are 
never trying to reward anyone or penalize anyone; our objectives are 
stability. 

I happen to believe that as low interest rates as it is possible to have 
without producing inflationary pressures will give the greatest boost 
to capital formation, which is what all of us want; but that the cost of 
money cannot be arbitrarily prevented from responding to the law 
of supply and demand under conditions of full capacity and full 
utilization of resources, such as we have had in recent years, without 
arbitrarily contributing to this price rise that you are talking about. 

Now the problem today, as I see it, is that we have had a high level 
of activity. for some time, and there are no basic shortages in the 
economy with the exception of the shortage of savings; but this high- 
level activity is at inflated prices, and what you have got to do to get 
demand into the picture is to not let borrowed money prevent adjust- 
ments which have to be made in the market. 

I don’t ever want to see a recession come, or any decline in this 
economy. I would like to have us all happy and all getting richer 
and all better off all the time. I have no desire, and I am sure the 
Federal Reserve has no desire, to at any time say that at a given point 
the economy ought to recede. 

But so far we haven’t yet found any way of getting around the fact 
that the old principles—that if a child puts its hand into the fire, it gets 
burned—can be discounted. When business gets an imbalance in its 
cost-price relationship and is trying to pass that cost-price along to 
the consumer, at some point the consumer balks. He may balk even 
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though he has all the money in the world, and the law of supply and 
demand cannot be obviated except for a limited period of time. 

To say that that is old fashioned, or classical, to put it in that sense, 
to me that is not quite correct. If Tam correct in my basic thesis, those 
are just the realities of our everyday activity, and the Congress or 
the people can at any time they want interfere with the market process, 
private or public. Funds can be used to interfere with the market 
process. But they can only do it for a limited period of time, and 
they do it at a price, and in the long run the price gets too big, fre- 
quently, to support whatever level they are after. 

In the case of our money supply, we have an obligation to con- 
tribute enough money for the growth of this country, but when we 
see the growth of the country being endangered by a constant rise 
in the cost of living, I come back to the point that I have made before 
this committee repeatedly in my last six appearances here—I think 
that the No. 1 economic problem that the country is facing aor is 
the cost of living, and I think we have to come to grips with that 
I think Congress has to come to grips with it, and I think the American 

eople have to come to grips with it. I think the Federal Reserve 
based and all the agencies of the Government have to come to grips 
with it. 

Mr. Anpvrrson. Do you see any indication that that situation is 
improving when, in the face of drastically reduced demands for steel, 
the cost of steel goes up, when in the face of a cut in the demand for 
farm tractors and farm equipment to approximately 50 percent of 
what it has been in the past years, the price of an actual piece of farm 
en goes up from 20 to 50 percent; do you see any basis for 
thinking that our managed economy, or that these managed prices 
are going to respond as you hope they will? 

Mr. Martin. Yes, I do. It is a slow process, Mr. Anderson, but 
I still have a great deal of confidence in the long-run impact of the 
judgments of the market, and I think they are at work today. 

I think that we would have considerably more inflation, and a con- 
siderably higher cost. of living today if we had not pursued—I am not 
trying to boost the Federal Reserve now, but if the Federal Reserve 
had not recognized the supply-demand conditions of the money mar- 
ket, and let money be not only a wage to the saver, which it is, as well 
as a cost to the borrower, but reflect the supply and demand forces. 

Now how much higher the cost of living would be, I don’t know, but 
that it would be higher I have very little doubt in my mind. I think 
that all of the evidence lies that way. 

Now the capital flotations in this country, the demand for capital, 
has been tantamount to a California gold rush. In the first half of 
this year there were something like $6.5 billion of new flotations of 
corporate securities and placements against a record total for 1956 
as a whole of over 10 billion in addition to $3.4 billion of State and 
local government issues of $3.4 billion this year to date, against $5.4 
billion in all of last year. In other words, nearly two-thirds in the 
first 6 months of this year of what was a recordbreaking total of 
capital flotations in 1956. 

Now we have within our grasp in this country today a higher 
standard of living for everyone if we just don’t fritter it away by 
trying to supply bank credit which is at the basis of your deposits and 
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mine, for long-term capital development which should be derived out 
of savings, real savings, derived from the people of the country. 

Now the savings are increasing, but the demand for savings has 
outspaced the increase. In a country that is as strong as this and 
has the vigor of this economy, it doesn’t take so very long for savings 
to accumulate, and we have the resources, and we ‘have the savings, 
but if we are going to, by trying to make a new record at the cash 
register on the ist of August, if we are going to try to run too fast 
when we ought to walk, ‘and we are going to try to replace capital 
expenditure with bank credit, I think it is just a matter of time until 
we find ourselves in trouble. 

Now we are not courting that trouble, but I think it is our obliga- 
tion in the Federal Reserve to keep this problem in front of you, who 
are working with us on this, and in front of the people at all times. 
I don’t think it is anything we can minimize, and this talk of the in- 
evitability of inflation is something that I think none of us must per- 
mit to get a hold among the rank and file of the people. I think if we 
want to pauperize the American people, the surest way to do it is on 
that course. 

Mr. Anperson. Mr. Chairman, I want to thank Mr. Martin for his 
very fine answers this morning, and I want to beg the indulgence of 
the committee for having taken so much of Mr. M: artin’s time. Thank 
you, Mr. Chairman. 

Mr. Muurer. Mr. Chairman, if there is no other member who 
wants recognition, I would like to take the witness. 

Mr. Breeprne. Mr. Chairman. 

The Cuarrman. Mr. Breeding is recognized. 

Mr. Breepinc. Thank you, Mr. Chairman. Mr. Martin, I would 
like to ask some questions in regard to agriculture. 

In my area of the United States, a few years ago when wheat was 
$2.25 a bushel, machinery was selling for—well, for instance a combine 
was selling for $2,500 at that time. Today wheat is less than $2 a 
bushel and that combine is around $6,000 or 36,500. 

That is true of trucks, tractors, cars, and everything else. The 
economy of agriculture in my area has stopped. You can take an 
average size farm, with the number of acres that you are allowed to 
produce from, with the average production at the price today, and 
there i is no way in which you can show a profit. 

Do you have any solution in your mind as to what we could do to 
remedy the situation? We certainly don’t have any income whereby 
we could set up savings as we did when it was the other way, when 
we had cheaper machinery and cheaper costs, with the price of wheat 
higher. Wheat is the No. 1 item in my area. 

Mr. Martin. Well, Mr. Breeding, ‘I understand that problem per- 
fectly, and I think that there is no one that benefits more by the 
struggle against inflation in the last few years than the farmer. 

The problem of the farmer has not been credit, it has been income, 
as I see it, and it has been the fact that the cost of his machinery and 
equipment has been skyrocketing whereas he has been struggling with 
a supply and demand position in his own product, which has not per- 
mitted any offsetting of this increase in his machinery and equipment. 

Now I have felt, and I went out and talked to the Farm Bureau in 
De Moines in February and March of this year, and was surprised at 
the number of people that I found that agreed with me that the real 
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problem that we have to face is to try to point out to the farmer that 
letting the supply-demand factors get out of control, on a wage-cost 
price push on manufactured products, is one of the greatest burdens 
that we can give to the farmer 

Now certainly money and credit policy can’t solve the supply and 
demand problem of the farmer. That is not within our purview. 
But we can certainly do what we can to contribute to the purchasing 
power of the dollar he takes in, by seeing that the big bulk of his 
expenses are kept in line. 

Now the great shame to me and the thing that worried me the most, 
starting in "1955, was that we kept stability in the dollar from 1955 
on to the early part of 1956 by a decline in farm prices, which was 
being offset in the picture by a rise in manufactured prices. 

In other words, the stability was not a balanced stability, it was 
farm products going down and manufactured products going up, and 
the net result being stability. 

Mr. Breeprna. In other words, the farmer had had to pay the cost 
there, didn’t he? 

Mr. Marrin. Well, he was caught in a problem, and his situation 
was worsening even though we could claim that we had a stable 
dollar. 

Mr. Breepine. I will agree that farm productivity has probably 
increased 85 percent in the last 30 years. Industry has reaped the 
benefit from it. 

But to me it seems wrong to say we must curb our production in 
order to get higher prices, and every time we curb we let some other 
foreign country move in and probably take up some of our markets. 

Could there be something worked out to increase production ? 
Certainly a farmer can’t go on and operate with controlled produc- 
tion at the prices of today, and be economically sound. He can’t save 
any. He can’t pay his obligations, and eventually we will come in 
to the same system or the same happenings that took place in the 
early thirties. 

Mr. Martiy. I am not competent to discuss the farm problem. [ 
am concentrating on the money and credit aspects of it. 

In terms of money and cr redit policy, the resistance to inflation and 
the preservation of the purchasing power of the farmer’s dollar seems 
to me one of the vital things that the farmer is faced with. I wanted 
to merely point that out because I have fr equently had people say 
that our policies were harming the farmer. I think it is quite the 
reverse. 

Mr. Breepinc. Do you believe in 90 percent or a hundred percent 
of parity for agriculture ? 

Mr. Martin. I don’t know enough about the parity matter. I 
wouldn’t want to comment on parity as such. I merely say that we 
want to be sure we are thoroughly justified any time we interfere with 
the market process. There may be arguments in favor of it, but we 
should recognize that a price has to be “paid for it. Now whether the 
nr e is worth it or not, is a matter for the Congress to decide, and 
for the people to decide, but the mere fact that you interfere with the 
laws of supply and demand when you have an excess of supply or an 
excess of demand, whichever side it comes on, doesn’t obviate the fact 
that unless it is equalized, or equilibrium comes at some point, some 
one has to pay for it. 
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Mr. Breeprine. I have been told that agriculture’s income has prob- 
ably dropped $70 billion total in the last 6 years. 

If agriculture had had that $70 billion, would it have caused more 
inflation ? 

Mr. Martin. Well, inflation in the sense we are talking about it, 

es. 

If farm prices had been rising on a wage-cost-price basis as have 
the prices of manufactured products, there would have been that 
much more. 

Mr. Breeptne. Well, that $70 billion is quite a rap for agriculture 
in America today. 

Mr. Martin. I think that is a little high, but—— 

Mr. Breepine. Whatever the figure is, apparently agriculture is 
behind in comparison with other segments of the economy of our 
Nation. Wouldn’t you agree to that ! 

Mr. Martin. Well it depends on where you start, you see. You 
would have to review the whole picture and see w here you start. 

Unquestionably, during the war we got imbalances all across the 
board, and we are struggling with those imbalances ever since the 
war. 

Mr. Breeprne. It is pretty near impossible for a young farmer, 
coming back from the Army, wanting to farm, to start up in agricul- 
ture in my area. He has to have capital, from $20,000 to $30,000, and 
it is pretty hard for a fellow to borrow that much money unless he 
has a rich uncle or father to back him, and it looks like most of our 
young boys are going to leave agriculture and go to industry. So I 
hope that something can be w votiaeil out to stabilize the agricultural 
man as well as the other segments of our economy. 

Mr. HeEnperson. Would you yield, Mr. Breeding? On that $70 
billion figure, is that $70 billion reduction in gross sales or in net 
income ¢ 

Mr. Breeptne. I wouldn’t know, sir. I would think it would prob- 
ably be gross sales. 

Mr. Hennerson. If it was gross sales—do you mean there has been 
$70 billion less sales of farm products in the past 5 or 6 years ¢ 

Mr. Breeprne. I have heard and read that the agriculture of Amer- 
ica has probably lost that much in the last 6 years because of the 
prices of their products. That they should have had that much more 
in compar ison with other segments of the ec onomy. 

Mr. Martin, I have a letter here from a Mr. Brody. You probably 
know him, he is a director of the National Bank in Denver, Colo., 
and I would like to ask a question or two in connection with some of 
the remarks that he makes in his letter. 

One matter is in regard to cumulative voting. He says: 


Title I of the National Bank Act— 
which I presume is this bill— 


chapter 5, section 26 (C) embodies the most fundamental revision which has 
been made by uprooting the principles of mandatory cumulative voting in the 
selection of directors of our national banks. 

Mandatory cumulative voting, along with the instance of bank deposits, were 
the two basic fundamental! principles introduced in 1933 to safeguard the na- 
tional banking system against a continuance of the abuses which had char- 
acterized the management of many of our national banks during the 1920’s 
and early 1930's. 
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My question is: Is it true that this act that we are talking about 
would abolish cumulative voting ? 

Mr. Marttn. It would make it permissive. It doesn’t specifically 
abolish it. What it does is to make permissive. Instead of now being 
required by law, the stockholders could decide that they wanted to 
have cmmaaint voting, and then they would be permitted to have it. 
Also by affirmative action by the stockholders, cumulative voting 
could be abolished. 

Mr. Breepinc. How do you and your Board feel with regard to 
cumulative voting? Are you satisfied with this measure? The con- 
tents of this bill? 

Mr. Martin. Well, I will read again my comment on it, Mr. Breed- 
ing. 

Although proponents of this change have contended that cumulative voting has 
given rise to situations in which minority shareholders have been able to place 
an undesirable individual on the board of directors of a national bank, the Board 
doubts whether abuses of this kind have been so great as to justify abandonment 
of the basically sound principle of cumulative voting. 

It should be borne in mind in this connection that minority-elected directors 
often can stimulate other directors to greater activity in behalf of a bank and, 
furthermore, that if a minority-elected director should engage in unsound activ- 
ities, he would be subject to removal under the law. 

In other words, this is something that we have given a lot of thought 
to, and we question the desirability, in the broad sense, of removing it. 

Mr. Moutrer. Will you yield for a clarification, Mr. Breeding ? 

Mr. Breeprne. Yes. 

Mr. Murer. Mr. Martin, you said the present statute requires 
cumulative voting. I think what you meant is that the provision is 
mandatory that every national bank must permit cumulative voting. 

In other words the stockholders do not have to vote cumulatively, 
but every bank must give them the privilege of doing so if they wish 
to avail themselves of it. 

Mr. Martin. That is correct. 

Mr. Henperson. Will you yield, Mr. Breeding? 

Mr. Breeprne. I yield. 

Mr. Henperson. Are you aware, Mr. Martin, that Mr. Gidney, 
the Comptroller of the Currency, takes the opposing view with respect 
to this cumulative voting ? 

Mr. Martin. I am aware of it; yes, sir. 

Mr. Henperson, All you could say is that is your opinion, and that 
is his; is that correct ? 

Mr. Marrin. That is correct. 

Mr. Breeptne. To sum up further Mr. Brody’s remarks here, I 
would like to read another paragraph: 

The destruction of the mandatory cumulative voting principles therefore 
destroys a basic cornerstone of our national banking system which has served 
this country so well during the last 24 years, and effectively removes a funda- 
mental safeguard for national bank depositors and stockholders. 

That was part of the letter, and I thought I would like to have it 
in there. 

Now a further question arises from this same letter on the issuance 
of preferred stock. Title I, chapter 4, section 20, permits national 
banks to issue preferred stock. 
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This relieves the professional banker from being dependent on the stockhold- 
ers of our national banks in the raising of capital. 

Is that true? 

Mr. Martin. Well, L would reiterate the comment 1 made to Mr. 
Anderson on this. What was the wording that the Comptroller pre- 
ferred ¢ 

Mr. ANDERSON. “The only practicable method.” 

Mr. Martin. “The only practicable method” in place of “an emer- 
gency.” And we agreed that that was better. 

When so provided in the articles of association and when approved by the 
Comptroller, after determination by him that the most practicable method * * *. 
That would be changed to “the only practicable method” and so forth. 

That may be, it is not something that we would advocate, but either 
wording is all right with us. “Only” or “most.” 

Mr. Breeptne (reading) : 

The professional bankers will then be able to raise capital by securing this 
eapital from other financial institutions, such as insurance companies, invest- 
ment trusts, and thereby can bring about a great concentration of control be- 
tween our national banks and financial institutions that can or will furnish the 
eapital to our national banks by way of preferred stock issues. 

[ think further here there is another question that I would like to 
ask. It is in regard to bank mergers, or merger provisions of this bill. 

Mr. Brody thinks they are quite ambiguous and weak. 

Finally, 8S. 1451 adds insult to injury by incorporating a weak and wobbly 
merger provision in the bill. Title III, chapter 6, section 23, on mergers and 
consolidations, introduces the ambiguous words, “the effect thereof may be tuo 
lessen competition unduly or to tend unduly to create a monopoly,” and is con- 
trary to the standards established to substantially lessen conipetition and there- 
fore is unlikely to have any effect and allowing the present strong trend of 
margers in our banking institutions to continue. 


Is this merger provision satisfactory in your view ? 

Mr. Martin. We support this wording. We think it is about as 
good as you can do. 

Mr. Breepine. You think it is all right? 

Mr. Martin. Yes; I do. 


In the case of a merger, consolidation, acquisition of assets, or assumption 
of liabilities, the appropriate agency shall also take into consideration whether 
the effect thereof may be to lessen competition unduly or to tend unduly to create 
a monopoly. 

We have worked with this for a long time, and it is a difficult 
problem, but in our judgment this is adequate. 

Mr. Mutter. Mr. Breeding, may I suggest you get Mr. Martin’s 
opinion as to what the word “unduly” means there. 

Mr. Marrrn. That has to be tackled on an ad hoc basis is every 
instance, Mr. Multer. That is the reason we are talking about an 
amendment now. 

What is the other wording, Mr. Hexter. What is the wording be- 
fore we had “unduly.” 

Mr. Hexrter. “Substantially.” 

Mr. Martin. We thought “unduly * would give us a little bit more 
scope, on just the point you are m: aking, the difficulty of determining it. 

Mr. Metter. Can you or counsel ‘point to a single court decision 
anywhere in the country defining the word “unduly” either in a 
merger case, an antitrust case, or any other case ? 
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Mr. Hexrer. I will be glad to make an effort to do that and report 
to you, Mr. Multer. I haven’t made that research. 

Mr. Mutter. You can’t recall any case at the moment. 

Mr. Hexrer. No. 

Mr. Muurter. Do you recall any single instance where a court de- 
fined the word “unduly.” 

Mr. Hexter. I will be glad to make an effort to do that and report 
to you, Mr. Multer. I haven’t made that research. 

Mr. Murer. You can’t recall any case at the moment? 

Mr. Hexter. No. 

Mr. Mouurer. Do you recall any single instance where a court de- 
fined the word “unduly” ¢ 

Mr. Hexter. I haven’t looked into that question. 

Mr. Mutter. Will you do so, please? 

Mr. Hexter. Surely. 

Mr. Breeprne. That is all, Mr. Chairman. 

I want to commend you, Mr. Martin, on your answers. I have sat 
here for several days listening to you, and I think you are doing a fine 
job. ° 

Mr. MoVey. Mr. Martin, we have a lot of differences of opinion 
with regard to the high interest rates. There are some who feel that 
they do produce inflation and others who believe that they do not. 

I think it might be the part of wisdom to consider the alternative. 
Suppose you tried to issue bonds at 2 or 214 percent rather than 4 per- 
cent, how would you go about it and what would the result be? Could 
you tell us how you would go about that and what you might ac- 
complish ¢ 

Mr. Martin. The only way we could issue them at 214 percent at 
the present time, Mr. McVey, would be to buy virtually the entire issue 
ourselves, and that would just pump that entire amount of money 
into the already swollen money stream. 

Mr. McVey. Then the alternative would produce inflation ? 

Mr. Martin. One of my predecessors in office referred to the Fed- 
eral Reserve under those conditions as an “engine of inflation,” and I 
think that is a pretty good description of it. 

Mr. McVey. That makes it a little difficult for me to understand the 
position of those who are objecting to the high interest rates, because 
I am of the opinion that if we should try to float bonds at 2 or 214 
percent, we would be contributing to inflation. I don’t think there is 
any question about that. And some have implied that the high in- 
terest rates are the cause of the erosion in the dollar value. 

I don’t think that is true, because between 1939 and 1952 the dollar 
dropped 48 percent, the steepest decline the dollar ever had, and dur- 
ing all of that time we had low interest rates. So I can’t agree with 
those who feel that high interest rates contribute to the erosion of the 
dollar. 

Do you wish to comment on that? 

Mr. Martin. I agree with you completely, Mr. McVey, and again 
I want to emphasize that we are not advocating high interest rates. 
We are not trying to create high interest rates. We think that the 
alternative to high interest rates is a further erosion of the dollar, and 
under these circumstances I think that it would be a major contribut- 
ing factor to the increase in the cost of living, which I think is of con- 
cern to every one of us today. 





428 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. MoVey. I am glad to have your comment on that. 

There is one other question I have. I have a copy of a speech made 
by Harry Harding, president of the First National Bank of Pleasan- 
ton, Calif. He says: 

There is no provision in the National Bank Act nor in the Financial Institutions 
Act of 1957 for public hearings on national bank branch applications. I fail to 
see any valid reason why such applications should be made and passed on with- 
out hearings. 

Do you think we should concern ourselves with that problem in this 
bill we are discussing now ? 

Mr. Marti. No, I don’t, Mr. McVey. I think we handle that, 
gnereally speaking, as well as it can be handled at the moment, and 
we now are operating with the Bank Holding Company Act, which 
has been passed, and which creates a great many problems for us, and 
we will have to report to the Congress, you know, within a 2. -year 
period, what our experience is under that act, and I ‘think we are get- 
ting some experience as we go along. I just don’t think that any 
purpose unbihe be served at the present time by adding to the hearings 
that we are presently having. I may say that we are getting “4 
merged in hearin 

Mr. McVey. I oe your pardon ? 

Mr. Martin. We are getting submerged in hearings. 

Mr. McVey. Thank you very much, Mr. Martin. 

Mrs. Grirrirus. Mr. Chairman. 

The Cuarmman. Mrs, Griffiths. 

Mrs. GrirritHs. Mr. Martin, in regard to the supply of money, 
and interest rates, it really isn’t quite like the supply of autos, for 
instance. If the manufacturers could sell 514 million autos annually, 
at $500 profit, now, obviously it would be better to make that $500 
profit at 514 million than it would be to sell 6 million at $400 profit. 
It would be better actually to make 5 million at $500 than 6 million 
at $400. 

Does such a thing also work on interest rates ? 

Mr. Martin. Well, the principle on the money supply is the same. 
It is a matter of competition, and the same elements that go into 
competition for automobiles or any other product go into competition 
for money. 

The point I have been trying to emphasize is that our money 
supply, which is made up of our currency and our checkbook money, 
is subject to these same competitive factors. 

Mrs. Grirrirus. Well, now, do you mean by that that in the case 
of autos it is better to let part of the capacity lie idle than to make 
the autos? Do you mean that it is better to let part of the money lie 
idle than to led it at lower rates? 

Mr. Martin. Well, if there is not the demand for money—we are 
talking about borrowed money now ? 

Mrs. GrirFirus. Yes, sir. 

Mr. Martin. If there is not the demand for the money, you can’t 
give it away. You can hardly give it away, if it is on a borrowed 
basis. The same isn’t quite true of automobiles. You are not using 
something—when you give away an automobile, you are not produc- 
ing anything but the automobile that you give away. In the case of 
borrowed money, you are trying to use it to produce something else. 
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An automobile that you give away is not in the same category as 
borrowed money. 

Would you like to comment on that, Mr. Thomas? 

Mr. Tuomas. I think what you are assuming is a complete monopoly 
situation, both in the case of automobiles and in the case of money. 
It is true that with one automobile manufacturer, he could choose 
whether he would make 4 million or 5 million automobiles, depending 
on the monopoly profit that he would make—the best profit he could 
make. But you have competition in there, and one automobile pro- 
ducer will come in and try to make as many as he can, and then you 
will be left with a supply, and they only stop when they cease to make 
a profit at all. 

Mrs. Grirrirus. You haven’t had the kind of competition in recent 
years that resulted in any price decreases. The competition hasn’t 
worked that way. ‘The prices have gone up, consistently. 

Mr. Tuomas. It doesn’t work perfectly, but there is more competi- 
tion in the money market. There is no monopoly in the money 
market. 

Mrs. Grirrirus. That is what Iam asking you. 

Mr. THomas. Yes; there is no monopoly of money. 

Mrs. Grirrirus. Now then, I would like to ask, If these banks con- 
tinue to merge, are you going to have a monopoly in the money market ? 

Mr. Martin. Well, 1 don’t see any prospect of a monopoly develop- 
ing from bank mergers at the present time. 

Mrs. Grirrirus. Doesn’t it increase the possibility ? 

Mr. Marttn. Yes, the possibility increases. You can have more 
competition among 10 banks than you have among a hundred little 
banks, depending upon the intensity of the pressures, but this problem 
of bigness, and size, is an endless one, as you know, Mrs. Griffiths. 

Mrs. GrirFirus. Canada has seven banks. 

Mr. Martin. That is right. 

Mrs. GrirriTus. Isn’t it very difficult to borrow in Canada ? 

Mr. Martin. No more difficult than here. 

Mrs. Grirrirus. The American businessmen that I know—I live 
quite close to Canada—tell me that it is easier—it is not cheaper, but it 
is almost necessary for them to borrow in the United States, and they 
are doing business in Canada. 

Mr. Martin. Well, that may have to do with the money supply in 
Canada, at a given point, you see. 

Mrs. Grirrirns. And to the fact that it is controlled by seven 
banks. 

Mr. Martin. Perhaps. 

Mrs. Grirrirus. Thank you. 

Mr. Barrerr. Mr. Chairman. 

The Carman. Mr. Barrett. 

Mr. Barrer. Mr. Martin, a little while ago you said that durin 
the 5 or 6 times you have appeared before this committee, re state 
Congress would lave to come to grips with the high cost of living. 

Mr. Martin. I didn’t say just Congress; I said all of us. 

Mr. Barrett. I think you emphasized, unless I misunderstood you, 
that Congress would have to come to grips with the high cost of liv- 
ing problem. 
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Mr. Martin. I would say that I think you will; yes, sir. That is 
part of what these hearings are abou t. 

Mr. Barrerr. Would you have any suggestion as to how Congress 
could come to grips with the sanbiens ¢ In other words, are you advo- 
cating controls ? 

Mr. Martin. I am not advocating controls in a broad sense, Mr. 
Barrett. As I said twice before, | think we have to reduce spending 
and increase saving, if we are going to go ahead with the capital ex- 
penditures that we are making. 

Mr. Barrerr. What suggestion would you make that might be 
helpful ? 

Mr. Marrry. I wouldn’t want to get into the tax program, or the 
aspects of the Government that are not mine, but I think when I made 
that comment, what I was driving at was that this is a rich county. 
We can embark on programs. I am not going to comment on whether 
the budget is right or isn’t right. I don’t know. I haven't devoted 
my entire energy to that. And if we need to do things for the se- 
curity of the United States, we ought to do them. But we have to 
pay for it, as we go, or if we are going to do it by inflation, we are 
undermining the basis of all of us. We either have to raise taxes to 
cover these additional programs, but we need a budgetary surplus, and 
we need the ingredients that make a sound currency. 

I don’t think any of us can take great satisfaction over the last year 

in seeing for 10 consecutive months the cost of living steadily pushing 
up. I think the Federal Reserve Board is doing what itean. It cer- 
tainly hasn’t operated perfectly. I have never implied that it has. 
But we are doing everything we can to keep this problem in front of 
us and to recognize that we are not courting decline in anything but 
we are trying to prevent the excesses in the economy that will lead 
ultimately to difficulties. 

Now, I haven’t got any positive program that I am up here trying 
to sell, but I think I am warranted in bringing to your attention the 
seriousness of the situation. 

Mr. Barretrr. But you wouldn’t make any suggestion as to how the 
problem might be approached, other than what you have already 
said ¢ 

Mr. Martryn. Well, as of a general nature, I] am insisting that it 
means additional savings anid reduction of expenditures, and it also 
means disposing of this idea of the inevit ability of inflation, or just 
let’s relax and enjoy it, that it is a good thing. It means disposing of 
this constant talk that a little bit of inflation is a good thing, and that 
there is no alternative in this country to it: that you either have to 
have widespread unemployment or a little bit of inflation. I think 
that is a defeatist point of view, and I think that is something that the 
Congress and all of us ought to be coming to grips with all the time 
in our public expressions and in our public understanding. It is a 
defeatist philosophy which I think will lead us into serious s difficulty. 

Mr. Barrett. That is all, Mr. Chairman. 

Mr. Henderson. 

Mr. Henperson. Mr. Martin, can you give us a layman’s definition 

of “tight money”? What is tight money, as we hear it mentioned ? 

Mr. Martrx. When the demand for money is greater than the cur- 
rent supply of money, and the level of savings is such that the pressure 
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is put on the banking system to use what is normally short-term, self- 
liquidating bank credit for long-term capital purposes. 

An illustration, Mr. Henderson, is that not long ago I found a case 
of a building which had reached the third floor of a 25- -story building, 
and no financing had been provided for that building except a series 
of 6-, 12-, and 18-month bank loans. 

Mr. Henperson. Well, now, we hear constantly of the tight-money 
policy. Is that a directed policy of some sort that we are hearing 
about, or is that happenstance ? 

Mr. Martin. The tight-money policy, I insist, is a misnomer. Ac- 
tually what we have been faced with in the country is loose money. 
It has been tight in the sense that demand, as I say, has been tanta- 
mount to a California gold rush. I have illustrated this a number 
of times by saying that ‘if you go to the places where money is being 
spent today—and Tam not putting this on a moral basis—racetracks, 
ball games, or any other place, you don’t find any shortage of currency 
or any shortage of spending money. That is, ina simple sense. Or if 
you go to amusement centers or any other place. But the supply of 
money has increased all through this per iod. The velocity of money 
has offset to a certain extent the tightness in money, because the use 
of money has been there. 

Now, unless we get back to this inevitability of inflation doctrine, 
and the whole country accepts inflation, as long as you have good busi- 
ness you are going to have an active turnover of the money supply, 
velocity of money. We have increased all through this period, because 
we think the growth of the country requires additions to the mone Vv 
supply 

We have talked about 3 or 4 percent increase in the money supply. 
In the last year we have increased the money supply roughly, say, 
| percent, but the velocity of money has inc reased, in many instances, 
so that I think it has actually amounted to 3, 4, and in some instances 
5percent. Itisa very difficult measurement to make. 

But tight money, in the sense that it is talked about today, merely 
means that there are more and more people who want it, some of 
whom are marginal. By marginal I don’t mean big, little, or inter- 
mediate borrowers. I am talking about those where the risk gets 
greater and greater in the valuation of the lender. They are finding 
it difficult to pick up loans. 

I am not at all certain that these people wouldn’t be better off not 
to get the loans until the situation calms down a little. 

Mr. Henperson. Are you talking about all types of loans or are you 
talking about the loans of the housewife, or are you talking about ‘the 
loans of industry seeking new money ? 

Mr. Martin. I am talking about all types of loans. 

Mr. Breepine. Will you vield ¢ 

Mr. Henperson. Certainly. 

Mr. Breepinc. How do you create new money? You talked about 
1 or 2 percent. How do you get this new money ! ’ 

Mr. Martin. Well, largely, Mr. Breeding, in our _open-market 
operations; to put it ‘imply today, with the debt as it is, if we pur- 
chase Government securities, we supply reserves to the market, be- 
cause we have the securities, and the banks have money, and under 
our fractional reserve system, that means that they have lending 
capacity in terms of those reserves of about 6 times that amount. 
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Now, if we pursue the opposite course, and sell Government securi- 
ties, they have the Government securities and we have the money, and 
we contract the money supply by approximately the same amount, 

always assuming that the demand for money is there. 

Now, that is the simple way of putting it. 

Now, i in the creation of money, gold is the base of our currency, and 
we have what we call our money equation, gold, currency in circula- 
tion—what you and I use every day—and we have Federal Reserve 
credit, which is either the advances that we make through our dis- 
count window, for reserves to the member banks, or our purchases 
of Government securities. 

Now, within the limits which you, the Congress, have given us in 
the Federal Reserve Act, requiring us to always have at least 25 per- 
cent gold reserves against our liabilities for Federal Reserve notes and 
deposits outstanding, within that framework we can create additions 
to, or take money out of, the money supply. Our ratio at the present 
time is about 46.7 percent. So as long as we are in the present situ- 
ation with respect to our gold holdings, we have a good bit of leeway 
to either extinguish money or create money. 

Mr. Breeprne. Well, presently or over the past few years you have 
been continually creating money ¢ 

Mr. Marrin. We have been adding to the money supply right along, 
despite the allegations of tight money. The thing that has made it 
tight, as I pointed out to Mr. Henderson, is that the demand has been 
considerably in excess of that. 

Mr. Breepine. I have one question in my file here from some bank- 
ers in my State, which says that the Federal Reserve Board shouldn’t 
pay back 90 percent of its earnings to the Treasury, but it should be 
paid out to these branch banks who support the Federal Reserve bank. 

Mr. Martin. Well, some of the bankers would like that, Mr. Breed- 
ing. 

Mr. Henverson. What, if any, correlation is there between tight 
money and inflation? Do the two happen to go together always? 

Mr. Martin. Always you have to determine the stream, do you 
see? And I like to think of it, Mr. Henderson—Mr. Anderson very 
rightly picked me up on the analogy of the river, that you can meas- 
ure the river—I don’t think there is an adequate analogy, but the 
money stream that we are trying to achieve in our responsibility to 
regulate the money supply is, in my mind, such a river that doesn’t 
overflow its banks and fiood the field on either side, that requires 
some irrigation and drainage from time to time, but which is in- 
creasing as the riverbed is able to absorb it. When it increases in a 
more rapid way than the riverbed can absorb it, then it is overflow- 
ing to the fields and isn’t doing any good. 

Yow, in the tight money operation, when you come to a capital 
expansion program, which has been the problem in the last couple 
of years, where the demand for credit for capital expenditures has 
been substantially in excess of the volume of savings, then the pres- 
sures are to create additional money without additional riverbed, 
which is going to overflow the banks of the river. 

That is the situation that overflow the banks. That is the situa- 
tion we have been facing here for the last year. It was easy to see 
when we had shortages. 
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My illustration of it, that I use frequently, is a theater, which has 
a given number of seats. If the demand for those seats is unlimited 
and you just supply additional money for those seats, assuming you 
can’t keep a box office price for the seats, you double the money sup- 
ply, you double the price of the tickets. 

That is easy to see, and under those circumstances, additions to 
the money supply, which is the situation we were in about a year 
ago, are recognized by everybody as merely pushing prices up with- 
out adding to the capacity of the consumer, because production was 
at the limit of productive resources. 

But the problem now is a little bit more difficult, because inflation 
has gotten ahead of us. We have had a substantial price rise. There 
are not shortages today in most instances. In fact, temporary over- 
capacity is beginning to develop. And as temporary overcapacity 
develops, people say, “We would like to borrow more money because 
we don’t want to sell our product at the present time. We may not 
be able to get our price, and we have just had an increase in wages 
and costs and we want to put the price up to the consumer, even 
though the consumer doesn’t seem particularly anxious to buy.” 

Under those circumstances, borrowed money is just deferring an 
adjustment that at some point has to be made. 

Now, we are not the ones that are making that adjustment. The 
consumer is making the adjustment, and the market process is mak- 
ing the adjustment. 

r. Parman. Would you yield for a suggestion, Mr. Henderson ? 

Mr. Henverson. Certainly. 

Mr. Parman. I think Mr. Martin leaves out the most important 
thing in the estimate of money supply. 

You know our money supply, in the real sense, contained $150 
billion more, because the marketable bonds could be sold at par. That 
is when there was much discussion of monetizing the national debt. 
It was already monetized. That $150 billion was part of the money 
supply. 

Now, the point of when the interest rates went up, that meant, of 
course, that these Government bonds had to go down, because they 
were issued at low interest rates, as you pointed out. As the bonds go 
down, they cease to become a part of the money supply, and there is a 
cert demand for the money supply that is left, and instead of the 

ederal Reserve helping, I think it is harming, because it is making 
narrower and smaller the area of the money supply—making the 
money supply less by $150 billion. 

I think that is an important factor that should be considered. 

Mr. Martin. Mr. Patman, I think you make a mistake in overlook- 
ing the fact that the price of those bonds is a matter of liquidity. 
It has nothing to do with the contraction of the money supply as you 
outline it. 

Now, the money supply has not been changed by this. The liquid- 
ity emer of holders of those bonds has been changed. Iam not the 
slightest bit desirous of seeing Government bonds go down in price 
at all. I never have been, any more than I don’t want the interest 
rate to go up. But what is the alternative for us to buy all these 
bonds in order to keep them at par in order to have a 214 percent 
interest rate? One that is not sustainable. 
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Mr. Parman. Mr. Martin, you are assuming, and where I think 
you are wrong, you claim a higher interest rate is the only weapon 
in the fight against inflation. I think you are clearly wrong. 

We have given you the weapon of adjusting the reserve require- 
ments of banks. You have plenty of weapons, but you refuse to use 
any except the raising of interest rates. There is where I differ with 
you. 

Mr. Martin. Do you suggest that we should raise reserve require- 
ments ? 

Mr. Parman. Not arbitrarily and quickly and hurriedly by a large 
amount, but that weapon can be used gently over a period of time, 
like you have used the discount rate. but raising the discount rate 
quickly and arbitrarily increases all interest rates clear across the 
board, in every home in America. Raising reserve requirements 
inight cause interest rate increases, or it might not, and not to every- 
body, quickly and arbitrarily. 

Mr. Henperson. Thank you, Mr. Patman. 

Mr. Martin. Well, I just want to say in my judgment, raising re- 
serve requirements at the present time would have put interest rates 
upon considerably higher than the modest adjustments in the discount 
rate that have been made. 

Mr. Parman. Depending on how you do it. 

Mr. Martin. I don’t think there would have been any way of doing 
it, to prevent a further rise in interest rates. 

Mr. Henverson. I have one final question, Mr. Martin, and it is 
this: 

As there is a difference of opinion on this particular issue which 
you and Mr. Patman have been discussing, I understand there is a 
difference of opinion on this matter of inflation. 

It has been suggested that this inflation period that we are going 
through at the present time is unlike other inflationary periods that 
we have experienced, and on the other hand it is suggested that this 
inflationary period is just like other inflationary periods that we have 
experienced. 

Would you care to comment on that ? 

Mr. Martin. I don’t think any inflationary period is exactly the 
same as any other inflationary period, Mr. Henderson, but so far as 
money is concerned, so far as saying that this is a different inflation 
than any other inflation, if we are trying to put this in classical terms, 
the problem of excesses, the problem of just commonsense approach 
to doing more than you can sustain at a given moment in the economy, 
stricken of all verbi: age, whether it be wage inflation, cost inflation, or 
credit inflation, to me is just a commonsense recognition of the fact 
that there are conditions in the economy which can not be sustained, 
and borrowed money is not a means of sustaining them. 

If they can be sustained some other way, why, all power to them, 
but there are adjustments which have to be made, and will ultimately 
be made, unless we can find some means, which I don’t think we have 
yet found, of being able to stick our hand into the fire and not be 
burned. 

I don’t think this inflation, to answer your question categorically— 
I just don’t agree with the people who say that this inflation is a 
different type of inflation. It is still inflation. And we have got to 
stop it. 
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Mr. Henverson. Thank you, Mr. Martin. 

Thank you, Mr. Chairman. 

The Cuarrman. There will be a rollcall on the floor very shortly. 

I suggested that we might meet this afternoon, but some of the 
members feel they want to be on the floor for the agricultural bill, 
SO 





Mr. Parman. Mr. Chairman, I checked over here, and the members 
over here don’t want to be on the floor. 

The CHarrMAn. Some of them want to be there. 

Mr. Parman. I haven’t heard of a one that wants to be on the floor 
this afternoon. 

The CHairman. Dr. Talle says he wants to be there. 

Mr. Parman. I hadn't heard of that. 

The CHatrrman. We do not have authority to meet this afternoon, 
so we will meet tomorrow morning. 

Can you return tomorrow, Mr. Martin? 

Mr. Marttn. I will be glad to be here, Mr. Chairman. 

The Cuairman. We will adjourn, to reconvene tomorrow morning 
at 10 o’clock. 

(Whereupon, at 11:55 a. m., the committee adjourned, to reconvene 
at 10 a. m., Friday, August 2, 1957. 
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FRIDAY, AUGUST 2, 1957 


Houses or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, presiding, Messrs. Brown, Patman, 
Multer, Mrs. Sullivan, Messrs. Ashley, Vanik, Coad, Anderson, Talle, 
Betts, Mumma, Seely-Brown, and Henderson. 

The Coarrman. The committee will be in order. 

We will resume the hearings. 


FURTHER STATEMENT OF HON. WILLIAM McC. MARTIN, CHAIR- 
MAN; ACCOMPANIED BY WOODLIEF THOMAS, ECONOMIC ADVISER, 
AND D. B. HEXTER, ASSISTANT GENERAL COUNSEL, BOARD OF 
GOVERNORS, FEDERAL RESERVE SYSTEM 


The Cuarrman. Mr. Martin is back with us, I understand Mr. 
Martin is committed to go before the Senate committee the week after 
next, and he has to do some preparing for that. However, he says 
he can be here today, Monday, and Tuesday, and at the conclusion of 
his testimony on Tuesday, he will be dismissed. 

Then we will have Mr. Gidney here on Wednesday and Thursday. 

I am willing to sit in the morning, and in the afternoon if we can 
do it, but at the conclusion of his testimony on Thursday, Mr, Gidney 
will be dismissed. 

Mr. Parman. Mr. Chairman, in order to shorten the testimony, 
I want to ask Mr. Martin to prepare some information for me when 
he comes back on Monday. 

Mr. Muurer. Mr. Patman, will you yield? 

Before we get into that, I dissent from the chairman’s statement 
that he is going to dismiss any witnesses before they have been com- 
pletely and thoroughly examined on every phase of this bill. He 
can excuse them whenever their convenience requires it, and whenever 
the committee’s convenience requires it, but I will insist—and I know 
the other members of this committee will insist—that Mr. Martin and 
Mr. Gidney attend before us until we have examined them on every 
vhase of this bill with which they are concerned and in which they 
are interested and as to which their offices have made studies. 

The CHarrMAN. You are free to protest. 

Mr. Parman. I assume, Mr. Chairman, if we have some matters 
pertinent, to this bill, you are willing to hear them. 
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The CuairmMan. I am willing to hear any testimony that is pertinent 
to the matter under consideration. We have to conclude with Mr. 
Martin and Mr. Gidney so that we may hear other important witnesses 
on this legislation. 

A lot of the testimony here has been very interesting, but has not 
been relevant or material. We must get down to the bill, and discuss 
it. 

Mr. Mvurer. Mr. Chairman, there have been actually less than 20 
hours of interrogation of the witnesses, and any time I wander from 
the bill, I have no objection to you calling me back to the bill, but I 
intend to interrogate the witnesses thoroughly concerning the bill. 

The Cuarman. You are not going to interrogate Mr. Martin after 
Tuesday and Mr, Gidney after Thursday. 

Mr. Motrer. If not, then it will be at the beginning of the next 
session. 

The Cuairman. We will find out. That isa long way off. 

Mr. Parman. Mr. Chairman, in order to shorten things, I want to 
ask Mr. Martin to prepare and have ready on Monday the transactions 
between the Open Market Committee and the authorized or qualified 
dealers, including the bank dealers. Is it correct that you trade with 
some firms that are securities dealers only and others that are banks 
too; is that right, Mr. Martin ¢ 

Mr. Martin. That is correct. 

Mr. Patman. I want you to supply a list of the transactions since the 
accord of March 4, 1951, the transactions between each qualified dealer 


and the Open Market Committee, including repurchase agreements, 


and including the interest rates paid, all sales, and all purchases. 

Mr. Martin. I can’t get that by Monday, Mr. Patman. That 
wouldn't be possible. And I will have to get the committee’s approval 
for it, which I think will be forthcoming. 

Mr. Parman. Would Tuesday be all right ? ¢ 

Mr. Martin. I couldn’t do it by Tuesday either. 

Mr. Parman. I have to have it, Mr. Chairman, before we finish these 
hearings. This involves one of the most important parts of the 
proposal we are considering. 

The CHatrman. Mr. Martin will prepare that. Can you prepare 
what Mr. Patman wants? 

Mr. Martin. I will prepare it as quickly as I can, Mr. Chairman, 
but that covers a lot of transactions over a long period of time. 

Do you want each separate transaction / 

Mr. Parman. That is right. 

Mr. Martin. I think that would take quite a little time to prepare. 

Mr. Patman. I will forego insisting on it for next week, but can you 
do it in 2 or 3 weeks? 

Mr. Martin. I will do it as quickly as we can. That covers 6 years, 
do you see ¢ 

Mr. Parman. That is right, but in the event it seems clearly unrea- 
sonable to you, we will talk about it and see if we can’t make other 
arrangements. 

Mr. Marri. V ery well. 

Mr. Mvurer. Mr. Chairman. may I interrogate the witness / 

The Cuarrman. Mr. Multer, you may interrogate the witness. 

I hope you will keep your questions germane to the bill. 











_ 
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Mr. Meurer. I appreciate the admonition, Mr. Chairman. If you 
‘an point out a single question that I have asked of this witness or any 
other witness, that is not pertinent to the bill, then I will refrain from 


‘asking him or any other witness any more questions. 


The Cuarrman. I have made no'c ‘harges. 

Mr. Mourer. Thank you. 

The Cuamman. I made no accusations. I just made a request. 

Mr. Mutter. I will follow the request as well as I can. Any time 
I wander, Mr. Chairman, I will appreciate your calling me back to the 
bill. 

The Cuarman. Allright. Go ahead. 

Mr. Mcutrer. Mr. Martin, before I get into the detailed sections of 
the bill requiring some attention or clarification, I am going to ad- 
dress myself to some of the things that have already been asked of 
you, so that we can clarify the record, and even before that—— 

Mr. Parman. Mr. Chairman, I didn’t understand that you were 
declaring that to be the rule. 

The CHatrman. What is that? 

Mr. Parman. That you were going to arbitrarily cut off Mr. Martin 
next Tuesday so that he would not be here any more on this bill, and 
that you were going to have Mr. Gidney only 2 days and arbitrarily 
cut him off. 

I didn’t know that you were enacting this arbitrary rule. 

I want to contest that ruling. I want to ask for a rollcall on it, and 
for that we will have to have a quorum of the committee. 

I hope you won’t insist on it now, because there is no use having a 
quorum come in, but I want you to know that I am contesting that, and 
I am going to ask for a vote of the committee on it. 

The Cxamman. W ell, we will have a vote of the committee. 

Mr. Parman. All right, we will let it stay in abeyance, if you please. 

The CHAIRMAN. No, it is an effective rule. 

Mr. Patman. Well, I contest it. 

The Cuarrman, Let’s get along, now. 

Mr. Mutter. Just to keep the record clear, I am raising the point 
of order that the chairman has no right to make rules in this com- 
mittee. I will abide by all of the rules now in force and by any rule 
the committee makes, as, if, and when they make additional rules 
other than those under which we are proceeding. 

The CHarrMaN. We will submit that to the whole committee. 

Go ahead. 

Mr. Murter. Now, Mr. Martin, if I may return to the bill, there 
are eight titles in this bill, and in order that I may ask questions of 
you only about matters in which you and your Board are concerned, I 
would like to ask whether you, your Board, or your staff have made 
any study of—and I am going to go through certain titles which I 
think you did not concern yourself with—for instance title VIII— 
working from the back of the bill forward. 

Did you or your Board or staff concern yourself with those pro- 
visions ? 

Mr. Martin. We went over the entire bill, Mr. Multer. The length 
of time that was spent on some of these sections, naturally, was short, 
and we spent our primary effort on the sections that we thought were 
specifically our concern, 
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Mr. Muwurer. Yes, sir. 

Did the Board have any concern with title VII, the Federal Credit 
Union Act? 

Mr. Muurer. Mr, Hexter will comment on that. 

Mr. Hexter. Mr. Multer, as I recall, the Board was asked to com- 
ment on the entire bill, but most of the Board’s comments were con- 
fined to the first three titles—the National Bank Act, the Federal 
Reserve Act, and the Federal Deposit Insurance Act. 

Mr. Muurer. So titles lV to VIII were not of direct concern to the 
Federal Reserve Board, and you have not made any comment with 
reference to those titles. 

Mr. Hexter. I am not certain there were no comments, but there 
were few, if any, significant comments, as I recall. 

Mr. Martin. We went over all the titles, Mr. Multer. That I am 
certain of. Now, we didn’t make extensive comments on any except 
those that we felt we were directly concerned with. 

Mr. Mutter. The reason I am directing myself to this, among other 
things, is because at one point during the hearings, Mr. Martin, you 
were asked by a member whether or not you approv ed the bill in toto, 
except for certain minor amendments. I think the word “minor” 
was used. 

Is it not a more accurate statement of the position of the Federal 
Reserve Board, and your own position, found in the conclusion on 
page 18 of your statement, that with the few exce eptions that have been 
indicated, the Board approves the provisions of the bill insofar as 
they affect the Federal Reserve System? 

Mr. Martin. I would like to read my conclusion, Mr. Multer: 

In view of the length of this statement, it may be appropriate in conclusion 
to say again that the Board endorses the general objectives of the pending legis- 
lation. With the few exceptions that have been indicated, the Board approves 
the provisions of the bill insofar as they affect the Federal Reserve System. 
Enactment of such a codification of Federal statutes relating to financial insti- 
tutions is long overdue, and the Board hopes that it will be approved. 

I merely wanted to say that we would hope that this legislation 
would be enacted. 

Mr. Mutter. Now, with reference to titles IV, V, VI, and VII, 
which deal with the Home Loan Bank Act, Federal Savings and Loan 
Association Act, Federal Savings and Loan Insurance Corporation 
Act, and the Federal Credit Union Act, do they have any effect upon 
the operation of the first three titles? Do they have any effect upon 
the Federal Reserve System ? 

Mr. Martin. They are all related to the activities of the Federal 
Reserve System, but they do not fall within our specific purview, 
and our review of this legislation did not persuade us that there was 
anything that we wished to quarrel with in those titles. 

Mr. Mutrer. The Federal Reserve Board has no jurisdiction over 
any of the agencies set up under those four titles? 

Mr. Martrn. That is correct. 

Mr. Murer. Nevertheless, the agencies set up under those 4 titles 
and the organizations that operate under those 4 titles all engage in 
lending? 

Mr. Martin. They do. 

Mr. Mutter. All lending has an effect upon the overall economy ? 

Mr. Martin. That is correct. 
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Mr. Muurer. Did your Board consider at all whether or not there 
should be any limitations or restrictions or controls or regulation 
given to one overall body with reference to all lending, including that 
by the agencies and organizations covered by or affected by titles IV 
to VII, inclusive ? 

Mr. Martin. We deliberately avoided that particular problem, Mr. 
Multer, because we felt that a broader study was needed of that whole 
subject, and that that was not to be covered in this bill. 

Mr. Murer. You did have occasion to say during the course of 
interrogation that one of the difficulties in controlling inflation was 
the fact that savings were down. 

Mr. Martin. I didn’t say that savings were down. I said that the 
volume of savings, while increasing, had been outpaced by the demand 
for credit. 

Mr. Mutrer. I may have misunderstood what you said, then. 

Mr. Martin. That is right. 

Mr. Mutter. Because my next question was to be that all the head- 
lines in all the trade papers and publications have been indicating 
that savings have been constantly going up during the past few years. 

Mr. Martin. Definitely. And I have made that point repeatedly. 
The volume of money has also risen during the period. 

Mr. Seery-Brown. Isn’t it true that not only have savings gone 
up, but spending has gone up ? 

Mr. Martin. No question of it, Mr. Seely-Brown. 

Mr. Srety-Brown. In other words, they are both rising rapidly. 

Mr. Martin. That is right. 

Mr. Srety-Brown. Thank you, Mr. Multer. 

Mr. Mutter. In addition to the lending that is done by all of the 
organizations and institutions that are affected or regulated under 
this act, and I am now including all of the titles, there is considerable 
lending done by organizations and institutions and individuals that 
are not in any way regulated by this bill or the laws which are being 
recodified or amended by this bill, is that correct ? 

Mr. Martin. There is not a great deal, but there is some outside 
of it, yes, sir. 

Mr. Mutrer. What was the total volume of lending done during 
the year 1956, by all of the institutions and lending agencies referred 
to in this proposed bill ? 

Mr. Martin. Mr. Thomas will try to give you the figures on that. 

Mr. Tuomas. The net public and private debt outstanding at the 
end of 1956, as estimated by the Department of Commerce was $684 
billion, an increase, during the year 1956, of $28 billion. 

I don’t have the information by types of lenders here. I have it 
only by types of borrowers—but in general the total commercial bank 
credit outstanding is about $170 billion, and increased four or five bil- 
lion dollars during the course of the year 1956. 

Insurance companies, I think the figure is around $100 billion or 
so, and that increases around $5 or $6 billion a year. 

Mutual savings banks, the figure would be around $30 billion or so, 
and increases around $2 billion a year. 

Savings and loan associations lending increases around $5 billion 
a year, with a total outstanding of over $40 billion now. 
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Then there are finance companies; there are business corporations, 
which buy Government securities and which buy finance company 
paper and commercial paper—they are in and out of the market. 
Individuals make a lot of mortgage loans as well as other types of 
loans. I could get some estimates by types of borrowers, but I don’t 
have the tabulation right here. 

Mr. Motrer. Can you offer for our record the facts and figures 
which you have available now, as to borrowers ? 

Mr. Tuomas. As to the borrowers, I have already put that in the 
record. 

Mr. Motrter. I didn’t hear you mention any finance companies. 

Mr. Tuomas. Yes, sir, finance companies are lenders. I don’t have 
the exact amounts, but they lend also. Of course, finance companies 
also borrow from banks, so there is some duplication there. 

Mr. Martin. This table, Mr. Multer, is already in the record in 
response to Mr. Vanik’s question the other day. 

Mr. Mourer. Thank you. 

Mr. Martin. So it would be just repetition. 

Mr. Mucrer. Let’s not duplicate it. 

Mr. Tuomas. This is a table by borrowers. A table by lenders I 
would have to get. 

Mr. Mutrer. Can you give us a table by lenders? 

Mr. Tuomas. Yes, sir, the best we can do. We don’t have complete 
detail. 

(The data referred to above are as follows :) 


Net public and private debt outstanding, by type of lender 


[Billions of dollars] 


End of period | Change 


: during 
| period 
| 1951 1956 | 
ae iain tian 524.0 683.8 | +159.8 
Commercial banks einai ; 132. 5 164.5 +-32. 0 
Mutual savings banks 22.6 32. 4 | +9.8 
Savings and loan associations _ _- 17.3 38.7 +21.4 
Federal Reserve banks_._.._.__- 23. 8 24.9 +1.1 
Federal Government___. 8.6 | 12.4 +3.8 
State and local governments 2 11.5 32.4 +20.9 
Life insurance companies. - - 60.9 86.2 +25. 3 
Nonlife insurance companies 2___. 10.0 15.1 +5.1 
Self-administered pension plans ?___- 6.4 11.2 +4.8 
Other lenders *_... 230. 4 266. 0 +35. 6 


1 Department of Commerce. 

2 These are rougher estimates than the others. 

3 Residual, includes finance comp2inies, small-loan companies, nonfinancial corporations, partnerships, 
individuals, trust funds, endowments, dealers in securities, foreigners, and others, for which comparable 
figures are not available. 


Mr. Mumma. Will you yield? 

Mr. Mutter. I yield. 

Mr. Mumma. Mr. Thomas, would yours be the proper agency to 
address a letter which I have received from a small finance company 
as to their inability to get all the money they want? 

I imagine that is a condition that is not prevalent. among finance 
companies, but I think it is prevalent in business today. I thought 
most of it was due to people wanting to expand too r apidly. In other 
words, would it be all right to address the letter to Mr. Thomas? 
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Mr. Martin. You send the letter to us, Mr. Mumma, and we will 
do our best with it. 

Mr. Mumma. Thank you. 

I have been wondering what to do with it for a week or so. 

Mr. Mvtrer. To return to the subject under inquiry, will that tab- 
ulation indicate the lending by institutions other than those covered by 
titles of this act? 

Mr. Tuomas. So far as we have the information; yes, sir. 

Mr. Martin. We will give you everything we have, Mr. Multer. 

Mr. Mutrer. Yes, sir. But in what spheres of activity would you 
not have the information as to what lending and borrowing is done 
by institutions not covered by this bill ? 

Mr. Tuomas. Mostly by individuals and unincorporated businesses, 
small loan companies, and so forth. 

Mr. Muurer. You do have the information as to the small loan 
companies ¢ 

Mr. Tromas. We have estimates of consumer credit by small loan 
companies, but there are a lot of local lending agencies that we don’t 
get information on. There may be estimates available somewhere, 
but they wouldn’t be in great detail. 

Mr. Mutrer. You will supply that information ¢ 

Mr. Tuomas. Yes, sir. 

(The information requested is as follows :) 


Consumer credit, by holder 


[Billions of dollars] 





: 
End of period Change 

















aad during 
| | period 
1951 1956 
| 
Total ts ivseesiedlacbaE se | 22.6/ 41.9 19.2 
Installment credit 15.3 | 31.6 16.3 
Commercial banks 5.8 | 11.7 5.9 
Sales finance companies 3.7 9.1 5.4 
Consumer finance companies | 1.6 3.0 1.5 
Credit unions | .6 2.0 1.4 
Other financial institutions ! ad 5] 1.2 7 
Retail outlets ?.__. | 3.2 | 4.5 1.3 
Noninstallment credit... . : ‘ 7.3 10.3 3.0 
Commercial banks ‘ | 1.7 | 3.0 1.3 
Other financial institutions 3 | 3 | 4] .2 
Retail outlets (charge accounts) -_. 3.6 | 4.7 1.1 
Service credit. | 1.8 | 2. 4 
| 


1 Includes industrial loan companies, mutual savings banks, savings and loan associations, and other 
lending institutions holding consumer installment loans 

2 Includes department stores, mail-order houses, furniture stores, household appliance stores, automobile 
dealers, and other retail outlets. 

3 Represents single-payment loans, 


Note.— Details may not add to totals because of rounding. 
Source: Federal Reserve Bulletin, July 1957. 


Mr. Mutter. You do have information, of course, as to all of the 
companies that borrow by bond issues, where the bonds are sold 
publicly and are registered in accordance with the SEC regulations. 
You do have that information ? 

Mr. Tuomas. Yes, sir. 
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Mr. Mutter. Now, there is considerable lending done by corpor- 
ations issuing bonds that are not sold publicly, is there not? Do you 
have any information on that ? 

Mr. THomas. Some private placements, and we have information 
on the larger ones; yes, sir. 

Mr. Mutter. And to the extent you have that, that will be included 
in the statement you are going to prepare for us? 

Mr. Tuomas. Yes, sir. 

(The information requested above is as follows :) 


Corporate bond issues 


[Gross proceeds, in millions of dollars] 


| | 1] 








- lr 








- 
Year | Total | Publicly Privately || Year | Total Publicly | Privately 
| | offered placed | | offered | placed 
| | 
et 5, 691 | 2, 364 | 3,326 || 1954___.._- 7, 488 4, 003 | 3, 484 
a cw bisientt | 7, 601 | 3. 645 | te: 7, 420 4,119 | 3, 301 
ti tiiasissieeteene 7, 083 | 3, 856 3, 228 || 1956...... . 8, 002 4, 225 3,777 


| | 
| ! | | 


Nore.—Securities and Exchange Commission estimates of new issues sold for cash in the United States 


Combined balance sheet of United States corporations, 1954 


[All returns with balance sheets, dollars in billions] 





I icc Se A ee a $805. 3 
a i i seeeenennoenisneneninen 81.7 
Seapets IIIS OGL VNINS ne 158. 7 
li iasiccassiuaediet adiponectin mi svn nb 62.9 
Investments, Government obligations......___......--.-------.--.. 131, 4 
I i el 160. 6 
esc acca ase incisal deme eniesin vincent 11.0 
i ates nin ool erammabebediaanalarmab lara 178. 8 
II ch lan ts rt a a ceca acess etemneaseseoabicel 20. 2 

I a ep ecnieenanneweaee 805. 3 
BN inci henmaanen site eimmimcigma ene 38. 2 
Bonds, notes, mortgages payable: 

pemcarscy tess than 1 year... Siemens Elec coiecieataaenine 23.2 
Maturity 1 year or more_.._- a cl he ll dR le aionea ana ase 90.8 
i id i aes cence coalamtaen ee 374. 6 
a il gc clic etisalat 106. 4 
i ciinCaiiinwcs ikdntilipmeniatiedcaieniiaabians 172.1 


2 Net of reserve for bad debts. 
2 Net of accumulated depreciation, depletion, and amortization. 


Source: U. S. Treasury Department, Preliminary Report, Statistics of Income, 1954, 
Corporation Income Tax Returns. 


Mr. Mutter. When talking about savings, Mr. Martin, do you in- 
clude not only the savings deposited with savings banks weal in time 
accounts with commercial banks, but also those savings that are 
reflected by premiums paid on life-insurance policies? 

Mr. Martin, Yes, sir. 

Would you care to discuss our figures on savings, Mr. Thomas? 

Mr. Tuomas. At the request of the Bureau ‘of the Budget, we are 
making a careful study of all the savings statistics. It is a very com- 
plicated field and requires getting information from a variety of 
sources. 

We have fairly good information on the accumulation of what we 
call financial assets, which would include savings accounts in banks, 
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mutual savings banks, savings-and-loan-association accounts, the ac- 
cumulation of reserves in life-insurance companies, and so forth. 

We have also information on the accumulation of social-security re- 
serves, which in a sense are a form of savings from the standpoint of 
the the economy as a whole. We have, of course, savings bonds. 

Then there is the more intangible sort of savings—well, outside of 
that field is the question of the investment in property directly. That 
is more difficult to get, how much people buy. We do have some in- 
formation on the net increase in common-stock holdings, and net in- 
crease in common stocks outstanding. 

There is the big problem of the question of what allowance you 
make for increased values on property held. Is that savings or is that 
a capital gain? That is one of the technical problems involved. 

Then there is the borderline field of consumer durable goods. One 
buys an automobile that lasts 5 or 10 years, depending on your custom. 
Is that a saving or is it not? 

Also, other household durable goods. Some people put the figures in, 
some do not. 

There is the question of the direct investment by businesses in plant 
and equipment, which is not represented by borrowing, but is an in- 
vestment of their internal funds. Those are more difficult to estimate 
and involve complicated estimates. 

Then also, in the overall definition of saving, a retirement of debt 
is counted as a saving. If somebody takes money from his income and 
pays off a debt, that is a form of saving, and that is rather pomnapiacatad. 

On the other hand, in a lot of the estimates an increase in debt is a 
deduction from savings. So that we have what we call dis-savings 
as well as savings. 

So you can see it gets to be a very complicated form of tabulation, 
and there are many different definitions among the experts on the 
subject, and no general agreement as to a definition. 

But what we are trying to do is to work up various estimates ac- 
cording to these various definitions. We have not gotten the job 
completed yet, but we can give you some information on it. 

Mr. Martin. I am glad you brought this up, Mr. Multer. 

In the work we have done for the Congress on the matter of statis- 
tics, the two areas that we feel require the most attention and on which 
we don’t have the best figures, are the area of savings and inventories, 
and we are working hard to improve them, but it is a very complicated 
and difficult task. 

Mr. Motrer. Without attempting to put any pressure on you as to 
when you will complete the job, may I ask when you may have that 
information for us? 

Mr. Martin. This is going to be a continuous study. We are im- 
proving them all the time. 1 think it is the Census Bureau that asked 
for it, Mr. Thomas, not the Bureau of the Budget. 

Mr. Tnomas. The Bureau of the Budget made the request, the 
division of Statistical Standards. But we are working with the De- 
partment of Commerce and the Securities and Exchange Commission, 
who are also working in that area, along with various other agencies. 

Mr. Muurer. I don’t believe you mentioned, although I am sure you 
intended to include in savings the reserves in pension funds. 

Mr. Tuomas. That is right. 
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Mr. Mutter. And purchase by the general public of stocks and 
bonds on the open market. I think you did indicate that that also 
comes within that category. 

Mr. Tuomas. That is right. That would have to be a net increase, 
you see. 

Mr. Muurer. Yes, sir. 

Mr. THomas. Because there is buying and selling. 

Mr. Muurer. Now, Mr. Anderson asked about. supplying us with 
the percentage of interest rates, the average of interest rates paid on 
the Government debt. 

Don’t you already have that information as reflected at page 793 of 
your current Federal Reserve Bulletin, the July 1957 bulletin ? 

Mr. Martin. That wasn’t quite what I understood Mr. Anderson’s 
query to be. We have that information and publish it monthly. But 
I thought Mr. Anderson was directing himself to an estimate of what 
the cost would be if we had to finance the whole debt today. 

Mr. Anderson. Will the gentleman yield? 

Mr. Moutrer. Surely. 

Mr. Anderson. My question, in effect, related to a weighted aver- 
age of the present cost. It would be weighted—if it were to come 
out with a single figure for average cost of money to the Govern- 
ment—it would be weighted with each of the interest rates, accord- 
ing to the amount of our present Federal debt that was involved at 
that particular interest rate, and would, I think, give the figure which 
I wanted—an average cost of money if we were to refund our national 
debt but without upsetting our economy by actually refunding it. 

It is, in effect a weighted average interest rate. 

Mr. Martin. That is right. 

Mr. Tuomas. And your question related only to the Federal debt, 
as I understood it ? 

Mr. Anperson. That is right, Mr. Thomas. I was wondering what 
the weighted average of all these types of Government obligations 
would be under present circumstances. 

Could you continue, then? Can you get us that weighted figure? 

Mr. Tuomas. It would necessarily be very close to the existing 

market, and since the existing range of market rates is rather narrow, 
it would be somewhere between 314 ; and 4 percent. 

Mr. Anverson. Thank you. 

Thank you, Mr. Multer. 

Mr. Mutter. Now, I want to refer back, for a moment, to the ques- 
tion of reserve requirements, and the way you have them broken down 
now by central Reserve cities, and Reserve cities, and I ask you whether 
or not, if we are going to continue the central Reserve cities, why 
we shouldn’t include as central Reserve cities such cities as San Fran- 
cisco, Boston, Los Angeles, Detroit, Pittsburgh, Cleveland, Phila- 
delphia, Dallas, and St. ‘Louis. 

Mr. Martin. You are talking about Reserve cities now ? 

Mr. Mutter. I say if we are going to continue central Reserve cities 
as one classification, why shouldn’t these eight cities that I have men- 
tioned also be classified ‘as central Reserve cities? I understand that 
you and I are in agreement that that is a geographic division which is 
not good. 

Mr. Martin. That is right. 
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Mr. Murer. If we are not going to change the system, why 
shouldn’t we include these other big cities? 

Mr. Marty. Why shouldn’t we include the two big cities as Re- 
serve cities, to put it ‘another w: ay ¢ 

Mr. Mutrer. Well, I would be for that, too. In other words, why 
should we—why shouldn’t we abolish the classification of central Re- 
serve cities and instead of having Chicago and New York standing 
by themselves, put them in the same category with other Reserve cities ? 

Mr. Martin. I hope we will do that one of these days, Mr. Multer. 

Mr. Murer. Can we help to do that by amending this statute 
accordingly ? 

Mr. Martry. You might have more success than we have had in 
getting a reserve requirement bill that would be approved by every- 
one. But it isa difficult problem, as we pointed out to you. You have 
our response to your recent inquiry along that line. 

Mr. Thomas happens to be the man that devotes most time to this 
subject in the Board, and we have been working on the ABA proposals 
which we mentioned earlier, making studies of what would be the 
impact of those proposals on various classes of banks. 

How soon will those studies be finished, Mr. Thomas ? 

Mr. THomas. Several months. 

Mr. Mutter. Well now, Mr. Martin, I think that you agree with me 
and with most legislators that for a long time bank holding legislation 
was necessary. I am not talking about the details but that overall 
legislation was — 

Mr. Martin. I do. 

Mr. Murer. And that went for years, because we could never get 
people in the banking field to agree on what the bill should be. Isn’t 
that so? 

Mr. Martin. Right. 

Mr. Motrer. Aren’t we up against the same situation with reserve 
requirements? We can never hope to get complete agreement on the 
subject by all the different bankers, or the associations or within the 
associations. Why shouldn’t we move forward without them ? 

Mr. Martin. Well, it took quite a time to get a holding company 
bill, which may not be satisfactory as it is, and we may not be too far 
off now, Mr. Multer, from getting something in the reserve require- 
ment field. It may be about the same position now that the holding 
company legisl: ation was in 2 years ago, say. 

In other words, these problems are coming to a head. 

Mr. Mouurer. In order that we might be able to better resolve that 
question, please tell us what was the original purpose of dividing the 
country into 12 Reserve districts ? 

Mr. Martin. In the Federal Reserve Act ? 

Mr. Mutrer. Yes, sir. 

Mr. Martin. Well, it was to recognize a regional system, and to 
have various trade areas. It got involved in a good bit of—I must 
use the word —“politics,” I think, as to what those trade lines would 
be and where those banks would be located, but it was to divide the 
country into reasonable trade areas and reasonable divisions, so that 
we would have a decentralized system instead of a central bank oper- 
ating in Washington, without any check from the field. 

Mr. Munrer. Has a study been made by the Board as to whether 
or not those districts need revision as to boundary lines and so forth? 
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Mr. Martin. Oh, yes, sir; the Board works on that problem con- 
stantly, and we have made minor adjustments from time to time in 
those districts, but, by and large, they work surprisingly well. We 
are constantly faced with the question of whether we need a new 
branch to service an area, but if you will look at the country geo- 
graphically and take the 12 banks and the 24 branches, you will see 
that we have pretty good coverage today. 

Mr. Mutter. Again, however, they are not divided in accordance 
with geography. You don’t try to put an equal number of States 
into a particular district. 

Mr. Martin. Oh, no. 

Mr. Mutter. Geography doesn’t enter into it at all. It is the trade 
requirements and banking requirements that decide how the districts 
shall be made up? 

Mr. Martin. Well, those are the primary factors, but geography 
has to enter into it somewhat, too. Just as we have a great Pacific 
coast area over here, and we have had to put 4 branches into that 
area, we have had to have branches in the Southwest, whereas, in the 
case of New England, we have 1 bank, with no branches. 

Mr. Mutter. What about the Territories, Hawaii and Alaska? 

Mr. Martin. We have an agency that serves Alaska, and we would 
have a similar agency to serve Hawaii. They are both serviced by the 
12th Federal Reserve District at the present time. 

Mr. Mutter. Hasn’t Hawaii grown large enough in trade and bank- 
ing facilities and banking requirements to warrant being set up as a 
district ? 

Mr. Martrn. I would question it being set up as a district. 

Mr. Motrer. How about having a branch there? 

Mr. Martin. I don’t think it has reached that point yet. We think 
the San Francisco bank can give adequate service as it is presently 
constituted. But of course that is something that would be actively 
considered. 

We couldn’t have a branch there, of course, as long as they are not 
States. 

Mr. Murer. How do the banks there clear their checks, conti- 
nental checks ? 

Mr. Marrtrn. I have forgotten the name of the bank in Honolulu, 
but they are cleared there by sending them to the mainland. 

Mr. Mutter. Is that a national bank ? 

Mr. Martin. Bishop National Bank, that is right. That is a na- 
tional bank. 

Mr. Motrer. That is the only national bank that is not insured by 
the Federal Deposit Insurance Corporation; is that correct ? 

Mr. Martin. Is that right? 

Mr. Tuomas. It is not a member of the Federal Reserve. 

Mr. Martin. That is correct. It is not a member of the Federal 
Reserve System. Whether it is the only one, I don’t know. I can 
check up on that. 

Mr. Muurer. Will you check up and tell us whether there is any 
other national bank that is not a member of the Federal Reserve Sys- 
tem or whether or not there is any other national bank that is not 
insured by the FDIC? 

Mr. Martin. Mr. Leonard points out that there are a few national 
banks in Alaska that are also not member banks. 
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Mr. Mutrer. Neither members of the Federal Reserve System nor 
insured by the FDIC ? 

Mr. Leonarp. I don’t know about the insurance, Mr. Multer. I 
would have to check that up. 

Mr. Mutrer. Will you deni that up and give us the answer? 

Mr. Martti. Yes, sir. 

(The information requested is as follows :) 

The Bishop National Bank, Honolulu, T. H., is the only national bank the 
deposits of which are not insured by the FDIC. 

Mr. Mutrer. Why should any national bank be exempted from 
the requirements of the Federal Reserve Act and the requirements 
of the FDIC? 

Mr. Momma. It is a matter of statehood. 

Mr. Mutrer. There is no matters of statehood involved. 

I would be glad to have Mr. Martin tell us. My opinion is there 
is no matter of statehood involved. 

Mr. Martin. I don’t know the technicalities of it, Mr. Multer, but 
I would be glad to have it reviewed for you. I am sure that is the 
only reason. 

Mr. Mouurer. That these Territories are not States. 

Mr. Martin. They are not States; no, not legally. 

Mr. Mutrer. I agree with you that they are not States, but I am 
just wondering whether or not you offer that as a reason as to why 
they are not members of the System—because they are located in 
Teritories rather than States. 

Mr. Martin. I don’t know the technicalities of it, but I am sure 
that is the reason they are not. 

Mr. Mutrer. Why should the Territories be any different than the 
Commonwealth of Puerto Rico? 

Mr. Momma. Different nomenclature. 

Mr. Mourer. Let’s not quibble about words. They are both 
off shore. 

Mr. Martin. The Federal Reserve districts now in existence num- 
ber from 1 to 12 and comprise the continental United States, exclud- 
ing Alaska. 

Mr. Muurer. That is right. That is the statute. 

Mr. Martin. Right. 

Mr. Mutrer. My question is as to why we shouldn’t change the 
statute and take out that exclusion. 

Mr. Martin. That I can’t answer, but I am certain that there 
are legal and technical reasons for it. 

Mr. Mutrer. Will you try to supply them to us, sir? 

Mr. Marrtn. I will be very glad to have that reviewed and give 
you a memo on it. 

(The information requested above is as follows:) 


MEMBERSHIP OF TERRITORIAL NATIONAL BANKS 


Since its enactment in 1923, the Federal Reserve Act has made it compulsory 
for all national banks to be members of the Federal Reserve System, except 
that, under section 19 of the act, national banks located in Alaska or a de- 
pendency or insular possession or “any part of the United States outside the 
continental United States” are permitted to remain nonmember banks but have 
the right to apply for membership in the System if they desire. At the present 
time, only 2 such national banks, 1 in Alaska and 1 in the Virgin Islands, are 
members of the System. 
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It is reasonable to presume that in 1913 Congress felt it unnecessary to re- 
auire Territorial national banks to be members of the System because at that 
time local banking and economic conditions in the Territories were deemed to 
have no close or material relation to banking and economic conditions in the 
United States proper. It was probably felt also that, because of the remoteness 
of the Territories and dependencies, the benefits of membership in the System 
would not be readily accessible to such national banks, and that therefore it 
would be unfair to make their membership compulsory. 

It may be noted that the Federal Reserve Act, in making membership optional 
in the case of national banks located in “any part of the United States outside 
the continental United States,’ makes no distinction between national banks 
located in States and those located in Territories, and consequently, if a Terri- 
tory were admitted to statehood, national banks in the new State could continue 
to remain outside the System if they desired. Some years ago, when a bill 
for the admission of Hawaii to statehood was pending in Congress, the Board 
recommended to Congress a specific provision requiring any national banks in 
Hawaii to become members of the System within 90 days after the admission 
of Hawaii as a State. Such a provision is now incorporated in currently pend- 
ing bills relating to the admission to statehood of both Hawaii and Alaska. 

Present law could, of course, be amended to require all national banks wher- 
ever located to become members of the Federal Reserve System. It may be 
contended that there is now no reason why a national bank in a Territory or 
insular possession, enjoying the prestige and privileges conferred by organiza- 
tion under the National Bank Act, should be exempt from the obligations and 
responsibilities which must be assumed by national banks in the United States 
proper. On the other hand, it can be argued that economic and banking condi- 
tions are not necessarily the same in all Territories and insular possessions, 
and that it would be inadvisable to make membership of national banks in any 
such area compulsory unless and until its economic progress has developed to 
such a point as to Warrant admission to statehood. 


Mr. Mutter. What is the purpose of the reserve requirements ? 

Mr. Martin. Well, originally, Mr. Multer, as you know, reserve 
requirements were connected with solvenc y of the banks. That was 
the theory of it, I think, and the mobility and the redeemability of 
currency. 

Now, subsequently, and now that we have the Federal Reserve Sys- 
tem, I think they serve no purpose except for monetary control. 

Mr. Mutter. You would not recommend—— 

Mr. Martin. I wouldn’t say that they don’t serve any purpose 
otherwise, but that is their primary purpose. 

Mr. Mutter. Today the primary purpose is monetary control. 

Mr. Martin. That is right. 

Mr. Mutter. And that means, of course, credit control. 

Mr. Marttn. Oh, yes, sir. 

Mr. Mutter. You would not recommend giving up the require- 
ment that the banks carry these reserves, would you ? 

Mr. Martin. No, I would not. That has been a part of our bank- 
ing structure for a long time, and I think that the advantages are 
real. 

Mr. Mutrer. And if we are to have control of credit, the Federal 
Reserve System must have that provision requiring the carrying of 
reserves, is that right? You couldn’t very well get along without it / 

Mr. Martin. It would make our problem more difficult, and it is 
part of our traditional banking apparatus at the present time. If 
we had never had reserves, some foreign banks, for instance, don’t 
have any reserve requirements, as we have, and they do very well by 
other instruments, but with us that has become a part of our banking 
apparatus. That is one of the reasons, I think, for retaining it. 
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Mr. Moutrer. In these other countries where they do not have re- 
serve requirements, the government, itself, can step in at any time 
and say, “No more lending,” or “Only a certain percentage of lend- 
ing,” or “Lending only to a | particular field” ? 

Sir Marrix. W ell, they can’t do that, but they can perhaps invoke 
moral suasion and other methods. They don’t have any law to just 
step in and say that. 

Mr. Motrer. Well, they have the power to issue an edict or decree 
or regulation which would accomplish the same purpose, which we 
could never accomplish except by a statute which gave you the right 
to fix these limits of borrowings, isn’t that right? 

Mr. Marrrn. In many of these foreign countries they have tradi- 
tional ratios that are recognized, and which have become a part of 
their mores, just as we have things in this country. Just as the tra- 
dition has been strong against borrowing from the Federal Reserve 
System, even though “the discount window is available. There has 
been a traditional reluctance on the part of the banks to utilize it, 
which has been an important factor in our banking. 

Mr. Murer. The moneys that are deposited by the members of 
the Federal Reserve System, with the Federal Reserve banks, which 
are the moneys paid on their subscriptions to the stock, are immo- 
bilized almost to the same extent as their reserves, are they not? 
That money is held by the Federal Reserve bank, and it is immobil- 
ized the same as you immobilize the reserves. Am I right? 

Mr. Marry. Yes, sir, that is right. 

I think the point was made here in discussing those stock sub- 
scriptions—Mr. Patman made the point—that in the early days those 
stock subscriptions were part of the organization, the corporate or- 
ganization of the banks, and they could have been used for operating 
expenses or anything else at that particular time, by the System. 

As time has gone on, they have become an insignificant amount of 
money against the general oper ations. 

I don’t think that is any justification for eliminating them. 

Mr. Mutter. I am not suggesting that we eliminate them. 

Mr. Martin. | know you are not, but I am just making that point. 
To me, that has nothing to do with their elimination. 

Mr. Mutter. Well now, the reserves that are carried by the banks 
with the Federal Reserve System carry what interest or compensa- 
tion to the banks which deposit those reserves ? 

Mr. Marttn. No interest. 

i Movtter. No interest at all? 

ae No interest at all. 

Mr Motrer. Then why should they get any interest or dividends 
on the moneys which are deposited as part of their stock subscrip- 
tions? 

Mr. Martin. Well, that was just an ordinary business transaction. 
Originally, they purchased this stock just as you could buy stock on 
the exchange, and this stock, you must remember, was also to be 
available to the public. In the original Federal Reserve Act, if there 
had not been sufficient, it could have been sold to the public. There 
never was, and I am glad it wasn’t. But it was an ordinary trans- 
action, and the business procedure—you can discount business pro- 
cedures and practices and say they shouldn't be followed when you 
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are engaged in Federal public practice, but I think they serve a very 
real purpose, and I think that it should be followed. 

Mr. aes Can this stock be sold to the public today ? 

Mr. Martrn. I don’t believe the law has ever been changed on that, 
has it, Mr. Hexter ? 

Mr. Hexter. The provision with respect to public sale is still in 
the act, but the conditions under which it could be exercised do not 
exist at the present time. I believe that provision, which I have not 
had occasion to review, since there has been no use for it, provided for 
sale to the public in the event that the necessar vy capital could not be 
obtained from member banks, and of course the Federal Reserve 
banks’ capital is far in excess of the required minimum. 

Mr. Mutter. What if any change is recommended in this bill as 
to that ? 

Mr. Martin. I don’t think there is any recommendation made on 
that point. 

Mr. Patman. I think there is a rec ommendation to leave it out, as 
something that should be left out in the recodification as obsolete. 
I think that is what is in the bill. 

Mr. Martin. That it is an obsolete provision ? 

Mr. Patrman. I think it is construed as an obsolete provision. 

Mr. Martin. Construed as an obsolete provision. 

Mr. Parman. That is my understanding. 

Mr. Martin. That is right. 

Mr. Mutter. If existing law is continued in the proposed bill, will 
you go along with the suggestion that an amendment should be made 
to the law so as to eliminate the possibility of the stock being sold to 
the general public? 

Mr. Martin. I think we could, yes. I wouldn’t have any objection 
to that. 

Mr. Moutrer. Now with further reference to this stock which is 
presently owned by the member banks, if we don’t eliminate com- 
pletely the provision for payment of dividends on that stock, would 
it not be much fairer to limit the payment of dividends on that stock 
to the amount of the average earnings on Government bonds during 
each dividend period? In other words, if the average being paid by 
the United States Government on bonds is 3 percent during the divi- 
dend period, to pay them 3 percent; if it is 4 percent, pay them 4 
percent; if it drops back to 2 percent, which we hope it will sometime, 
pay them 2 percent. 

Mr. Marttn. I would see no reason for changing the original con- 
tract that they enter into. The money would be just a drop in the 
bucket, Mr. Multer. 

Not that any money is a drop in the bucket, but the amount would 
be negligible. It w ould just add to the necessity of having bookkeep- 
ing adjustments made periodically, and I wouldn’t see any purpose 
being served by it. 

Mr. Mutter. Let’s go to the next problem, which is this: 

What services, if any, do the member banks render the System ? 

Mr. Martin. The member banks are part of the System. 

Mr. Mutter. Yes. I am not talking about the Federal Reserve 
banks now. 

What service, if any, do the member banks render to the System? 
Do they render any service to the System ? 
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Mr. Martin. Well, they certainly do. They give us the benefit of 
their counsel. We examine them; they are a part of the System when 
they come into it. I don’t know what you can say in the way of—it is 
all a part of the operations. 

Mr. Mutter. Well, now, the Federal Reserve banks act as the clear- 
inghouses for the member banks. 

Mr. Martin. That is right. 

Mr. Mutter. Do they act as the clearinghouse for nonmember 
banks? 

Mr. Martin. No. We list here our services to the member banks. 
I don’t have any services listed in our booklet on that. When we 
handle member bank reserve accounts, we furnish currency for cir- 
culation, make currency shipments, facilitate the clearance of checks, 
effect telegraphic transfer of funds; we act as fiscal agents, custodians, 
and depositories for the Treasury and other Government agencies, 
and check and interpret information bearing on the economic situa- 
tion; and we derive from all of these member banks reports, and are 
in daily contact with them, and in that sense they contribute quite 
definitely. 

Mr. Mutrer. What page were you reading from ? 

Mr. Martin. I was reading from our little booklet, the Federal Re- 
serve System, on page 4. 

Mr. Mutter. Those are services that the Federal Reserve banks and 
the Federal Reserve System render to the member banks; is that 
right ? 

Mr. Martin. That is right. 

Mr. Murer. Is there any charge for that service or those services ? 

Mr. Martin. No; nocharge is made for those services. 

Mr. Mutter. Nonmember banks do get the services of the Federal 
Reserve System as to clearing their checks, at least, by clearing through 
member banks; do they not ? 

Mr. Martin. That is right, through the correspondent banking 
system. 

Mr. Mutter. Is there any charge made to the nonmember bank by 
the member bank for that service ¢ 

Mr. Martin. I don’t know. Mr. Leonard is the head of our De- 
partment of Operations. 

Do the nonmember banks make any charge for that service ? 

Mr. Leonarp. It is my understanding, Mr. Multer, that no direct 
charge as such is made; that the city correspondent banks, or the 
correspondent banks in the other areas provide that service for their 
customers, their correspondent banks who maintain accounts with 
them, and that the account they maintain with the correspondent bank 
serves as compensation for that service. 

Mr. Mutter. Are there any banks in the country today that are 
charging for the clearing of checks ? 

Mr. Martin. Yes, sir; there are some nonpar banks. 

Mr. Lronarp. I think, Mr. Multer, there are two points there. 

One is the clearing of checks, and the other is an exchange charge. 

In general, banks analyze the deposit accounts that are carried with 
them and see that the account is large enough to justify the business 
for them, and in their analysis they would figure that it costs them 
so much to handle checks for this depositor, and that he should main- 
tain with them a corresponding account, or that they might, in some 
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cases, make a service charge for that to large companies as well as 
individuals. 

On the other side of the picture, there are, as you know, some 2,000 
banks in the country that charge exchange on checks drawn on that 
bank when they remit for them to the bank that sent the check. 

Mr. Muurer. There is no control over those charges by the Federal 
Reserve Board, as to either member or nonmember banks? 

Mr. Lzonarp. No, sir. 

Mr. Mutter. Shouldn’t something be put in the statute to give you 
the right to regulate those charges, at le: ast as to member banks? 

Mr. Marrix. W ell, if they violate any sound practice or anything 
of that sort, we could interfere at any time. 

Mr. Mutrer. You mean, make a recommendation / 

Mr. Martin. No; we would talk to them about it. I don’t think we 
would have any problem with that. 

Mr. Mouurer. Well, when you talk to them about it, if you think the 
eharge is an improper charge, you would make a recommendation that 
they change the charge, w ould you not? 

Mr. Leonarv. Mr. Multer, Mr. Hexter has a copy of the law there, 
and I think that there is a provision in the law that limits the charge 
that a bank can make. 

Mr. Mutter. May we have the citation, Mr. Hexter? 

Mr. Hexrer. May I have a few moments to locate that, please. 

Mr. Muurer. Yes; supposing I go on with my next question. 

On the other side of the ledger, however, there is no payment made 
by member banks to the depositors by way of interest on their accounts, 
and that is because the law today prohibits the payment of interest on 
demand deposits. 

Mr. Leonarp. Yes, sir. 

Mr. Motter. Can you tell us the history of that enactment which 
prohibits the charging of interest on demand accounts? 

Mr. Martin. — can answer that, Mr. Leonard. That goes back to 
Carter Glass’ day again, and to abuses of a competitive nature which, 
it was felt, were endangering the banking system. 

Mr. Leonarp. If I might supplement that, Mr. Chairman, at that 
time, when this change was put in the law there was concern about 
the high interest rates paid by the large banks of New York and other 
financial centers, and draining, as it was said, the financial resources 
from the country into those money centers. 

That led to competition in the interest rate paid, which led in turn 
to investment in risky assets. So that, for the twofold purpose of 
preventing the draining of resources from the other parts of the coun- 
try into the financial centers, and as an interest in sound banking and 
reducting the need for risky investments, the peskinttion was enacted. 

Mr. Mutrer. In those days we also had so-called “call” accounts, 
did we not? 

Mr. Leonarp. Call money, yes, sir. 

Mr. Mourter. That type of account is also prohibited by law now. 
Am I right? 

Mr. Tuomas. Banks are prohibited from making loans on call for 
the account of nonbank lenders, but banks themselves can still make 
loans on call on stock exchange collateral providing they are in 
accord with regulations U and T, which have certain margin require- 
ments. 





FINANCIAL INSTITUTIONS ACT OF 1957 455 


They can make loans to brokers and dealers under a smaller margin 
requirement than the loans to individuals. 

Mr. Parman. May I read one passage from Federal Reserve Opera- 
tions in the Money and Government Securities Markets by Robert V. 
Roosa of the F ideal Reserve Bank of New York. This is on page 17. 
It is a very long sentence and I will not read all of it, as it is not 
necessary. 


And the easy money conditions of the late thirties, along with other changes, 
brought the call money market virtually to an end long before the desk was 
formally and officially closed at the Stock Exchange in 1946. 

Mr. Marrin. I might say on the call loans, that I used to make 
eall loans every morning on the floor of the stock exchange when I 
first went down there. That was in 1932 and 1933. 

Mr. Patman. This is an official publication, isn’t it ? 

Mr. Martin. Well, it is not an official publication but 

Mr. Parman. You recognize it. 

Mr.. Martin. Absolutely. Mr. Roosa is one of the ablest men: we 
have in the System. ‘ 

Mr. Mutter. What were you saying, Mr. Martin? 

Mr. Martin. I was referring to the old call market that I used to 
make every morning on the stock exchange, and the desk just grad- 
ually went out. of business, to supplement. Mr. Roosa’s comment, be- 

cause there wasn’t any need for it. 

Mr. Mutrer. Without attempting to bring back any call account 
system, why shouldn’t we again go back to permitting banks to pay 
interest on demand deposits ¢ 

Mr. Martin. I think some of the same abuses that we were trying 
to discourage could reassert themselves, and it may be that we will 
come to that at a later stage of our development, but I would think 
this is not the time to do it. 

Mr. Mutrer. What abuse do you think might come back if the 
banks were permited to pay interest on demand accounts ? 

Mr. Martin. The abuse of draining funds from one area of the 
country to another on a competitive basis, which would be seeking 
short term advantage over, perhaps, long term soundness. 

The banking industry is a public service industry, and we tried to 
combine the best of private enterprise and public regulation in it. 

Mr. Mouter. Well, then, if you had the regulation merely as to 
banks, interbank transactions, and you didn’t ‘permit the banks any 
interest on their deposits, don’t you then avoid the possibility of 
money being drained from one part of the country to another ? 

Mr. Martin. Well, corporate balances would still be available, 
quite apart from interbank deposits. 

Mr. Murer. You have no control over those corporate balances 
today. 

Mr. Martin. That is right. 

Mr. Motrer. Today you can’t stop any corporation taking its 
money out, over and above what it needs for immediate purposes, and 
putting it into 4 percent savings accounts in California, or 5 percent 

savings accounts in Nevada, rather than keeping it wherever they 
may have their regular commercial account. You can’t control that, 
can you ¢ 

Mr. Martin. Well, there are limitations on those, but—— 








456 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. Muurer. There are no limitations to the extent that if a com- 
pany wants to put accounts some place without any insurance, and 
goes over the $10,000 amount, they can put it wherever they please 
today without limitation. 

Mr. Martin. Well, if you permit interest on demand deposits, you 
will get quite a reshuffling of deposits around the country, and there 
are a good many ramifics ations to it. 

Mr. Moutrer. Why should there be any reshuffling of accounts 
throughout the country, in one section as against the other, if the 

‘ate that you, the Board, would fix, would be the same from one end 
of the country to the other. 

Mr. Martin. Oh, well, if we did that. But now you are talking 
about our being the one to fix the rate. 

Mr. Mutter. Surely you couldn’t let them run rampant because 
then we would get into the same trouble we got into before. 

Mr. Martin. Then you just take it another step toward having the 
Board run the banking system and I don’t think we want to do that. 

Mr. Mutter. I don’t think that is so at all. You now fix the redis- 
count rate, don’t you ? 

Mr. Martin. That is a different thing. 

Mr. Mouurer. What is different about it ? 

Mr. Martin. Well, these are banks coming in—this is a reserve 
operation, a residual operation. 

Now you are talking about their normal business. 

Mr. Mutrer. Isn’t it the duty of the Federal Reserve Board and 
the Comptroller of the Currency, and the FDIC, to make sure that 
these banks are running properly, that they are well managed, that 
they are not paying bigger dividends than they should, and that they 
are not paying ‘higher interest on their accounts than they can afford 
to pay ? 

Isn’t that the duty of the supervisory agencies which we have in 
Government today which includes FDIC, which is the insurance 
agency, which makes sure there is proper operation or else they will 
withdraw the insurance; the Comptroller of the Currency as far 
as the national banks are concerned, the State supervisors, and the 
Federal Reserve Board as to member banks. 

Mr. Martin. It unquestionably is our responsibility to supervise 
to the best of our ability, Mr. Multer, but we also want to preserve as 
much of enterprise in these banks as we possibly can. 

We are not in a position to determine all their policies. Now you 
are suggesting here, of course, that we give back to the banks the 
ability. to pay ‘interest on deposits, but that we do it in a fixed amount. 

Mr. Mutrer. I did say in a fixed amount. Let me interrupt and 
say I didn’t mean by fixed amount that it should be static. But that 
you could fix a maximum, either by fixing the amount, 4 percent or 
whatever it may be, or say that it shall be a percentage based on their 
earnings. 

Mr. Martin. We have the authority on time deposits, and it may 
be, as I say, someday that it will be permitted on demand deposits too, 
but there were abuses which were trying to be corrected at the time 
this was passed, and I would think that you should be very careful 
about the possibility of those abuses reasserting themselves. 

Mr. Mctrer. Mr. Martin, that is what I am trving to develop now, 
to determine whether or not this is not the time to « change the statute 
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and at the same time, if we do change the statue, what standards we 
should write into the statute, and what precautions we should state 
statutorywise by way of regulation to make sure that those old abuses 
will not get back into the banking practices of the country. 

We have got our banks in a he: ulthy state today, and we want to 
keep them there. But let’s, if we can, do some of the things which 
should be done to improve the System. What methods of competition 
operate today between the commercial banks or between the savings 
banks, for that matter, other than interest on accounts / 

What does one commercial bank on this corner, opposite to the other 
on the other corner, offer to a depositor equidistant from both banks, 
as far as one bank against the other is concerned 4 

Mr. Martin. Well, there is not much in terms of basic service, Mr. 
Multer. You may have confidence in the man who handles your ac- 
count across the street more than in the man on the other side of the 
street. You may offer to do certain chores of one sort or another 
that the other fellow doesn’t offer, but in terms of the service that 
you see—not of a mental nature—there is not a whole lot of difference, 
I agree with you. 

Mr. Mutter. It is almost a matter of personalities. 

Mr. Martin. That is part of it. 

Mr. Muurer. And the one who builds up the better goodwill will 
keep the customer. 

Mr. Martin. That is right. 

Mr. Mutter. Therefore, if you had proper regulations to make sure 
that the bank could not pay interest other than what it was earning, 
or beyond its capacity to pay, based on its earnings, there should be 
no objection to paying interest on demand deposits. 

Mr. Martin. Well, they would have to charge more on their loans. 
The banks have to earn their way, and if they pay on deposits, they 
would have to find some means of covering those expenses. Thi: at 
would require them to go out and adjust their loan c harges, or service 
charges. 

Mr. Mutter. You do, you say, regulate and supervise the amount 
of interest they pay on time deposits. 

Mr. Martin. We do. We were given some discretion in that at the 
time that the other was passed in 19: 33 or 1935. 

Mr. Mutter. In order to exercise that discretion you must review 
all of the activities of the bank in order to determine what the rate of 
interest should be on time deposits, whether there should be anything 
paid by a particular bank or what the maximum should be in the 
industry. 

Mr. Martin. Well, we only regulate the maximum there, you see, 
and it is permissive within that framework. So that there we are 
following the suggestion you were making on demand deposits. We 
say, “w ithin this framework.” 

‘About a year ago at this time we permitted the discretion in that to 
go up a half of 1 percent. 

Mr. Motrer. And they all went up. 

Mr. Martin. No. 

Mr. Mutter. In the city of New York, they did. 

Mr. Marttn. In New York, but around the country a lot of them 
haven't. 


95375 D 


pt. 








458 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. Mourer. The reason they went up in the city of New York is 
that the savings banks were permitted to raise their interest rate, 
and they had to meet that competition. Isn’t that so? 

Mr. Martin. Yes; I think that is probably true. 

Mr. Mutrer. You must, nevertheless—each case—even though the 
interest. being paid on the time deposits may be under the maximum, 
you must, nevertheless, make inquiries as part of your examination 
to determine that a particular bank is not paying more than it is 
earning, even though the amount it is paying is under the maximum. 
Am I not r ight on that ? 

Mr. Martin. Well, we are definitely interested in the condition of 
the bank. 

Mr. Mutrer. Yes, and that enters into your determination of the 
condition of the bank. 

Mr. Martin. Well, we take a look at that periodically, and also 
take a look at the general money market. 

Mr. Mutrer. How much more burdensome would it be to do the 
same thing, and give discretion to the banks to pay this interest up 
to a certain maximum on demand deposits? How much more bur- 
densome would it be to the Federal Reserve Board or the Federal 
Reserve banks to do the same thing on demand deposits as on time 
deposits ? 

Mr. Martrn. Well, it broadens the area of our responsibility tre- 
mendously, because the bulk of the demand deposits, in relation to 
the earnings of the banks, and the general condition, bulk consider- 
ably larger, of course, than time deposits. 

Mr. Mutrer. And the bulk of the money national banks earn is 
on those demand deposits. Banks invest most of the demand de- 
posits, do they not ? 

Mr. Marrtrn. Yes, and most of the expenses come from them also. 

Mr. Mutter. Right, expenses come from their earnings. 

Mr. Martin. No; I mean from the handling of demand deposits. 
A loan is made, and a deposit is granted. 

Mr. Mutrer. The minute it becomes expensive to carry a demand 
account, the bank makes a change, either per item of deposit, per 
check, or both. 

Mr. Martin. Well, I think they should have maximum freedom 
in that area. I said if we were to extend our activities in that field 
it would be much more burdensome than in the case of time deposits. 

Mr. Mvtrer. Now one of the principal gainers from permitting 
interest to be paid on demand accounts would be the United States 
Government, would it not? 

Mr. Martin. Well, the Government accounts—yes. Of course there 

are services rendered by the banks to the Government that they would 
unguestionably want to charge for in return. 

I don’t know whether there would be any net gain or not. 

Mr. Muurer. Well, has there been any attempt to find out what 
the situation would be, as to whether or not if the Government paid 
for the services that it gets from these banks, and in turn got paid 
for letting the banks use the Government money? Has there been 
any attempt made to determine what the balance would be and in 
whose favor it would be ? 
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Mr. Martin. Yes, I think that has been reviewed pretty regularly, 
Mr. Multer. I don’t know—the Treasury has constantly studied that 
problem, and I think they will probably testify before you as to their 
tax and loan accounts. 

Mr. Mutter. We haven’t received any such testimony in these 
hearings as yet. 

Mr. Martin. Not in these hearings, but I think they have testified 
from time to time. 

Mr. Mutter. I don’t recall having heard any such testimony before 
this committee in the 10 years that I have been on this committee. I 
don’t recall having it submitted to any other committee, although I 
haven’t followed other committee hearings as closely as our own. 

Mr. Martin. I don’t know just when, but I am sure it has been 
reviewed. 

Mr. Mutrer. Could you furnish to us those statistics ? 

Mr. Martin. Those are pretty hypothetical questions. I don’t 
know there are any statistics that we can pull together on that. 

Mr. Motrer. How about this? What is the total amount of de- 
mand deposits carried by the United States Government in the banks 
of the country ? 

Mr. Mumma. That varies from day to day. 

Mr. Mutter. Of course it does. But there is an average. There 
is a minimum and there is a maximum. Could you give us that, Mr. 
Martin ? 

Mr. Martin. We can try to get that figure for you. Mr. Thomas 
says he can give it to you. 

Mr. Hexter has found that other passage, Mr. Multer, if you 
wouldn’t mind returning to it. 

Mr. Hexrer. You asked earlier for the provision in the Federal 
Reserve Act relating to fixing of maximum charges for collection or 
payment of checks. That is contained in the first paragraph of sec- 
tion 13, Federal Reserve Act, and reads as follows 

Mr. Martin. Do you have the page on this volume, 11451? I can 
get it very quickly. You said section 13. 

Mr. Hexter. Section 13 of the present Federal Reserve Act. 

Mr. Mutter. That would be on page 73 of the print that I have 
before me. 

Is it entitled “Advances” ? 

Mr. Hexter. “Powers of Federal Reserve Banks.” 

Mr. Murer. Lamsorry. I have the wrong section. 

Mr. Hexrer. It is section 9 of title II of the present bill. 

Mr. Mouurer. Yes, [ have it. It ison page 69. Would you read it 
for the record, please ? 

Mr. Hexrter. It is the proviso at the end of that first paragraph, 
which reads: 





Provided further, That nothing in this or any other section of this Act shall 
be construed as prohibiting a member or nonmember bank from making reason- 
able charges to be determined and regulated by the Board of Governors of the 
Federal Reserve System, but in no case to exceed ten cents per $100 or fraction 
thereof, based on the total of checks and drafts presented at any one time, for 
collection or payment of checks and drafts and remission therefor by exchange 
or otherwise, but no such charges shall be made against the Federal Reserve 
banks. 
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Mr. Mutter. With reference to that section, there isn’t any doubt, 
Mr. Martin, but that these banks that are carrying the demand ac- 
counts that do not earn enough for the bank to warrant the service 
deposits and honoring those checks, that in those cases they charge the 
depositor for the service, as this provision permits the bank to do. 

Mr. Martin. They are not very good bankers if they don’t. 

Mr. Murer. So there isn’t a bank in the country, if it is a good 
bank, that doesn’t have a net return to them from the use of the de- 
mand accounts. 

Mr. Martin. Well, they may carry it. That depends on the period 
of time also. 

Mr. Mutter. There may be 1 or 2 days in the month—— 

Mr. Martin. Or it might be longer. 

Mr. Mutrer. But on the over: all, they certainly wouldn’t let it go 
for a year. 

Mr. Martin. Banks are in business for profit. 

Mr. Mutrer. That is right. If they can’t make profit they can’t 
stay in business. 

Mr. Martin. That is right. 

Mr. Mutter. So we have got to make sure that they make a profit. 

Mr. Martin. That is right. 

Mr. Muurer. At the same time, when they are using your money 
and my money—I am referring to us as depositors—and making money 
on it, there is no reason why they shouldn’t also pay us a part of that 
profit for the use of our money. It there any reason why they 
shouldn’t ? 

Mr. Martin. Well, I think they render a service to us. It is always 
a judgment 

Mr. Mutter. They get paid for that service they render to us. 

Mr. Martin. Not—well 

Mr. Mumma. Mr. Multer, they get a feeling of security from that 
money being in the bank, rather than under the pillow. 

Mr. Mutrer. Who gets that feeling of security ? 

Mr. Mumma. The individual. That is one thing he looks at. 

Mr. Mutter. I wonder if he doesn’t first look to the FDIC for his 
security. 

Mr. Mumma. Well, that is an auxiliary feature. It makes him sleep 
a little better. 

Mr. Parman. Mr. Multer, last year the banks collected $159 million 
for service charges, I think. 

Mr. Mutter. That figure is correct, is it not ? 

Mr. Mumma. Do you mean for all individual checking accounts. 

Mr. Patman. Yes. 

Mr. Mutrer. $159 million collected by the banks of the country for 
the service they render in taking deposits and paying out checks. 
That is approximately correct, is it not ? 

Mr. Martin. I don’t know. 

Mr. Parman. It is correct. And may I suggest, Mr. Multer, that 
before it was made unlawful to pay interest on demand deposits, the 
banks were then paying interest of about $300 million in fiberedk on 
such deposits. 

Mr. Mutter. On demand accounts. 

Mr. Patman. That is right. 

Mr. Mutter. And today they are paying nothing. 
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Mr. Parman. That is right. 

Mr. Muuter. Now I think Mr. Thomas was going to try to find 
for us the average amount carried by the United States Government 
in demand accounts throughout the country. 

Mr. Tuomas. The figure of total demand deposits in all commercial 
banks is around $140 billion. That is all demand deposits of all 
kinds. 

Mr. Mutter. Of the United States Government. 

Mr. Tuomas. No. 

Mr. Mutter. All deposits. 

Mr. Tuomas. All demand deposits. That varies $5 billion either 
way. 

The amount of interbank deposits in there is about $15 billion. 

Mr. Motrer. $15 billion. 

Mr. THomas. Yes. 

Mr. Mourer. Interbank. 

Mr. Tuomas. Yes. And the amount of United States Government 
deposits in banks varies from 1 or 2 billion dollars up to 5 or 6 billion 
dollars in the course of a year. The amount of United States Govern- 
ment deposits in banks varies very widely. It may be $6 billion one 
day and $3 billion a week later. 

Mr. Parman. The New York Times and the Herald Tribune every 
Friday morning carry a column which shows the amount of Govern- 
ment deposits in the New York clearinghouse banks. 

Mr. Tuomas. That is right. 

Mr. Parman. And the amount varies from time to time from between 
3 to 6 billion dollars. In New York alone, in the 10 or 12 banks there, 
it is usually from about $600 million to about a billion and a half 
dollars. 

Mr. Tuomas. That is right. 

Mr. Mumma. Mr. Patman, as a parliamentary question, could I ask 
you a question ¢ 

Mr. Parman. Mr. Multer has the floor. 

Mr. Mutter. I have no objection. 

Mr. Mumma. In that $140 billion the banks have collected on de- 
mand deposits, Mr. Patman, do you think the amount they charge 
these small depositors of so much a check, if their balance is less than 
so much, would be included in that figure ? 

Mr. PaTMAN. Yes, sir, that is $159 million. 

In other words, it is on uneconomic accounts. 

Mr. Mumma. But people are willing to pay for that service. 

Mr. Parman. That is right. That is the point Mr. Multer makes. 
If the depositor is willing to pay when it is uneconomic; so the banks 
should be willing to pay when it 1s economic. 

Mr. Mumma. Well, on an average they wouldn’t have made that 
much. You claim they make that much on demand deposits. 

Mr. Parman. I say they collected that much. 

Mr. Mutter. You misunderstand, Mr. Mumma. He said they re- 
ceived that. Of course, they have expenses on the other side. 

Mr. Mumma. Well, it makes the receipts from the demand deposits 
look awfully high. 

What percentage of the banking business would you say, in the total 
volume, is made on that 10 cents a check, or something like that? I 
would want that figure. 
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Mr. Muurer. I think the figure ought to be put in the record, and 
it is my opinion that that more than covers the expenses of the banks 
in the operation of these demand accounts. 

Mr. Mumma. I don’t believe it does. 

Mr. Muurer. Well, I would like to have some banker come in and 
tell us that it doesn’t, and I think he will have to agree with Mr. Mar- 
tin, that he is not doing a good banking job if he is losing money on 
the carrying of the demand accounts. 

Now | yield to Mr. Brown. 

Mr. Brown. Don’t you think that has contributed to the failure of 
a lot of small banks in the late twenties and early thirties, paying out 
more in interest than they earned ¢ 

Mr. Mourer. Of course, in certain cases it contributed to a certain 
extent, Mr. Brown, but I think to a minimum extent. If payment of 
interest on demand deposits is going to contribute to the failure of our 
banking system, then we better stop paying interest on our time de- 
posits and our savings accounts. On the contrary, payment of in- 
terest even on demand accounts makes the amount on deposit in the 
demand accounts much more stable than otherwise. A man is in- 
clined to leave his money there and draw the interest rather than take 
it out and use it elsewhere. I think that would help bring up this 
ratio of savings that Mr. Martin has indicated is dropping, or not 
dropping, but not increasing as fast as we would like to see it increase, 
if we are to beat inflation. 

Mr. Henverson. Mr. Multer, assuming that a bank does pay interest 
on its demand deposits, where is it going to get that money to pay it? 
From increased earnings that it must find in order to make that pay- 
ment? It is going to raise interest, isn’t that so? 

Mr. Mutrer. I am not so sure that it must do that. What may 
happen is that some of us stockholders in the banks may not get as 
large a dividend as we may have been getting in the last few years, and 
if you look at the reports of the banks, right across the country—I will 
ask Mr. Martin and I think he will agree with me—is it not the fact, 
Mr. Martin, that bank earnings, gross and net, have increased in the 
last 5 years, in the banks across the country ? 

Mr. Martin. I think that is right. 

Mr. Mumma. Well, the depreciation of the dollar and inflation 
would have something to do with that. 

Mr. Coap. Mr. Chairman, will the gentleman yield ? 

Mr. Mutter. I yield to Mr. Coad. 

Mr. Coan. Mr. Martin, would you furnish the statistics, over the 
last 10 years, on the increase in the actual amount of currency which 
has been in circulation? I understand that inflation is caused by 
adding currency, which is being printed and put into circulation, and 
I would like to have those figures. Do you have those figures avail- 
able ? 

Mr. Martin. That is a very minor factor, Mr. Coad, but we will be 
glad to give you those figures. 

Mr. Coap. How do you mean it is a minor factor ? 

Mr. Martin. The currency in circulation is one of the factors in 
the money supply. We had quite an increase in currency in circula- 
tion during the war period, and from time to time because the mores 
of the people change, but relative to the overall total, it isa very small 
item. 
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Mr. Coap. Well, then, where is our inflation coming from, if we 
don’t have any more money in circulation ? 

Mr. Marttn. I didn’t say we didn’t have money. You are talking 
about currency / 

Mr. Coav. If we don’t have more currency in circulation, where 
is our inflation ? 

Mr. Martin. You are talking about the money supply ? 

Mr. Coan. That is exactly right. 

Mr. Martin. Well, the money supply has risen during the period. 

Mr. Coap. How much? That is what I am asking. 

Mr. Martin. It includes deposits and currency. Can you give the 
figure ? 

Mr. Coap. Deposits and currency? We are speaking of money; are 
we not / 

Mr. Martin. I thought you were talking about currency in circu- 
lation. 

Mr. Coan. All right, currency in circulation. That is what I am 
talking about. 

Mr. Tuomas. I can give you the figures now, if you want them. 

The definition of the money supply is total demand deposits and 
currency. 

Mr. Coap. In other words, then, inflation is not caused by printing 
of more dollar bills? 

Mr. Tuomas. No, sir, not necessarily; no. It can be, if you print 
them; but it is caused, in our economy, by an increase in credit and 
increase in bank money. 

Mr. Coan. All right. 

Then our inflation right now is a matter of increased indebtedness ; 
is that right ? 

Mr. Tuomas. Increase in bank credit. 

Mr. Coap. Well, isn’t bank credit an indebtedness on the other side 
of the track ? 

Mr. Tuomas. That is right. 

Mr. Coap. All right. Then our inflation right now, our prosperity, 
is an indebtedness prosperity ; isn’t it ? 

Mr. Tuomas. That is true. 

Mr. Coav. Thank you. 

Mr. Tuomas. That is true of all prosperities. 

Mr. Parman. In fact, all money is based on debt. 

Mr. Mumma. That is right. 

Mr. Tuomas. Directly or indirectly. Some of it is based on gold. 
$20 billion of it is based directly on gold. 

Mr. Coap. Has gold increased in value ? 

Mr. Mumma. In other words, the debts everybody owes. It is not 
actually the currency to pay that off. 

Mr. Tuomas. People have to go into debt to get currency to pay 
their debts. 

Mr. Coap. We have heard so much about prosperity here these last 
several years, yet we all know that installment indebtedness and all 
kinds of indebtedness is at an alltime high. In the last 5 years we 
have added $260 billion to our public and private indebtedness; have 
we not? Public and private? 

Mr. Tuomas. Public and private? Since 1951 it has gone up from 
$524 billion to $683 billion. That is $160 billion. 
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Mr. Coap. That is public and private. 

Mr. Tuomas. Yes, sir. 

Mr. Coan. That is roughly $160 billion increase since 1951. 

Mr. Tuomas. That is right. 

Mr. Coap. That is an increase in indebtedness. And how much has 
our yearly average national income expanded ? 

Mr. Tuomas. Since when ? 

Mr. Coap. Since 1951. 

Mr. Tuomas. Taking the gross national product, it has gone up 
from $330 billion to $415 billion in 1956; about $430 billion now. It 
has gone up about 30 percent. 

Mr. Coap. About 30 percent. 

Mr. Tuomas. Yes, sir; and the debt has gone up a little over 30 
percent. 

Mr. Coap. And the basis of our prosperity, as we concluded before, 
is still indebtedness, and we have borrowed from our future genera- 
tions and we have a false prosperity. 

Mr. Tuomas. It is an investment of saving. All saving has to be 
invested. To the extent to which it is put into equities and property, 
it is not debt, but most of what people save they put their money in 
banks, they put it in insurance companies, and that money has to be 
put to use. Otherwise, you would have a hoarding of money, idle 
money, and you wouldn’t have any prosperity. 

Mr. Coan. Exactly, but we are not talking about firm prosperity 
here. We are talking about an extension of credit indebtedness of 
the people. 

Mr. ‘THomas. If anyone saves, unless he lends the money to some- 
body else to spend, then he is keeping the money out of the money 
stream and he is not contributing to the continuation of the flow of 
goods. You have to have savings and investment at the same time. 

If he invests it all by buying property, or stocks, that is adding to 
his equity assets. Other wise, he has to lend it to somebody else to 
spend it. Money has to keep moving. 

Mr. Coap. Exactly, but we have not made the income that is the 
basis of all prosperity. 

Mr. Tuomas. This is income; yes, sir. All savings come out of 
income. It is the amount people don’t spend for consumption. 

Mr. Martin. Let me hit the period 1955 to 1956 to show why I am 
concerned about what has happened—and I think a lot of this is pros- 
perity, and for that we can all be thankful—but from 1955 to 1956 
you had more than 50 percent, over $10 billion, of the increase in the 
gross national product occurred in value terms without any increase 
in goods and services. In other words, it was just a mar kup of prices. 

Mr. Coan. That is inflation. 

Mr. Marrin. That is inflationary. That portion of it is definitely 
inflationary. That is the part that concerns us. 

Mr. Coap. Well, I am sure that it concerns us all, from the stand- 
point that it is inflation. I think we are all in favor of an increase 
in gross national product, in income, and in the production of goods 
and services. 

Mr. Marrrn. And the relation of that to the money supply, without 
having merely a markup of prices, creating the increase, the apparent 
increase, in gross national product. The balance of that is legitimate 
prosperity. Nobody complains about that. In fact, I think it is 
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wonderful that we have been having it, and I hope we can continue it. 

Mr. Coap. Isn’t it true that there are sections of this country that 
are not given to the prosperity, as of this nature, and what I mean is 
this: that in the industrial centers, where there are large corporations 
which have the financial resources by which they are able to borrow 
money, if, indeed, they have to borrow money, and they can afford 
to pay higher interest rates because of the fact that their earnings are 
high, yet there are also places in these United States that are served 
by Federal Reserve Board districts, where actually the higher interest 
rates serves to a disadvantage because the people are small business, 
and they are farmers, and they can’t pay higher interest rates, so that, 
in placing higher interest rate policies upon the people, actually it 
works in inverse proportion to what it should work. In other words, 
out in those sections where they are already hard-pressed, it makes an 
additional disadvantage upon them, and in the places where they are 
already now in prosperity, they can afford it anyway, and it only adds 
to their prosperity and their income. 

Mr. Marrin. If it is this markup in prices that we are talking about, 
regardless of whether they are prosperous or less prosperous 

Mr. Coan. Of course, I am addressing myself to no increase in prices 
out in Iowa. 

Mr. Martin. But it is the prices that we are talking about. Now, 
what you are dealing with is the interest charge. 

Of course, any increase in costs is a factor in higher prices, any 
increase in costs, and to that extent an increase in interest rates is a 
higher cost, but interest rates are a balancing factor. They are a wage 
to the saver as well as a cost to the borrower, and they are working 
in the direction of a balance. 

Mr. Coan. Exactly, but when the Middle West people are borrow- 
ing money from the East, then the East is making the money and the 
Middle West is paying for it. 

Mr. Martin. No, the flow of money doesn’t work quite that simply, 
Mr. Coad. 

Mr. Coan. I understand that is an exaggeration, of course, or an 
oversimplification. 

Mr. Marrttn. I want to reiterate what I said yesterday, and I speak 
personally on this. I think most of the Federal Reserve Board 
agrees with me—I favor as low interest rates as we can possibly have. 
I am not in favor of high interest rates. I think you will have the 
maximum of capital formation with as low interest rates as we can 
have without producing inflationary pressures. 

Now, the evenness of the flow—nothing could have stated this 
better, in my judgment, to reiterate it, than Mr. Mills’ subcommittee 
stated it when they pointed out that the unevenness of inflation is 
even greater than any possible evenness that may come in the dis- 
tribution of interest rates. And interest cost, as a balancing factor, 
as an equilibrium device, which is the only operation of the price 
mechanism that we know, is indeed a very small price to pay for try- 
ing to bring things into equilibrium, unless you want to resort to 
direct, controls, and those direct controls, as Mr. Mills’ subcommittee 
pointed out, might be even worse than inflation. 

I am not sure I agree with Mr. Mills’ subcommittee on that, but I 
think it was stated extremely well. I am not saying that I think it 
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is necessarily worse than inflation, because I am against inflation, 
lock, stock, and barrel. 

Mr. Coap. What controls are you talking about? 

Mr. Martin. Wage and price controls, rs utioning, eventually get- 
ting to the Trading With the Enemy Act, and saying that you can’t 
make this loan or the other loan. ‘That is what I mean by direct 
controls. 

Mr. Coan. I just wondered if you were off of interest rates there, 
in that regard. We are trying to control interest rates, aren’t we? 

Mr. Martin. That is a general control. And it applies across the 
board. 

Mr. Coan. All right. 

Now, we have got a general control on inflation. What about a con- 
trol for deflation or depression ? Out in Iowa we have a price de- 
pression. Don’t we need some control to handle that ? 

Mr. Martin. Do you mean something to pump up the—— 

Mr. Coan. Exactly. 

Mr. Martin. Well, I pointed out, on the farm program, of course, 
you have got your supply and demand problem. 

Mr. Coan. Well. you have a supply and demand in money, accord- 
ing to your own witness, and now you are saying that we need controls 
on interest. 

Now, do you also agree that we need controls, pumping of the price, 
if that is what you want to call it, for our Midwest depression ? 

Mr. Martin. No. 

Mr. Coan. Oh, it is different ? 

Mr. Martin. The two operations—the demand for money is in ex- 
cess of the supply. The demand for corn, let’s say—I am out of my 
field now, Mr. Coad. I don’t know farm products—but the demand 
for corn has, I think, not been up to the supply of corn. 

Mr. Coapv. Well, it might also be that some people in given instances 
don’t have enough money to buy the corn, and buy the products? I 
still contend that it is not overproduction but underconsumption. 
Would you be given to that thought or theory at all? 

Mr. Martin. Well, I would question it. I don’t know how much 
more corn could be consumed, but I think that it is not a money and 
credit problem in the Farm Belt, as I see it. It is primarily an income 
problem, and a supply and demand problem, with respect to their 
products. 

Mr. Coap. How are you going to get a farmer with greater income 
when his prices are going lower all the time? Wheat, for instance, in 
the last 5 years, has been produced in lesser amounts than it was for 
the 5-year period previous to that, and yet the price is going down all 
the time. How can you say it is supply and demand when the prices 
are going down and the production is also going down? How can you 
say that lead and zine, for instance, prices are going down here in the 
United States? 

Mr. Martin. Well, at a given time—TI return to the point I made 
yesterday—that the law of supply and demand may not operate for 
limited periods of time, or by conscious policy, whether governmental 
or otherwise. You can remove certain products from the market. Our 
farm program, I think in the early stages of it, was quite wisely con- 
ceived. It recognized the war problems and embarked on a process 
of direct control. But you don’t solve the problem. I don’t know 
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what the answer is, but you don’t solve the problem by storing grain 
in a warehouse. 

Mr. Coap. Well, do you solve the problem of money by storing gold 
in Fort Knox? 

Mr. Martin. Well, there you have got an entirely different opera- 
tion. You are using gold only asa basis for your currency. 

Mr. Coan. Isn’t corn a basis of wealth? Isn’t that the wealth of the 
farmers ? 

Mr. Martin. Certainly, corn is the wealth of the farmers, but we 
are not using corn as the basis for money. 

Mr. Coan. If you borrow money on corn, it is the basis for money, 
isn’t it ¢ 

Mr. Martin. It is the collateral for the loan that you make. 

Mr. Coan. Isn’t gold collateral for our currency ¢ 

Mr. Martin. Gold is the base of our currency, and we have a fixed 
ratio, which you, the Congress, established. 

Mr. Coan. If we have 90 percent of parity on loans on corn, then we 
have an established ratio, do we not? 

Mr. Martin. A ratio that, against the market forces, you can main- 
tain only by removing a certain portion of the product from the 
market. 

Mr. Coap. But gold is $35 an ounce. That is an exact per-ounce 
price for gold. We are not using that gold. It is down there in Fort 
Knox, and actually we could say, in a sense, that it is in surplus, be- 

cause we are not even printing currency to the extent that the law 
allows on it. We could say that it is in surplus. But the price is $35 
an ounce and not less. 

Couldn’t we also say the same for corn. 

Mr. Martin. No, I don’t think it is quite the same, although—— 

Mr. Coap. Well, of course I know that this administration differs 
on farm policy from what they do on banking policy. 

Mr. Martin. No, I don’t—I am not talking for the administration 
now, but I don’t think the two policies have anything to do with each 
other. 

Now, Mr. Patman doesn’t think it makes any difference whether the 
gold is there or not, but I think he would think it was important 
whether the corn was there. I don’t think the two are parallel. 

Mr. Coan. I think the policy of this administration points out that 
they don’t consider them to be parallel. 

Thank you, Mr. Chairman. That is all. 

Mr. Muurer. Mr. Chairman, I would like to continue on the sub- 
ject that I was pursuing. 

Mr. Martin, is it not a fact that the United States Government is 
paying 10 cents per check to the banks throughout the Washington, 
D.C. area for the cashing of Government checks ? 

Mr. Marttn. I am sure I don’t know, Mr. Multer. 

Mr. Mutter. Will you verify that for us, please? And it is being 
paid by the United States Government to the banks throughout this 
area, which are the same banks which in this area have Government 
deposits which hardly vary from day to day through the year, on 
which they are paying no interest. 

The Cuarrman. Will you yield, Mr. Multer? 
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Why was the authority to pay interest on demand deposits with- 
drawn? I didn’t hear your answer to that question. I thought you 
might tell me in a few words. 

Mr. Martin. Because of the competitive problem at the time, Mr. 
Spence. That was one of the problems that they were wrestling with, 
because they thought that paying interest on demand deposits was 
draining, on a competitive basis, from one section of the country to 
the other, money which could be used in ways in money centers in 
which it could not be used in a small country town, to the disadvan- 
tage of the smaller banks throughout the country, and was creating 
a competitive position which was endangering the solvency of the 
banking system as a whole. That was the rationale that was applied 
to the bill. 

Now, Mr. Patman gave us the figures, I think, a little while ago, 
on what was being paid, didn’t you, Mr. Patman? 

Mr. Patman. About $300 million is my best recollection, although it 
has been many years since I knew about it. 

Mr. Martin. Right. 

Mr. Parman. That doesn’t include time deposits. That was on de- 
mand deposits, paid by all banks. 

Mr. Martin. That is right. 

The Cuatrman. It was being drained to the financial centers? 

Mr. Martin. That was the allegation and I think it was correct, and 
that $400 million that Mr. Patman was talking about, at that time, 
would be several times that amount today. 

Mr. Parman. At least four times, I think. 

Mr. Martin. I think that is a good estimate. 

The Cuarrman. It was used for competitive purposes by banks in 
the same town too, was it not ? 

Mr. Martin. Yes. 

The Cuarrman. I remember a bank that offered to pay a city, under 
a bid, 4 percent on its daily balances and demand deposits, and loaned 
its money at 3. That wasn’t a good project for the bank. 

Mr. Mourer. A bank couldn’t do that today, could it, Mr. Martin, 
having in mind the supervision of the FDIC, the Federal Reserve 
Board, and the Comptroller, as to national banks? Certainly a na- 
tional bank couldn’t get away with it, could it, for very long? 

Mr. Martti. I don’t think any bank would do it today. 

Mr. Mutrer. Suppose there was an instance where a bank wanted 
to do it. Could it get away with doing it for very long before the 
supervising authorities would find out and put a stop to it? 

Mr. Martin. I don’t think it would get away with it very long, no. 

Mr. Parman. Would you permit a question ? 

Could the type of money that Mr. Spence just asked about be con- 
strued as high-powered dollars in any sense of the term. Could these 
deposits in any way be construed as reserves upon which the bank could 
expand ? 

Mr. Martin. No, I don’t think so, Mr. Patman. 

The Cuarrman. That was done for a competitive purpose, with two 
banks about the same size in a town, and one I suppose felt that if it got 
the city deposits, it would be the larger bank. 

Mr. Mutter. Let’s pursue that a step further. During the year 1956 
the average daily balance of the United States Government in the 
commercial banks of the country was $3.23 billion, and during that 





seer 


FINANCIAL INSTITUTIONS ACT OF 1957 469 


same period, the average that the United States Government was pay- 
ing on its Government securities was 2.961 on new issues of 3-month 
bills, and over 3 all the way through on up to 12-month issues, and 
almost 314 on 5-year issues, and as of June 29, the 3-month bills were 
paying 3. ‘931; ;9tol2 months, 3 58; and 3- to 5-year issues, 3.86. 

Now, assuming that it would cost banks something to carry those 
accounts, if they only paid the Government 2 percent, which is just 
about half, and in some instances two-thirds of what they were 
earning on ‘the Government bonds, the Government would have been 
getting, at 2 percent, $60 million a year—or would have received $60 
million for the year 1956—for the money it had on deposit in demand 
accounts with these commercial banks, and which they could almost be 
certain would remain on deposit with them through the year. 

Surely there would be money in and out, but the average amount 
would be constant through the year. Why shouldn’t the United States 
Government get that $60 million ? 

Mr. Martin. Well, there are offsetting expenses that would have 
to be considered and that is a problem that would have to be worked 
out. 

I think that the demand deposit problem, the heart of it, to get back 
to Mr. Spence’s problem, is that 1 think the payment of interest on 
demand deposits would bear most heavily on the small banks of the 
country in the initial stages. They would have to be the ones that 
would have the greatest diffic ulty in meeting the competition. 

The larger institutions would be able to do things to attract business 
by that method, that would be precluded pretty well to the very small 
institutions. 

Mr. Mutter. Is that the answer to why the United States Govern- 
ment should not get interest on its demand deposits? Those deposits 
are not put with banks on the basis of whether they are big or small ? 

Mr. Martin. Well, there is a division there. They have class A, 
class B, and class C depositories. 

Mr. Mutter. There is an attempt to disperse those funds among 
as many commercial banks as possible in accordance with the needs 
and convenience of the Government. There is no attempt to concen- 
trate them; am I not right? 

Mr. Martin. That is right. As I said, there are three types, class 
A, class B, and class C depositories that the Treasury has. 

Now I am in the Treasury’s business at the moment. It is not our 
business. But they get various services from these banks for this, and 
their fiscal operations, and the way they handle them, is something 
that I am quite sure they would be willing to comment to you on at 
any time. 

Mr. Mutter. Do you think the services these banks render to the 
United States Government in connection with all the functions that 
they perform for the United States Government are very much dif- 
ferent from the functions they perform for the commercial depositor ? 

Mr. Maritn. I have never made any careful study of it, Mr. Multer. 

Mr. Parman. It is important, Mr. Multer, that this be brought out. 
You mentioned the funds being dispersed for the convenience of the 
Government, and also the services that the banks perform, indicating 
that maybe the Government draws checks on these banks. 
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Isn’t it a fact, Mr. Martin, that the Government never draws a check 
on a commercial bank? Rather, is it not true, that the Government 
only draws a check on a Federal Reserve bank ? 

Mr. Martin. That is right. 

Mr. Parman. And these deposits are placed in commercial banks 
out of reach of the Government’s checking account. They can’t even 
be reached by a check from the Government until they are drawn, in 
lump sums, into the Federal Reserve banks. 

Mr. Moutrer. Mr. Martin, will you tell us, if you can, how those 
moneys are withdrawn? I think the fact is that if the money is to 
be drawn down, the bank is given notice in advance by the Treasury 
of a certain number of days, that on such a date there will be a call 
upon it for a part of the money on deposit with the bank. Is that 
not so? 

Mr. Leonarp. That is correct, Mr. Multer, I would like to make this 
comment: That to a great extent these Treasury tax and loan ac- 
counts of which you are speaking do not represent the deposit, by the 
Treasury, of funds in those banks. To a very great extent they 
represent tax collections deposited with these banks for the account 
of the Government. 

Mr. Mutrer. And loan accounts. 

Mr. Leonarp. And in connection with the sale of Government securi- 
ties ; yes, sir. 

Mr. Mutter. Yes, sir. 

Mr. Leonarp. So that the deposits originate locally, and then are 
drawn, as Mr. Patman and you say, periodically, in a lump sum, to the 
Federal Reserve banks on which the Government draws its working 
checks. 

Mr. Mutter. So that actually these tax and loan accounts, which 
are moneys being paid into the local commercial banks for the account 
of the United States Government, are in effect time accounts, because 
they are not drawn down by check; they are drawn down on a certain 
number of days’ notice, never less than 10 days’ notice to the bank; 
isn’t that so? 

Mr. Tuomas. Three days’ notice. 

Mr. Leonarp. But that notice would not qualify as a time deposit 
under the Board’s regulations. 

Mr. Mutter. You mean the Government’s tax and loan accounts 
are being drawn down on 3 days’ notice ? 

Mr. Tuomas. In the big banks they can call them at 11 o’clock in 
the morning for payment that day. 

Mr. Mutter. They can? 

Mr. Tuomas. And they do. 

Mr. Mourer. They doasa matter of practice ? 

Mr. Tuomas. Yes, sir. 

Mr. Mutter. They docall them down? 

Mr. THomas. Very frequently. They give them 3 days’ notice that 
they are likely to need a certain amount, but now they can call them— 
and sometimes they redeposit these funds. The maintaining of these 
balances with the banks is not necessarily for the benefit of the Treasury 
or the banks. It is to keep the flow of money through the money 
market, from having an irregular flow of money in and out of the 
Treasury, and from having too serious an effect on the money market. 

Mr. Mutter. That is why there is a minimum balance kept with 
these banks? It is never all drawn down ? 
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Mr. Tuomas. That is right; because some is coming in and some is 
going out. And the Treasury tries to keep it as even as possible, but 
it is to keep from drawing too much money out of the community 
when a lot of money comes into the Treasury, and they dr aw it from the 
banks only as fast as they pay it out, so that the Treasury is not having 
too serious an effect upon the money market in taking money in and 
out. 

Mr. Murer. Are there not some Government accounts which are 
not drawn down on less than 10 days’ notice ? 

Mr. Tuomas. The small banks may have a little longer notice, yes, 
sir, the class A banks; but the B banks have about 3 or 4 days’ notice, 
and the C banks have a general notice, but they are subject to change 
every day. 

The Cuarrman. There isa rollcall on the floor of the House. 

Mr. Tatiz. Mr. Chairman, in this connection I should like to point 
out that a small bank in my district made a study of the balance it 
needed to accommodate the local post office, and it found that it 
couldn’t break even with less than a balance of $9.500. 

The Cuarrman. The committee will adjourn, to meet Monday morn- 
ing at 10 o’clock. 

(Whereupon, at 12:15 p. m., the committee adjourned, to recon- 
vene at 10 a. m., Monday, August 5, 1957.) 

(The follow ing letters and data were submitted for inclusion in the 


record by Hon. W right Patman :) 


COMMONWEALTH OF PENNSYLVANIA, 
DEPARTMENT OF BANKING, 
Harrisburg, July 28, 1957. 
Hon. WRIGHT PATMAN, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN PATMAN: As a result of my telephone conversation of 
this morning with your office, I am taking the liberty to forward to you here- 
with the statement of the position of the Pennsylvania Department of Banking 
on certain provisions of the Financial Institutions Act of 1957 on which the 
House Banking Committee is presently conducting hearings. I have heretofore 
sent copies of this statement to the Senators and Representatives from Penn- 
sylvania. 

The comments set forth in this statement are made primarily in the interest 
of preserving the integrity of the dual-banking system and to preserve the sov- 
ereignty of individual States in areas in which the States have primariy respon- 
sibilty and can most effectively exercise the needed controls. 

The provisions of section 51 of chapter 7 of title I—National Bank Act—ex- 
empting national banking associations from license and examination by State 
authorities is especially objectionable to those States which have endeavored to 
regulate and control the business of installment financing of the purchase of 
consumer goods. With the current rate of expansion of that busiuess, practices 
have developed which impose onerous and harsh burdens upon a large segment 
of our population which is required to acquire such goods on an installment basis. 
In Pennsylvania the business of selling motor vehicles on an installment basis 
has been regulated since 1947 under an act which requires the licensing and 
examination of both installment sellers and finance companies, including State 
and National banks, acquiring and holding the obligations arising out of such 
transactions. I understand that in the State of Indiana similar legislation has 
been in effect for a substantially longer period of time and covers a wide range 
of installment purchase transactions. The State of New York recently enacted 
legislation in this field. It is probable that other States have or will adopt 
similar laws as they appear to be needed for the protection of the public. The 
exercise of proper restraints and controls by the individual States appears to 
me to be a logical and necessary phase of the police power of the States. The 
exemption of national banking associations from such control and regulation 
would inevitably result in the exemption of State-chartered institutions in order 
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to prevent the competitive imbalance between the two systems. Such a result 
would deprive a large number of citizens of protection that they can have only 
through proper and adequate action of their government. 

I am taking the liberty to forward a copy of this letter and the statement 
enclosed to Chairman Spence of the House Banking Committee. 

Very truly yours, 
Rosert L. Myers, Jr., 
Secretary of Banking. 


FEDERAL LEGISLATION IN WHICH THE PENNSYLVANIA DEPARTMENT OF BANKING 
Is INTERESTED 


PREAMBLE 


The Pennsylvania Department of Banking is directly interested in the Federal] 
legislation hereinafter referred to now being considered by the 85th Congress for 
the following reasons: 

1. Dual systems of State and National financial institutions constitute the 
basic financial structure necessary to support the economy of the country. 

2. The strength and soundness of the dual systems require equality of com- 
petitive position as between the members of each system, i. e., State banks and 
building and loan associations as against national banks and Federal savings and 
loan associations. 

3. Legislation which gives the members of one system the competitive advan- 
tage over members of the other system is detrimental to the dual principle and 
should not be enacted unless it confers powers or imposes limitations that should 
be applicable to both systems and, in that event, such legislative changes should 
be enacted at both State and National level. 


ANALYSIS OF PROPOSED AND PENDING FEDERAL LEGISLATION 


1. Financial Institutes Act of 1957.—Reported to Senate Banking and Currency 
Committee by subcommittee headed by Senator Robertson on February 28, 1957. 


Title I—National Bank Act 

Chapter 7: National Bank Examinations and Reports. 

Section 51: State Examination or License Prohibited. 

This section provides that no national banking association shall be subject 
to examination by or required to pay any license fee to any State under the 
requirements of any State or local law in connection with carrying on any 
business which it has a right to engage in. This section should be amended by 
adding express language excepting any business for the conduct of which a State 
or National bank may be required by State law to obtain a license and to be sub- 
ject to the investigation and examination of its records, documents, and papers 
pertaining to such business by State officer, agency, or instrumentality in the 
necessary and proper exercise of the police power of the State requiring such 
license, investigation, and examination. 

Comment: In Pennsylvania, the Motor Vehicle Sales Finance Act regulates 
and controls sales and financing of motor vehicles. Other States have similar 
acts. Such businesses are regulated under the police powers of the States. The 
Motor Vehicle Sales Finance Act sets forth in the preamble the underlying rea- 
sons for the adoption of the act as a necessary exercise of police power. The act 
provides that persons engaged in a business subject to the act shall be licensed. 
We have considered the act applicable to both State and national banks engaged 
in the business of financing installment sales covered by the act. All State 
banks engaged in that business have been licensed. Many, if not all, national 
banks have applied for and have been granted licenses. Recently the Comptroller 
has taken the position that national banks are exempt from such requirements 
because of their inherent nature as instrumentalities of the Federal Government. 
We have advised the Comptroller that we intend to exercise our powers under 
the act with respect to national banks. This probably stimulated the original 
recommendation of the Comptroller which resulted in the inclusion of this section 
in the proposed act. 

If national banks are exempt from the requirements of the Motor Vehicle Sales 
Finance Act, it is only fair that State banks should also be relieved of com- 
pliance with that act. This would result in a large volume of the motor vehicle 
sales finance business being removed from proper supervision by the department. 
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In view of the nature of that business and its impact upon our citizens, it is 
important that this should not result. 


Title II—Federal Reserve Act 

Chapter 9: Regulation of Holding Companies. 

Section 54: Acquisition of Bank Shares or Assets. 

(b) This subsection should be amended to provide that the Federal Reserve 
Board shall deny any application affecting a national bank and disapproved by 
the Comptroller of the Currency and any application affecting a State bank and 
disapproved by the appropriate State supervisor. 

This subsection should also contain a provision that if the Board shall dis- 
approve an application which has been approved by the Comptroller or the 
appropriate State supervisor, the Board shall hold a hearing on the application 
in not less than 10 nor more than 30 days after written notice to the applicant 
and the approving authority. 

(ec) This subsection should be amended to provide that in determining whether 
to approve or disapprove any acquisition or merger or consolidation, the Comp- 
troller of the Currency and the appropriate State authority shall take into con- 
sideration the same factors required to be taken into consideration by the Fed- 
eral Reserve Board. 

Comment: The suggested changes in the act will make disapproval of an 
application by the Comptroller or the appropriate State supervisor final. It 
will also afford to such officials an opportunity to be heard by the Board before 
final disapproval by the Board of an application which they have approved. 
This will preserve essential power and authority vested in those officials. 

Section 58: Reservation of Rights of States. 

This section should be amended to expressly reserve to the States the power to 
prohibit the formation and operation of bank holding companies. That power 
would appear to be inherent in the States but it would appear to be wise to make 
the provision more explicit and certain. 

Title I1I—Federal Deposit Insurance Corporation Act 

Chapter 6: Supervision of Insured Banks. 

Section 23: Mergers and Consolidations. 

This section should be amended so that the Federal Reserve Board shall have 
authority to approve or disapprove mergers or consolidations resulting in either 
State banks or National banks after the action has been approved by the Comp- 
troller of the Currency in the case of national banks and by the appropriate 
State supervisor in the case of State banks. The right of those supervisors, 
however, to disapprove the merger or consolidation should be final. 

Comment: In view of current agitation on the subject of bank mergers and 
consolidations, it is apparent that legislative action on this subject will be taken 
by Congress. In view of this demand for Federal supervision and control, the 
Federal body to exercise such authority with respect to State institutions, in- 
sured as either members or nonmembers, should be the Federal Reserve Board. 
The right and power of the State supervisors to disapprove mergers and consol- 
idations finally should remain unchanged. 

It is suggested further that the Federal Reserve Board have the same powers 
with respect to mergers and consolidations involving national banks. This will 
place both the State and national systems on an equal footing. It would place 
State banks at a disadvantage if their mergers had to be approved by both State 
authority and the Board while mergers of nationai banks could be effected with 
the sole approval of the Comptroller as provided in the bill as drafted. Unless 
the consent of the Board is required for national bank mergers as well us State 
bank mergers, there will be a strong inducement for State banks to convert to 
national charters to the detriment of the dual-banking system. 

Title V, Federal Savings and Loan Association Act 

Section 6: Federal Savings and Loan Association Branches. 

This section, as recommended by the committee, restricts Federal savings 
and loan associations in establishing branches to the limitations imposed hy 
State law on State associations and mutual savings banks located and operating 
in the same State. This is sound. It is probable that a strenuous effort will be 
made to restore the original provision of the draft bill, which gave to Federal 
savings and loan associations the most liberal branching powers of either State 
banks or State building and loan associations. This aspect of the proposed leg- 
islation is not of present importance in Pennsylvania, since State banks and 
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State building and loan associations have the same territorial limitations with 
respect to the establishment of branches. 

I am submitting herewith as a separate schedule my suggestions for the 
amendment of the several sections of the bill to carry into effect the objections 
set forth in this memorandum. 

Rospert L. MYERS, Jr., 
Secretary of Banking, Commonwealth of Pennsylvania. 





PROPOSED AMENDMENTS TO THE FINANCIAL INsTITUTIONS AcT OF 1957 RECOM- 
MENDED BY THE PENNSYLVANIA DEPARTMENT OF BANKING 


TITLE I, NATIONAL BANK ACT 


Chapter 7. National Bank Examinations and Reports. 

Section 51. State Examination or License Prohibited. 

“No national banking association shall be subjected to examination by, or be 
required to pay any license or assessment fee, or penalty to, any State, political 
subdivision of any State, or any officer, agency or instrumentality of any State 
or political subdivision thereof under the requirements of any State or local law, 
in connection with or as an incident to such association’s authority to carry on 
any share of the business which by law it has the right and power to conduct. 
No person, copartnership, association, or corporation shall be prohibited from 
borrowing from or discounting or negotiating promissory notes, drafts, bills of 
exchange, conditional sales contracts, installment consumer paper, or any other 
evidences of debt or otherwise dealing with a national banking association 
because of the fact that such association has not been licensed pursuant to any 
State or local law [], excepting, however, any business for the conduct of which 
a State or National bank may be required by State law to obtain a license and 
to be subject to the investigation and examination of its records, documents, and 
papers pertaining to such business by a State officer, agency, or instrumentality 
in the necessary and proper exercise of the police power of the State requiring 
such license, investigation, and eramination.” 


TITLE Il, FEDERAL RESERVE ACT 


Chapter 9. Regulation of Bank Holding Companies. 

Section 54. Acquisition of Bank Shares or Assets. 

“(b) Upon receiving from a company any application for approval under this 
section, the Board shall give notice to the Comptroller of the Currency, if the 
applicant company or any bank the voting shares or assets of which are sought 
to be acquired is a national banking association or a district bank, or to the 
appropriate supervisory authority of the interested State, if the applicant com- 
pany or any bank the voting shares or assets of which are sought to be acquired 
is a State bank, and shall allow thirty days within which the views and recom- 
mendations of the Comptroller of the Currency or the State supervisory authority, 
as the case may be, may be submitted. If the Comptroller of the Currency or 
the State supervisory authority so notified by the Board disapproves the appli- 
cation in writing within said thirty days, the Board shall deny the application 
and shall forthwith give written notice of that fact to the applicant. Jf the 
Comptroller of the Currency or the State supervisory authority approves the 
application in writing within said thirty days, the Board shall forthwith give 
written notice of that fact to the applicant unless it disapproves in which event 
[within three days after giving such notice to the applicant] the Board shall 
notify in writing the applicant and the [disJapproving authority of the date for 
commencement of a hearing by it on such application. Any such hearing shall 
be commenced not less than 10 nor more than 30 days after the Board has given 
written notice to the applicant of the action of the [dis]Japproving authority. 
The length of any such hearing shall be determined by the Board, but it shall 
afford all interested parties a reasonable opportunity to testify at such hearing. 
At the conclusion thereof, the Board shall by order grant or deny the applica- 
tion on the basis of the record made at such hearing. 

“(e) In determining whether or not to approve any acquisition or merger or 
consolidation under this section, the Comptroller of the Currency or the appro- 
priate State authority, as the case may be, and the Board shall take into con- 
sideration the following factors: (1) the financial history and condition of the 
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company or companies and the banks concerned; (2) their prospects; (3) the 
character of their management; (4) the convenience, needs, and welfare of the 
communities and the area concerned; and (5) whether or not the effect of such 
acquisition or merger or consolidation would be to expand the size or extent of 
the bank holding company system involved beyond limits consistent with ade- 
quate and sound banking, the public interest, and the preservation of competi- 
tion in the field of banking.” 

Section 58. Reservation of Rights to States. 

“The enactment by the Congress of this chapter shall not be construed as pre- 
venting any State from exercising such powers and jurisdiction, including the 
power to prohibit the formation or operation of bank holding companies, which it 
now has or may hereafter have with respect to banks, bank holding companies, 
and subsidiaries thereof.” 


TITLE Ill. FEDERAL DEPOSIT INSURANCE AOT 


Chapter 6. Supervision of Insured Banks. 

Section 23. Mergers and Consolidations. 

“Without prior written consent by the Corporation, no insured bank shall 
(1) merge or consolidate with any noninsured bank or institution or (2) assume 
liability to pay any deposits made in, or similar liabilities of, any noninsured bank 
or institution or (3) transfer assets to any noninsured bank or institution in 
consideration of the assumption of liabilities for any portion of the deposits made 
in such insured banks. No insured bank shall convert into an insured State bank 
if its capital stock or its surplus will be less than the capital stock or surplus, 
respectively, of the converting bank at the time of the shareholders’ meeting 
approving such conversion, without prior written consent by the Comptroller of 
the Currency and by the Board of Governors of the Federal Reserve System if 
the resulting bank is to be a district bank, or by the Board of Governors of the 
Federal Reserve System and the appropriate State supervisory authority if the 
resulting bank is to be a State member bank (except a district bank) or a non- 
member insured bank [, or by the Corporation if the resulting bank is to be a 
State nonmember insured bank (except a district bank) ]. No insured bank shall 
merge or consolidate with any other insured bank or, either directly or indirectly, 
acquire the assets of, or assume liability to pay any deposits made in and other 
insured bank without the prior written consent (i) of the Comptroller of the 
Currency and of the Board of Governors of the Federal Reserve System if the 
acquiring, assuming, or resulting bank is to be a national bank or a district bank, 
or (ii) of the appropriate State Supervisor and of the Board of Governors of the 
Federal Reserve System if the acquiring, assuming, or resulting bank is to be a 
State member bank (except a district bank), or a State nonmember insured bank, 
[or (iii) of the Corporation if the acquiring, assuming, or resulting bank is to be 
a nonmember insured bank (except a district bank.) In granting or withhold- 
ing consent under this subsection, the Comptroller, the Board, or the [Corpora- 
tion] appropriate State supervisory authority, as the case may be, shall consider 
the following factors: [enumerated in section 15 of this Act.] (1) the financial 
history and condition of the company or companies and the banks concerned ; 
(2) their prospects; (3) the character of their management; (4) the convenience, 
needs, and welfare of the communities and the area concerned ; and (5) whether 
or not the effect of such merger, consolidation, acquisition of assets, or assump- 
tion of liabilities would be to expand the size or extent of the bank involved 
beyond limits consistent with adequate and sound banking, the public interest, 
and the preservation of competition in the field of banking. In the case of a 
merger, consolidation, acquisition of assets, or assumption of liabilities, the 
appropriate agency shall also take into consideration whether the effect thereof 
may be to lessen competition unduly or tend unduly to create a monopoly, and, 
in the interests of uniform standards, it shall not take action as to any such 
transaction without first seeking the views of each of the other two banking 
agencies referred to herein with respect to such question; and in such a case the 
appropriate agency may also request the opinion of the Attorney General with 
respect to such question. No insured State nonmember bank (except a district 
bank) shall, without the prior consent of the Corporation reduce the amount or 
retire any part of its common or preferred capital stock, or retire any part of its 
capital notes or debentures.” 

Rosert L. MyYEnrs, Jr., 
Secretary of Banking, Commonwealth of Pennsylwania, 
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TREASURY DEPARTMENT, 
BUREAU OF ENGRAVING AND PRINTING, 
Washington, D. C., July 31, 1957. 
Hon. Wright PATMAN, 
House of Representatives, 
Washington, D. C. 

My Dear Mr. PatmMan: The following data has been compiled in accordance 
with your letter of July 10, 1957, and your subsequent telephonic request of July 
29, 1957, relative to certain information regarding Federal Reserve notes. 

1. Since production records prior to the year 1925 are unavailable, we regret 
that we are unable to furnish you with the gross number of Federal Reserve 
notes printed from engraved plates and dies since 1913. However, the gross 
quantity produced would be in excess of the sum of items 2 and 3 below, as it 
would include normal allowances for spoilage during the various printing and 
processing operations. 

2. This Bureau has delivered 12,607,296,972 Federal Reserve notes, having a 
face value of $154,687,876,000, to the Comptroller of the Currency during the 
period from the establishment of the Federal Reserve System in 1913 to May 
31, 1957. See attached schedule. 

8. Inventory records of stocks of Federal Reserve notes, in all stages of vro- 
duction, at the close of business on May 31, 1957, are as follows: 


] ] 
Denomination Face value Number of 
| notes 








$5 | $90,919, 080 | 18, 183, 816 
$10__- ; x . ‘ 240, 951, 240 | 24, 095, 124 
a ‘ | 256, 221, 000 | 12, 811, 050 
$50___- : ; | 98° 249° 900 | 564, 858 
$100 | 45, 896, 400 458, 964 
Total - | 662, 230,620 | 56,113, 812 

1 


I trust that the foregoing information will be helpful to you. 
Very truly yours, 


H. J. Hoitzciaw, Director. 
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480 FINANCIAL INSTITUTIONS ACT OF 1957 


TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 

Washington, D. C., July 15, 1957. 

Hon. WRIGHT PATMAN, 

House of Representatives, 
Washington, D. C. 
DeaR Mr. PATMAN: I am pleased to submit the following data in accordance 
with your request of July 10, 1957: 


1. Aggregate amount of Federal Reserve notes which have been 

delivered to the order of the Comptroller of the Cur- 

rency by the Bureau of Engraving and Printing... __ $154, 687, 876, 000 
2. Aggregate amount of Federal Reserve notes which have 

been delivered by the Comptroller of the Currency to 

agents of the Federal Reserve System ~_--_-._--______ 147, 684, 156, 000 
3. Federal Reserve notes held by the Comptroller of the Cur- 

rency, 1914-18 series (old series) and 1928 series (gold- 

clause notes) destroyed under authority of the Secre- 

Gaey of toe Treas. 6. ig Ne dtacnan att iet an Wei a. 3, 248, 200, 000 
4. Amount of Federal Reserve notes held by the Comptroller 

of the Currency on May 31, 1957, pending delivery to 

oe __ th Sa eta P 3, 755, 520, 000 
5. Aggregate amount of Federal Reserve notes unfit for circu- 

lation which have been returned by Federal Reserve 

agents to the Comptroller of the Currency for cancel- 

I Ns ial een iano ewes meron 107, 109, 091, 205 


Sincerely yours, 
R. M. Gipney, Comptroller of the Currency. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., September 4, 1957. 
Hon. WRIGHT PATMAN, 
House of Representatives. 

DeaR Mr. PatMAN: Reference is made to your letter of August 1, 1957, re- 
questing information concerning the statutory authority of the General Account- 
ing Office and the procedures followed in connection with audits of currency 
transactions of the Bureau of Engraving and Printing, the Office of the Comp- 
troller of the Currency, and the Federal Reserve banks. 

Of the three organizations, only the Bureau of Engraving and Printing is 
audited by the General Accounting Office. The authority for the audit of this 
agency is provided by the act of August 4, 1950 (31 U. 8. C. 181d), which re- 
quires an audit of the Bureau of Engraving and Printing fund by the General 
Accounting Office on an annual basis. In addition, there are 2 organizations 
in the Treasury Department (not mentioned in your letter of August 1)—the 
Office of the Treasurer of the United States and the Bureau of the Public 
Debt—which participate in currency transactions and are audited by the General 
Accounting Office. Audits of these agencies are made under the general au- 
thority of the Budget and Accounting Act, 1921 (31 U. 8S. C. 53), and the 
Accounting and Auditing Act of 1950 (31 U.S. C. 67). 

We make no audits of the accounts, records, or activities of the Office of the 
Comptroller of the Currency and the Federal Reserve banks. It is our opinion 
that specific authorization by the Congress would be needed to permit us to 
undertake audits of these organizations. The activities of the Comptroller of 
the Currency are financed by assessments on national banks and member banks 
of the Federal Reserve System, and the law (12 U. 8. C. 481), provides that such 
funds shall not be construed to be Government funds or appropriated moneys. 
The Banking Act of 1933 amended section 10 of the Federal Reserve Act to 
provide that funds of the Board of Governors of the Federal Reserve System, 
which are derived from assessments on the Federal Reserve banks, similarly 
“shall not be construed to be Government funds or appropriated moneys.” The 
1933 act further provided that the Board should determine and prescribe the 
manner in which its obligations should be incurred and its disbursements and 
expenses allowed and paid. Also, as set out in title 12, United States Code, 
section 484, no bank is subject to any visitorial powers other than authorized 
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by law, or vested in the courts, or as shall be exercised or directed by the Con- 
gress or by either House thereof or by any committee of Congress or of either 
House duly authorized. 

Examinations of currency transactions are made as part of our audits of the 
activities of the Bureau of Engraving and Printing, Office of the Treasurer of the 
United States, and Bureau of the Public Debt. Our primary objective in the 
audit of these transactions is to determine whether the accounting controls, phy- 
sical safeguards, and systems of internal check maintained by the agencies are 
adequate and are functioning properly. The specific auditing procedures which 
we apply in order to accomplish this objective vary somewhat depending on the 
nature and significance of the transaction, internal-audit coverage, and past 
audit experience. Some of the principal procedures used are (1) inspections and 
surveys of operations, (2) examinations of documentary support for recorded 
transactions, (3) observations of currency and securities counts, and (4) con- 
firmations of balances. The application of these procedures in relation to specific 
currency transactions is described briefly in the following paragraphs, 

1. Manufacture of currency and securities 

The distinctive paper used by the Bureau of Engraving and Printing in the 
manufacture of currency and securities is under accounting control on a piece 
basis from the time the paper arrives in the Bureau in sheet form until com- 
pleted notes are delivered or spoiled notes are destroyed. Bureau control pro- 
cedures include daily balancing of the pieces within the operating units through 
the use of press readings of the number of sheets printed taken by employees 
independent of manufacturing operations. In addition, the Bureau’s internal- 
audit program provides for verification of the accuracy of the accounting records 
pertaining to inventories of currencies, bonds, etc., through physical counts to 
determine the existence of these assets. The internal auditors also evaluate the 
the adequacy of existing controls and determine whether prescribed procedures 
are being followed. 

During our audits of Bureau operations we review the work of the internal 
auditors by examining their reports, ascertaining the extent and adequacy of 
internal-audit coverage, and following up on significant findings and recom- 
mendations. We also inquire as to changes in operating procedures and observe 
their effects on existing controls. In addition, our audits include examinations 
on a test basis of the inventory control records and observations of the physical 
counts made by the internal auditors. 

2. Issue of currency and securities 

The Bureau of Engraving and Printing delivers completed currency and secu- 
rities to designated reserve vaults located in the Bureau of Engraving and 
Printing main and annex buildings. After delivery, United States currency is 
under the accounting control and in the physical custody of the Office of the 
Treasurer of the United States. The internal-audit staff of the Office of the 
Treasurer performs annually a complete count of the contents of the United 
States currency reserve vault to verify the accuracy of the accounts and the 
existence of the assets. During our audits of the Office of the Treasurer we 
observe these counts to determine whether they are effective and the results of 
the counts are proper. We also examine on a test basis the accounting records 
and transactions pertaining to the receipt and issuance of the United States 
currency by the Office of the Treasurer, and by correspondence we contirm bal- 
ances of unissued United States currency held in custody for the Treasurer by 
the Federal Reserve banks and others. 

Somewhat similar audit procedures are followed in our examination of trans- 
actions concerning public-debt securities delivered by the Bureau of Engraving 
and Printing to the vaults of the Bureau of the Public Debt. In the case of 
public-debt securities, however, the internal auditors of the Bureau of the Public 
Debt make counts of parts of the vaults’ contents at various times rather than 
a complete count annually as in the case of the Treasurer. We observe some of 
the internal-audit counts of securities and review the audit reports concerning 
the remainder. We also make occasional independent counts of certain classes 
of securities. Instead of confirming balances of unissued public-debt securities 
in the custody of Federal Reserve banks by correspondence with the banks, we 
review and rely on confirmations received by the Bureau of the Pubile Debt 
from Federal Reserve bank auditors and examiners of the Board of Governors 
of the Federal Reserve System. We also examine the records in the Bureau of 
the Public Debt relating to issues of public-debt obligations made or processed by 
the Federal Reserve banks. 
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We do no audit work in connection with unissued Federal Reserve currency 
after it is delivered by the Bureau of Engraving and Printing. At the time of 
delivery unissued Federal Reserve currency comes under the primary control 
of the Office of the Comptroller of the Currency and is held in the joint physical 
custody of this organization and the Office of the Treasurer of the United States 
pending shipment to Federal Reserve agents. 


8. Redemption of currency and securities 


The Federal Reserve banks and the Office of the Treasurer of the United 
States redeem currency and public-debt securities. The redeemed currency and 
securities are subject to detailed verification processes. 

Redeemed United States currency is verified and destroyed by the Federal 
Reserve banks under a delegation of authority by the Treasury. Representatives 
of the Office of the Treasurer regularly visit each bank to observe the actual 
operations and to inspect the adequacy of procedures. During our audit of the 
Office of the Treasury we review reports concerning these visits and examine 
the records of currency redemptions reported by the banks. 

Redeemed Federal Reserve notes, Federal Reserve bank notes, and national 
bank notes are verified by the Office of the Treasurer and the Office of the 
Comptroller of the Currency and destroyed by the Bureau of the Public Debt. 
Federal Reserve currency redeemed by the Federal Reserve banks is cut in half 
before shipment to the Treasury. The lower halves of all such notes are 
counted and examined by the Office of the Treasurer, and the upper halves are 
counted and examined on a percentage basis by the Office of the Comptroller of 
the Currency. The internal auditors of the Office of the Treasurer perform 
annually a count of redeemed currency in the process of verification by the 
Office of the Treasurer to determine the accuracy of the accountability records 
relating to these operations. As in the case of unissued United States currency 
in the custody of the Treasurer, we observe the internal auditors’ counts of re- 
deemed currency to determine whether they are effective and the results of the 
counts are proper. We also examine transactions on a test basis and check 
them to documents evidencing proper receipt and destruction of the currency. 
However, we do no audit work in connection with the currency redemption 
operations performed by the Office of the Comptroller of the Currency. 

Redeemed public-debt securities are canceled before shipment to the Bureau of 
the Public Debt for verification. The verification process in the Bureau consists 
of detailed counts and examinations of all securities redeemed to determine 
whether the redemption charges made by the Federal Reserve banks are proper. 
In addition to periodic observations of the verification operations to determine 
their effectiveness, our audits of the Bureau of the Public Debt include examina- 
tions of the records and reports relating to the redemption of securities prin- 
cipally to determine whether the accounting system is functioning properly. 

If you wish additional information, we are prepared to furnish it on request. 

Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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FirMs PRESENTLY OPERATING AS DEALERS IN UNITED STATES GOVERNMENT 
SECURITIES 

Dealers banks: 

Bankers Trust Co. 

Chemical-Corn Exchange Bank 

Guaranty Trust Co. 

Continental Illinois National Bank & Trust Co. 

First National Bank of Chicago 
Other dealers: 

Salomon Bros. & Hutzler 

Discount Corp. 

First Boston Corp. 

C. J. Devine & Co. 

C. F. Childs & Co., Ine. 

Aubrey Lanston & Co. 

Briggs, Schaedle 

D. W. Rich & Co. 

N. Y. Hanseatic Corp. 

W. E. Pollock & Co., Ine. 

Bartow Leeds & Co. 

©. E. Quincy & Co. 


MEMBERS OF THE ADVISORY COMMITTEF FOR THE Strupy oF FepERAL STATUTES 
GOVERNING FINANCIAL INSTITUTIONS AND CREDIT 


Chairman: Kenton R. Cravens, president, Mercantile Trust Co., St. Louis, Mo. 

Joseph A. Broderick, chairman of the board, East River Savings Bank, New 
York, N. Y. 

W. J. Bryan, vice president, Third National Bank, Nashville, Tenn. 

Henry A. Bubb, president, Capital Federal Savings & Loan Association, 
Topeka, Kans. 

Lester V. Chandler, professor, department of economics, Princeton University. 

C. Francis Cocke, chairman of the board, First National Exchange Bank, of 
Roanoke, Va. 

Maxwell F. Eveleth, Sr., vice president and cashier, Ocean National Bank, 
Kennebunk, Maine. 

Reese H. Harris, Jr., senior vice president, Connecticut Bank & Trust Co., 
Hartford, Conn. 

Theodore Herz, partner, Price Waterhouse & Co., Washington, D. C. 

Reed BE. Holt, executive vice president, Walker Bank & Trust Co., Salt Lake 
City, Utah. 

Norris O. Johnson, vice president, First National City Bank, New York, N. Y. 

Vivian Johnson, president, First National Bank, Cedar Falls, Iowa. 

Homer J. Livingston, president, First National Bank of Chicago, Chicago, Ill. 

C. Ward Macy, chairman, department of economics, University of Oregon, 
Eugene, Oreg. 

John J. McCloy, chairman of the board, Chase-Manhattan Bank, New York. 

Edwin P. Messick, executive vice president, First National Bank & Trust 
Company of Milford, Milford, Del. 

W. Franklin Morrison, executive vice president, First Federal Savings & Loan 
Association, Washington, D. C. 

Joseph M. Naughton, president, Second National Bank of Cumberland, Cumber- 
land, Md. 

Robert L. Oare, chairman of the board, First Bank & Trust Co. of South Bend, 
South Bend, Ind. 

William W. Pratt, executive director, Pennsylvania Credit Union League, 
Harrisburg, Pa. 

Everette D. Reese, chairman of the board, the Park National Bank of Newark, 
Newark, Ohio, and the First National Bank of Cambridge, Cambridge, Ohio. 

J. V. Satterfield, Jr., president, First National Bank of Little Rock, Little 
Rock, Ark.; director, Little Rock Branch, Federal Reserve Bank of St. Louis. 

James E. Shelton, chairman of the board, Security-First National Bank of 
Los Angeles, Calif. 
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M. B. Spragins, president, First National Bank of Huntsville, Huntsville, Ala. 

J. Cameron Thomson, chairman of the board, Northwest Bancorporation, Min- 
neapolis, Minn. 

William W. Whiteman, Jr., president, Oklahoma Industrial Finance Corpora- 
tion & Credit Service Loans Co., Oklahoma City, Okla. 

Ben Wooten, president, First National Bank in Dallas, Dallas, Tex. 


ee 


BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM, 
OFFICE OF THE CHAIRMAN, 
Washington, D. C., July 15, 1957. 
Hon. WrIcHT PATMAN, 
House of Representatives, Washington, D. C. 

DeaR Mr. PATMAN: In response to your letter of July 10, 1957, requesting 
certain information with regard to transactions in the Federal Reserve agents’ 
note account from the establishment of the Federal Reserve System in 1913 to 
May 31, 1957, I am pleased to send you the enclosed statement. 

Sincerely yours, 
Wm. McC. MARTIN, Jr. 


Cumulative report of Federal Reserve agents’ note account from the beginning 
of the Federal Reserve System to May 31, 1957 


[In thousands of dollars] 


Received from Comptroller of the Currency___..____-______-___-_ $147, 684, 156 
Delivered to Comptroller of the Currency for destruction___.___~ 107, 109, 071 
Unissued Federal Reserve notes on hand with Federal Reserve 
a aa ania enicicacens craves -ognsearnnss chap ony nh asecetebpeoemeer ss 13, 203, 710 
Federal Reserve notes outstanding (issued to Federal Reserve 
ae ia lel. le el a tee Naa Re i a ab 27, 371, 375 
Deen nn eee mister ae eee ie _. 147, 684, 156 
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486 FINANCIAL INSTITUTIONS ACT OF 1957 





Advances secured by U. 8S. Government obligations direct and guaranteed 


(pars. 


Federal Reserve bank or 
branch: 
Boston 
A | Reser ene rempaarees 
Dee os ee 
Philadelphia_____-_-_-_- 
Cleveland. ........ 
Cincinnati___-__ 
Pittsburgh ____ 
Richmond 


Charlotte 
Ree Fe: oc So 
Birmingham 
Jacksonville 
Nashville____—_ -—- 
New Orleans___ 
Chicago...2-.. = 
Detroit 


8 and 13, sec. 18) year 1956 
[In millions of dollars] 


Federal Reserve bank 
branch—Continued 
St. Louis- 


Amount 


ees 2, 853 


Salt Lake Ci 
Seattle_ 





Total 


or 


ity. 


.. 24,020 Little Rock__- 
5 1, 325 Louisville_ _ - 
. 10,999 Memphis_.- 

ce 5, 419 Minneapolis 

3, 280 Helena 

3 4, 740 Kansas City__- 

<3 1,910 Denver 

zh 1, 228 Oklahoma C 
5 1, 104 Omaha___-- 
Lt 1, 953 Dallas. __ 

3s 16 | El Paso 

; 521 Houston 

eee 369 San Antonio 
we 3, 054 San Francisco__. 
aS 7, 069 Los Angeles_ - 
<6 3, 412 Portland 


ty 


Amount 

1, 960 

109 
1, 042 
1, 529 
3, 438 

219 

947 
1, 844 
3, 021 
1, 949 
1, 904 


‘ 


~~ 
CO GO UT 


~1 Go Co OO bo 


wr 


{ 
251 
685 


108, 722 


Number and salaries of officers and employees, and net expenses of Federal 
Reserve banks, by head office and branches, 1956 


a ee > ae ee 
New York.._-- inten 
Rs cticcoabe 
Philadelphia-----_- 
Cleveland. eee 
Cincinnati_-_._- 
Pittsburgh -_- 
Richmond_._- 
Baltimore. ..-- 
Charlotte ___- 
Atlanta. ; : 
Birmingham. _-.. 
Jacksonville. 
Nashville___- 
New Orleans... 
Chicago... ; a 
Detroit..__-- : 
St. Louis _- 
Little Rock 
Louisville_ 
Memphis 
Minneapolis___ 
Helena. -- 
Kansas City 
Denver 
Oklahoma City 
Omaha 
Dallas 
El Paso 
Houston 
San Antonio 
San Francisco-_. 
Los Angeles. 
Portland... _- . 
Salt Lake City_- 
Seattle a 


Total 


1 As of Dec. 31, 1956. 


2 After reimbursement for certain fi 
3 Includes 892 part-time employees. 


Officers Empl 


Number! Salaries | Number! 





22 $326, 580 1, 241 
52 3, 471 
5 207 
28 1, 035 
22 913 
5 306 
6 473 
22 820 
5 287 
193 
19 555 
4 161 
4 243 
4 128 
4 211 
34 2, 369 
6 26 
20 752 
4 95 
4 147 
3 139 
23 604 
3 57 
16 600 
4 132 
4] 158 
. 4 146 
20 643 
| 3 72 
} 4 143 
4 145 | 
19 658 
6 670 | 
4 174 | 
4 168 
4 266 | 





399 5, 449,677 | 318, 908 


scal agency and other expenses. 


oyees 


Salaries 


$4, 373, 726 
15, 316, 833 
799, 790 

4, 081, 418 
3, 696, 137 
1, 198, 463 
1, 695, 682 
2, 977, 582 
993, 226 
627, 824 

1, 923, 126 
549, 639 





2, 797, 061 
3ly, 491 
546, 868 
106, 536 

1, 994, 501 
182, 565 

2, 268, 197 
482, 983 
532, 949 
490, 329 

2, 284, 224 
240, 155 


500, 788 | 


440, 307 
812, 453 





torn 


~] 
te 


Net 


expenses ? 






2, 475 
41, 269 
, 194 
, 810 
& 7, 606 
199, 644 
57, 802 

4, 138 
28, 422 
, 162 
, 459 
0, 867 
799 
; 525 
), 281 
, 336 
, 305 
, 980 
5, , 041 
3, 977, 206 
1, 044, 952 
857, 361 
1, 435, 201 


121, 182, 496 
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ACT OF 1957 


Rent expense for year 1956 


| 


FEDERAL RESERVE BANK OF BOSTON 


| 





487 














Number | 
Location L Purpose of square |} Amount 
] feet 
Boston, Mass.: 
119-125 Milk St Storage of old records._....-- decile | 1, 916 $1, 916 
Boston Storage Warehouse Co | Storage of old records ia * 96 
Post office | Post office boxes (2) __.. oma > ahinmtanellil 68 
Gardner, Mass.: First National Bank | Safe deposit box for custody of vault | + 
| combinations. 
Southbridge, Mass.: Worcester County Safe deposit boxes (3) for custody of vault |_.....__- 1143 
Trust Co, | combinations and emergency uses, 
Dudley, Mass.: Nichols Junior College_..| Security files and relocation site: } 
| January-November.. Kevdeten ce 1, 57 1, 100 
| December er 3, 074 2 6, 664 
Total rent expense nendieieeuiee 9, 991 
| | 


HEAD OFFICE 


Ithaca, N. Y.: 
Cornell University 


FEDERAL RESERVE BANK OF NEW YORK 





| 
| 
= sis Emergency relocation office __ - 2, 040 $4, 200 
First National-Safe Deposit Co-- Custody of code books and test arrange- |__..- = 40 
ments (July-December) 
Brooklyn, N. Y.: Local garage Parking of bank-owned car-.- sc achieitad dosnl 180 
Ridgewood, N. J.: Local garage... Parking of bank-owned car (January- |_- Sai 63 
| September). | | 
Mountain Lakes, N. J.: Mountain Lakes ..do ‘ iH 80 
garage. | 
Mount Vernon, N. Y.: Local garage | Parking of bank-owned car (September- | 40 
December). 
New York, N. Y.: National City Safe | Custody of unciphered combinations. > ‘ 6 
Deposit Co. | 
Ossining, N. Y.: County Trust Co... Custody of code books and test arrange- |_- | 20 
ments (January-July). | 
Electricity charges paid in 1956 on 23 
rented space vacated in 1955. 
cid ecokiscicuimaneniiaehnancadereeaaacediae 4, 652 
RUFFALO RRANCH } 
Buffalo, N. Y.: 
Downtown garage Parking of bank-owned car 192 
Edward St. garage do 180 
Post office Post office box. .-- 36 
I sci tad aici kcthen dntarpardaamieinadal ta dees eet deaias 408 
Total rent expense sail tate cael 5, 060 
FEDERAL RESERVE BANK OF PHILADELPHIA 
clic iiiietenceds cies con oe i ‘ la oa = 
Philadelphia, Pa.: | 
Robert Morris Bldg. --.- Storage of old records: 
January to December - asenanawasl Sa 3 $9, 020 
January to September-............-.-| 4,400 | 2, 475 
Beury Bldg-- Reserve vault space 675 | 1, 020 
Post office Post office boxes (2) hehe = ae s4 
Lewisburg, Pa.: Bucknell University. | Security file records and relocation | 1, 860 4 3, 080 
| center. | | 
| 


Total rent expense 


| 15, 679 


1 Includes $98 for altering locks and other alterations to boxes. 

2 Includes $6,564 for certain special structural features built for Reserve bank purposes and $4 for elec- 
tricity. 

3 Includes $170 for electricity and $30 for waterflow alarm service. 

4 Includes $1,455 for expense of renovating relocation center. 
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Rent expense for year 1956—Continued 


FEDERAL RESERVE BANK OF CLEVELAND 


Number | 





Location Purpose of square | Amount 
feet 
HEAD OFFICE | 
Athens, Ohio: 
Athens National Bank Building Record center (security files) : 1,139 | 5 $3,394 
Post office. .....-_- a _...-| Post office box---- 9 
Cleveland, Ohio: 
Post office - - -- peace ..do niece ll 36 
Local commercial bank. - . eae Safe deposit box. 6 
Total.. edits aaswissbintets oo “ 3, 445 
CINCINNATI BRANCH } | 
ait . . | 
Cincinnati, Ohio: 
Commerce Garage Building-__._- Security court for loading and unloading 6, 788 | 6 9, 631 
armored cars and transporting valu- } 
ables. 
Women’s Exchange Building- -- Storage of supplies-.-.- 2, 313 1, 260 
Post office _ - Post office box--..- 48 
Loca) commercial bank - - - Safe deposit box é 4 
Total. Seale = pidiinibateiniainsi j ints 10, 943 
PITTSRURCH RRANCH 
Pittsburgh, Pa.: 
Penn Rose Building -- Storage 8, 000 78, 012 
Gulf Building To house check collection operations 12, 883 8 55, 944 
Post Office Post office box 42 
Local commercial bank Safe deposit box 5 
Total se 64, 003 
Total rent expenst oa j 78, 391 
FEDERAL RESERVE BANK OF RICHMOND 
HEAD OFFICE | 
Asheville, N. C.: | | 
48 Patton Ave...-.-- a Security files, record storage center 608 $1, 520 
Post office Post office box ; . | 38 
Montreat, N. C.: Mountain Retreat Asso- | Alternate relocation site cahiven 170 450 
ciation. 
Richmond, Va.: Post office. _- Post office box. -_-.. : ; : 30 
Total ee ; ; ; ‘ 2, 038 
BALTIMORE BRANCH 
Baltimore, Md.: 
Jarboe Bros. Storage Warehouse, Inc_} Storage of furniture during remodeling . 290 
of branch building. 
Local garage -_--.- : ; Parking of bank-owned car 300 
Post office. -._-.- : Post office box 48 
Cl picid ends ae santa 638 
CHARLOTTE BRANCH | 
Charlotte, N. C.: 
522 South College St... - Storage of files and old records during 4,000 | 1, 608 
remodeling of branch building. 
Local garage ii Parking of 2 bank-owned cars. - 144 
Post office Post office box 36 
Local commercial bank - . Safe deposit box 3 
Total. 1, 791 
Total rent expense : : 4, 467 


5 Includes $194 for light and power, $123 for repairs and alterations, $70 for water softening service, and 
$7 for safe deposit box. 

6 Includes $31 for repairs and alterations, 

7 Includes $12 for light and power 

§ Includes $3,274 for light and power, $1,487 for cleaning, and $38 for repairs and alterations, 
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Rent expense for year 1956—Continued 
FEDERAL RESERVE BANK OF ATLANTA 


Number 
Location | Purpose | of square | Amount 
feet 


HEAD OFFICE 


Atlanta, Ga.: 


78 Marietta St_- | To house activities for Commodity 6,500 | * $15, 650 
| Credit Corporation. 
Silvey Building__- | To house Government ecard check and 38, 500 10 96, 984 
other departmental activities. 

Macon, Ga.: Mercer University - - Emergency relocation center. -. 45 1! 394 

Auburn, Ala.: | 
Alabama Polytechnic Institute | Records center (security files 1, 000 121,943 
Post Office.__. | Post office box... : 18 
Total. me! ‘ ; Sonus sla ie GPO ancoeutiel ‘i ‘ 114, 989 


RIRMINCHAM BRANCH 


Birmingham, Ala: | 


To} 0 “k an s , 
1914 North 4 Ave 1! rs aan ae | 13 6, 000 2. 000 
517 North 18 St '] ae ag Si 1 | 4 3,003 | 2 010 
Post office Post office box 2 
420 North 18 St__. ; Parking of 2 bank-owned cars (June to 150 
December). 
1819 North 5 Ave Same as above (January to June) 149 
Total . 4, 351 
JACKSONVILLE RRANCH 
Jacksonville, Fla.: Post office ‘ ‘ Post office box 36 
Total | 36 
NASHVILLE RRANCH 

Nashville, Tenn: 
316 Union St Storage of old records and office supplies 1, 890 1, 890 
314 Church 8t Parking of bank-owned car 180 
Total ‘ 2, 070 

NEW ORLEANS RRANCH 

New Orleans, La.: Post office Post office box 30 
Total : : 30 
Total rent expense , ¢ 121, 476 


* Includes $50 for electricity. 

10 Of this amount $25,000 represents rental cost for the year under a lease-purchase agreement which was 
in effect through December 1956, at which time, following the death of the owner, the building was pur- 
chased. The remainder consists of $51,476 for improvements, $11,562 for light, heat, power, and water, 
and $8,946 for taxes. 

ll Includes $94 for alterations. 

12 Includes $983 for repairs and alterations, 

13 January to May. 

4 June to December. 

15 Includes $377 for alterations, and $232 for heat, light, power and water. 
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Rent expense for year 1956—Continued 


FEDERAL RESERVE BANK OF CHICAGO 


Number 
of 








Location Purpose of square | Amount 
feet 
HEAD OFFICE 
Chicago, IIl.: 
416-18 South Federal St_- sais Storage of old records . 6 $14, 811 
900-20 North Franklin St-. Storage of supplies and surplus equip- 17 22, 419 
ment. 
175 West Jackson Blvd_-.-....----....- To house New Issue Division of Govern- 13,262 | 18 44,080 
ment Bond Department. 
Wells Jackson Garage. Parking of visiting nurse’s car 420 
Quincy State Garage..........-- Parking of 2 bank-owned cars. -....----..|-- 724 
Post office Post office box i aa 36 
Skokie, IlJ.: 8109 Skokie Blvd_-.----- Storage of furniture and equipment for 1, 025 1, 107 
ergency use 
Indianapolis, Ind.: 60 West 30th St__-_- Indiana office of Bank Examination 130 432 
Department. 
West Lafayette, Ind.: 
Life Science Bldg. No. 1, Purdue | Duplicate records repository.-...---.--. 1, 800 3, 600 
University. 
Post office _ _ - Post office box ; 12 
Lafayette, Ind.: Lafayette National Bank_| Safe-deposit boxes (2) for security files 33 
program. 
Total_ ‘ 87, 674 
DETROIT BRANCH 
Albion, Mich.: City Bank & Trust Co. | Storage of equipment and supplies for 240 312 
Building. emergency use. 
Detroit, Mich.: ; 
Riverside Storage & Cartage Co--. Storage of publie debt records. 700 840 
Post office_.- iad Post office box oe . 48 
I ciosaconrcitces ;: 1, 200 
Total rent expense : ood * ‘ 88. 874 
FEDERAL RESERVE BANK OF ST. LOUIS 
HEAD OFFICE 
Cape Girardeau, Mo.: Southeast Mis- | Duplicate records center 918 19 $1, 287 
souri State College. 
St. Louis, Mo.: 
Post office. -- Post office box | 24 
First National Bank_. Safe-deposit box for storage of sealed 5 
combinations to vaults. | 
Total. 1, 316 
LOUISVILLE BRANCH | 
j 
Louisville, Ky.: 
635 West Main St--. Storage of old records, surplus equip- 3, 960 720 
ment and stock of supplies. | 
Post office. > Post office box | 42 
Kentucky Trust Co..-.. Safe-deposit box for storage of sealed rd 4 
combinations to vaults. | 
Local garage-. Parking of 2 bank-owned cars. - eet 360 
Total. 1, 126 
MEMPHIS RRANCH j 
| 
Memphis, Tenn.: : 
161 Jefferson Ave Storage of old public-debt records 69 125 
Post office - -- Post-office box ; 36 
First National Bank_- Safe-deposit box for storage of sealed 4 
combinations to vaults 
Local garage. - Parking of bank-owned car 4 
Total. 169 


16 Includes $132 for repairs, $212 for electricity, $654 for coal, $28 for gas, $2 for 
service. 
‘7 Includes $224 for electricity and $295 for window cleaning service. 
i8 Includes $4,664 for electricity, $216 for water, and $255 for repairs. 
'® Includes $387 for alterations. 


water, and $33 for refuse 





FINANCIAL INSTITUTIONS ACT OF 1957 


Rent expense for year 1956—Continued 
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FEDERAL RESERVE BANK OF 8ST. LOUIS—Continued 
seen sl - : ion “eens 

| Number | 

Location Purpose of square | Amount 
feet 
| | 
LITTLE ROCK BRANCH 
Little Rock, Ark.: 

Post office... wtuacncwcdusl ORGS co 5 sso dimmers io meatal enaked ib eeeiat $36 
Union National Bank.........-...----| Safe-deposit box for storage of sealed |... ..--.. 5 

combinations to vaults. | 
RE ec cicmeeaeniad | Parking of 2 bank-owned cars...._.....- | 237 


Total 


Total rent expense---- 


FEDERAL RES 








ERVE BANK OF MINNEAPOLIS 


























| 
HEAD OFFICE 
Minneapolis, Minn.: | 
Minneapolis Syndicate Bldg_.......-.| Rental of space to house various depart- | 18, 541 $45, 549 
| ments during renovation and remodel- | 
ing of main office building (January 
| to October). 
Thorpe Bldg cowl Pa MS deen a cece 4, 843 | 13, 353 
Minneapolis Van & Warehouse Co..-| Stor: an Gr Gan TOGGTOR. ... nncecceccceecees | 2, 344 1, 860 
Post office : ....---| Post-office boxes (2) - slik Bs 66 
Local garage..........-. Parking of 2 bank- owned cars....-------| 600 
2, Reade oem ieaneeee sibsteseaiss eR ee eee ae a 61, 428 
} — — 
HELENA BRANCH | 
Helena, Mont.: | 
Post offite.... 2... Act tCtMA.nAs | Post-office box- [RB aclecasicees 23 
Local garage. .......-.-- one | Parking of bank-owned car-.---.-------- Se. | 14 
First National Bank--- aed | Safe-deposit box.....--- ik ---| e 3 
TOs dscns naleuaee aonans fos aici tiateai tise cccieengael ana wanda 40 
| = |S 
Total rent expense . ‘ Joule te. DE » oa - pas 61, 468 
| - ’ | .— 
FEDERAL RESERVE BANK OF KANSAS CITY 
emcee ‘ - ae 
DENVER BRANCH | 
| 
Denver, Colo.: Post office...........----- | Post office box_.-. asic ee SELLS $30 
| | 
OKLAHOMA CITY BRANCH | 
} 
Oklahoma City, Okla.: | 
Post office... nt : a : ss -rolassnecenes 42 
Local garage. ‘ | Parking of bank-owned car-. tensa rewaae 265 
| 
OMAHA BRANCH | 
| | 
Omaha, Nebr.: Bekins Van & Storage Co.| Storage of old records........-- mel 184 341 
| ge 
Total rent expense o<e oa i ‘ 71 678 
FEDERAL RESERVE BANK OF DALLAS 
HEAD OFFICE 
Dallas, Tex.: 
Santa Fe Terminal Bldg...........-.. Storage of old records___. ean 10, 000 $10, 450 
EUOUEUNOON TIIGE os onicann<cuntnacns ace Quarters for Commodity Credit Corpo- 11, 514 33, 762 
| _ ration activities. 
Post office... oe Post office box... - =— 30 
Abilene, Tex.: Hardin-Simmons Uni- | Secondary records stor ge center in con- | 1, 000 20 2, 406 
versity. | nection with security files program. 
Wibtabobisndseninees 


20 Includes $6 for repairs. 


46, 648 








H 
i 
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Rent expense for year 1956—Continued 


Location 


EL PASO BRANCH 


E] Paso, Tex.: 
1601 Magoffin Ave 
Post office _-___ 
Local garage 


Total. = 
HOUSTON BRANCH 


Houston, Tex.: 
Patrick Transfer & Storage Co ae 
Post office _ - - 
Channel Garage - -- z 
Westheimer Transfer & Storage Cc 


Total. ‘ diate 
SAN ANTONIO BRANCH 
San Antonio, Tex.: 


Transit Tower - 
314 East Josephine St................- 


Post office... oe 
Transit Tower Garage_- 


Total. 


Total rent expense_._- 


HEAD OFFICE 


San Francisco, Calif.: 
444 Sansome St...--. 


317 Front St_- Sa Mien 
Visalia, Calif.: College of the Sequoias-- 


Total _.- 
LOS ANGELES BRANCH 


Los Angeles, Calif.: 
echt unaead came 


931 South Olive St adie . 
933 South Olive St__- e 


935 South Olive St 
Post office 


Total 
PORTLAND RRANCH 
Post office 


Portland, Oreg.: 


Total 


21 Cubic feet. 


FEDERAL RESERVE BANK OF DALLAS—Continued 


Purpose 


Storage of old records. -.. 
Post office box 
Parking of bank-owned car 


Storage of old records 

Post office box ; 
Parking of bank-owned car 
Storage of old records 


Storage of supplies (January to October 

Storage of old records (January to 
November). 

Post office box 

Parking of bank-owned car 


FEDERAL RESERVE BANK OF SAN FRANCISCO 


Storage of spare partitions and equip- 
ment, 

Storage of supplies and old records 

Storage of emergency equipment 
supplies. 


and 


Storage of old records and excess furni- 
ture and equipment (January-July 

Storage of old records (January-April 

Purchasing and stockroom (January 
July). 

Personnel department (January-July) 

Post office box 


Post office box 


22 Includes $389 for light, heat, power, and water. 
23 Includes $177 for light, heat, power, water, and alterations on premises. 


*% Includes 





$195 for light, heat, power, water, and alterations on premises. 


23 Includes $258 for light, heat, power, water, and alterations on premises 





Number 

of square | Amount 

feet | 
418 | $600 
| 36 
202 
838 

| 
986 708 
42 
| 165 
21 560 | 88 
1, 003 

| 
600 900 
2, 000 1, 375 
on 42 
we 108 
..| 2,425 
50, 914 
1, 800 $528 
19, 000 22 9 389 
50 10 
9, 927 
3, 290 2, 048 


231,077 
241, 187 
25 1, 590 

42 


5, 944 


36 


36 
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Rent expense for year 1956—Continued 
FEDERAL RESERVE BANK OF SAN FRANCISCO—Continued 


| ; 
| Number 
| 





Location Purpose of square | Amount 
feet 
SALT LAKE CITY RRANCH 
Salt Lake City, Utah: 
51 Sonth State St. and/or 110 Motor | Storage of old records and supplies. - -- 2, 736 $1, 368 
Ave, } } 
North Temple Garage - - -- Parking of 2 bank-owned cars . 26 260 
Post office... ... ‘ | Post office box... - 36 
Bojse, Idaho: 
First National Bank Bldg | Security files -| 253 27 850 
Boise Junior College | Emergency facilities ; 10 
Total 2, 524 
SEATTLE BRANCH 
Seattle, Wash.: Post office................| Post office box...........-. chicdmiciembeieiaiae 36 
OR evckcttnnnsancntniniadinpeniiinn Sg ‘ sical ple haniiadiiia . 36 
SOR IRs ssn sncicksetacaselec dee eats erstin enw iby a ial ssn ‘ 18, 467 





26 Includes $4 out-of-town garage rent. 
27 Includes $10 for alterations. 


NoTE.— Rental of space at Los Angel ioned by remodeling of branch building. 
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MONDAY, AUGUST 5, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 
ae committe met at 10 a. m., Hon. Brent Spence (chairman) pre- 
siding. 

Passat: Chairman Spence, Messrs. Brown, Patman, Barrett, Mrs. 
Sullivan, Messrs. Vanik, Coad, Anderson, Breeding, Talle, Widnall, 
Betts, Mumma, Seely-Brown, Henderson, and Chamberlain. 

The CHatrman. The committee will be in order. 

We will resume the hearings. We have Mr. Martin with us this 
morning. 


FURTHER STATEMENT OF HON. WILLIAM McC. MARTIN, CHAIR- 
MAN; ACCOMPANIED BY WOODLIEF THOMAS, ECONOMIC AD- 
VISER; DAVID B. HEXTER, ASSISTANT GENERAL COUNSEL; AND 
ROBERT F. LEONARD, DIRECTOR, DIVISION OF BANK OPERA- 
TIONS, FEDERAL RESERVE SYSTEM 


Mr. Patman. I want to make a correction first. The other day I 
volunteered the information that I thought the service charges last 
year were $156 million. 

I had just seen the Journal of the American Bankers Association for 
August, where that figure appeared, but on looking at the figure again 
I find that that is the additional amount, the increase between 1951 and 
1956, and that the full amount, which appears on page 46 of the 
journal, is $386 million for the entire year for all of the banks’ service 
charges. 

I made that mistake, and I wanted to make sure that the record is 
corrected on it, Mr. Chairman. 

Now, Mr. Martin, I am shortening my questions as much as I can 
consistently, that is, from my standpoint; I will take advantage of the 
opportunity that you have always offered to answer any questions in 
writing as the chairman has urged me to do as much as possible instead 
of putting them to you personally here before the committee. I shall 
take advantage of that, but I must ask you some questions orally today. 

First, as to your methods and weapons used to fight inflation, these 
include the Board’s authority to adjust reserve requirements, opera- 
tions of the Open Market Committee, and also changing the discount 
rate. 

Now the law, as I read it, provides by the 1935 amendments, section 
19, that the Board may change reserve requirements within the statu- 
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tory limits “in order to prevent injurious credit expansion or contrac- 
tion.” 

Now, of course, that is what you have been trying to do—prevent 
injurious credit expansion—but the law was amended to provide spe- 
cifically that adjustments in reserve requirements would be used for 
this purpose. As to the purposes for which you adjust the discount 
rates, section 14 provides that every Federal Reserve bank shall have 
the power subject to review and determination of the Board, to estab- 
lish discount rates which shall be fixed according to the law, “with a 
view of accommodating commerce and business.” 

The Congress has spoken rather specifically on the method to be used 
to prevent injurious credit expansion or contraction. This is the 
reserve requirements. But in adjusting the discount rate, that is to be 
done “with a view of accommodating commerce and business.” 

Is that your understanding of the law, Mr. Martin ? 

Mr. Martin. I think you quote the law correctly, Mr. Patman. 

Mr. Parman. Yes, and for that reason I think that the Board has 
been wrong in using the discount rate for this purpose. Every time 
you have wanted to tighten credit you have arbitrarily increased all 
interest rates. Yet the law is rather specific that reserve requirements 
should be used for the purposes of preventing injurious credit ex- 
pansion or contraction. 

I noted the other day the different times that the discount rate had 
been changed. On August 21, 1950, the rate was fixed at 134. It 
was not changed again until January 16, 1953, when it was set at 2. 
Although not all of the banks changed the rates on that date. 

You know several banks were changing their discount rates on or 
about that date. I remember it was during inauguration time, the 
rate was being changed then from 134 to 2 percent. Then after that 
it was discovered evidently that you had gone too far, and, on Febru- 
ary 5, 1954, you reduced the discount rate to 134 and then again 2 
months later, April 16, 1954, you reduced it again to 114 percent. 

But then after that, you commenced in 1955 a long series of in- 
creases. April 15 you increased it to 134; August 5, 1955, to 2; 9th of 
September, 1955, to 214; November 18, 1955, to 214; April 13, 1956, 
to 2.75; August 24, 1956, to 3 percent. 

The point I want to make, Mr. Martin, is whenever you want to 
loosen up credit, you use reserve requirements, but when you want to 
tighten up credit you use the discount rate. It occurs to me that you 
should certainly have considered these other weapons and used at 
least some of them or tried some of them at some time rather than 
using the only weapon that would arbitrarily force an increase in 
interest rates clear across the board. That is the point I am trying to 
make, Mr. Martin. 

Mr. Martin. Well, Mr. Patman, I am glad to comment on that be- 
cause the discount rate has from time to time almost fallen into disuse 
as an instrument. Now when we did not have flexible monetary poli- 
cies—I have not reviewed this so I will have to check what I am saying 
here—but I think it was from about August 1937, until 1948, roughly 
1948, that is an 11-year span, the discount. rate stayed at 1 percent, 
except for a special rate of one-half percent on advances secured by 
Treasury bills from late 1942 to early 1946. That is my recollection 
of it. I would have to check that to be precise, but that is approxi- 
mately correct. 
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Now during the period that we had a pegged market and we pur- 
chased ager essively Government securities to maintain that peg, elim- 
inating, in general, operations of the discount window, they became 
rusty, and w vhen we came to the return of flexible monetary policy, we 
began to use all of these instruments which are not separable. 

I don’t think that the law in spelling out injurious credit expansion 
or contraction was trying to imply that there was any separation be- 
tween reserve requirements and the discount rate. 

Now actually what has happened is, as I have testified here, that to 
raise the reserve requirements in the jast 18 months would have had 
no effect except to put interest rates considerably higher than they 
presently : site becmtiae the pressure would have been that much more 
acute. Now by using the discount mechanism and open market opera- 
tions, and not using - the blunt instrument of a drastic increase in re- 
serve requirements, it is my judgment, and I am sure the judgment of 
the Board and a great majority of those that have studied this, that 
we have minimized the increases in interest rates that would have 
occurred. 

Now the question of reduction in reserve requirements—you must 
look at this in the perspective that I have pointed out frequently— 
when the Korean war struck, we invoked almost all of the direct 
weapons. We used what we had, selective controls, regulation W, regu- 
lation X; there were price ¢ and wage controls that were put in; gen- 
eral controls were not utilized until the Treasury reserve accord of 
1951. All of that has to be taken into account. 

We put reserve requirements up about as high as we could put them 
in that period. In the central reserve cities they went up 24 percent, 
just 2 points from the high that the law permits. They had been 
adjusted downward by roughly 4 points to the present 20, in the period 
of inventory readjustment of the 1953-54 period. 

Now the reason for the disuse of the discount method during the 
— of the peg was that under those circumstances you didn’t have 

exible monetary policy. I hope to see the time come when you can 
make adjustments of the discount rate without creating a great stir 
as though something terribly important had happened. 

It is largely an adjustment to conditions that already exist in the 
market. It is not a controlling factor in my judgment in creating con- 
ditions in the market. 

Mr. Parman. It is a fact though, Mr. Martin, that the discount rate 
is purely psychological, since the discount window is not used enough 
to have really any great effect; it is strictly psychological. 

Mr. Martin. It is not psychological to the person who is using it. 

Mr. Parman. Well, it is not used much, Mr. Martin, in comparison 
to the business of the country. 

Mr. Martin. At timesit is, Mr. Patman. 

Mr. Gavin. To draw on my memory, but in the late 1952 early 1953 
period, discounts went up over $2 billion at the window. I consider 
that quite substantial. 

Mr. Parman. Before getting down to the questions I wanted to 
be sure to ask you, I would like to ask about one or two matters which 
came up recently. In this morning’s New York Times, there is an 
article by Mr. Dale. 

Did you see that article ? 

Mr. Martin. Iam sorry, sir, I haven’t. 
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Mr. Parman. The gist is, that you expect to force an inventory re- 
duction. That is force the concerns which have large inventories to 
get rid of them at a price; in other words force lower prices, rather 
than making money available for them to carry these inventories. 

Is that a correct interpretation of what you intend to do? 

Mr. Martin. I don’t know the article that you are referring to, but 
I testified last week that the money supply has been increasing. The 
supply of savings has been increasing, but the demand has been ex- 
ceeding the supply. The increase in the gross national product from 
1955 to 1956 amounts to in excess of $10 billion. 

I am talking about from 1 year to the next. That represents noth- 
ing but a markup in prices w ith no additional goods and services being 
created. ‘That I conceive to be an inflationary situation, and I would 
say that the chances are that adjustments, and adjustments which 
certainly the Board is not seeking, certainly I am not seeking, I don’t 
want anybody ever to have to lose any money, I don’t ever want any 
recession—but if you miscalculate markets or misjudge demand, there 
is a point at which you have to take the adjustments just as I think I 
used the illustration last week that if a child puts his hand into the 
fire, I don’t want him to be burned, but the way things are, he gets 
burned. 

Now, that is the adjustment process. We had some adjustment in 
inventories in 1953 and 1954, and I think the country was quite suc- 
cessful in taking the adjustment. 

Mr. Parman. Well, it caused the money managers, though, to take 
an about-face in 1953 when the adjustment went too far, and you had 
to backtrack, didn’t you ? 

Mr. Marrin. We changed our policy, but we could not avoid the 
elimination of excesses. Now, it would be very nice, Mr. Patman, as 
you and I have discussed this a number of times, if we could find 
some magic or some method of cranking up the economy whenever it 
was sagging, and stopping it off w henever it is becoming too exuberant. 

There is no such magic, and the excesses that occurred in the post- 
Korean period—the waste, and extravagance, and incompetence, and 
inefficiency that always comes with a period of that sort—has to be 
liquidated at some point, has to be adjusted at some point, and gen- 
erally speaking, the quicker those adjustments are made, the better 
off the whole economy is. 

Mr. Parman. You talked about expansion of the gross national 
product. Isn’t it a fact that since 1952 the increase in money supply 
has been at about 2 percent annually; is that right? 

Mr. Martrn. If you are talking about the quantity of money, yes, 
but the velocity of money 

Mr. Parman. About 2 percent? 

Mr. Martin. No, don’t limit it to 2 percent. The velocity of money 
has been a very important factor during this period of upswing. It 
is my view that the increase in the money supply of 1 percent or a 
little less than 1 percent during a portion of last year and the present 
year, actually amounts in terms of the quantity of money to con- 
siderably above 3 percent by virtue of the velocity of money which 
has come into play, and which has contributed actively to a money 
supply which although we have talked about this period as tight 
money, I have frequently said it is actually in one sense a period of 
loose money. 
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Mr. Parman. Well, of course, there has been plenty of money avail- 
able at a price, but the price is terrible. I don’t think anyone has 
failed to get money if he set out to get money on a loan, if he was will- 
ing to pay the price that it took. When Government bonds have 
been forced down to 88, 86, and 85, people are willing to sell those 
bonds and take a loss, provided the price at which they can lend the 
money is high enough. 

If an applicant for a loan is willing to pay a price which will make 
it attractive to the person who owns a bond to sell that bond at a loss 
in order to finance this loan application, he can get the money, but the 
price would be terrible, Mr. Martin. 

Mr. Martin. Well, it is prices that we are concerned with, Mr. 
Patman. 

Mr. Parman. Well, I am talking about the price of money. 

Mr. Martin. The rising prices, and the expansion in the economy, 
have resulted in an increase in the cost of living for 10 successive 
months. 

Mr. Parman. That is right, and your interest rate increase has not 
helped any, has it? You haven’t seen any evidence—— 

Mr. Martin. In my judgment, the interest rate has helped consider- 
ably. The increase in the cost of living would be substantially greater 
if it had not been for this adjustment process that was going on, and 
the interest rate mechanism which is part of the price mechanism. 

Of course, it is a price, and I want to reiterate and keep reiterating 
that I am not in favor of high interest rates, I am in favor of as low 
interest rates as it is possible to have without producing inflationary 
pressures, because I believe that you will get the greatest formation 
of capital with itnerest rates on that basis, but I do not believe that 
you can have interest rates decided by fiat or by Government decree. 
I think that interest rates are one of the balancing factors. They are 
a wage to the saver as well as a cost to the borrower, and during the 
present period we have an inadequacy of saving for the expansion that 
the country requires. 

Mr. Parman. Just two other points before I get to those questions 
I must ask you, Mr. Martin. 

Now, in November 1955, contrary to what you have always told me 
in answer to questions, that you would not support the Government 
bond market because of any suggestion or request by the Treasury, 
or anyone else, it is a fact that Mr. Humphrey persuaded you to go 
into the market and support the Government bond market in Novem- 
ber of 1955. Didn’t he call you personally and persuade you to get 
that done by telephone conversations with others? 

Mr. Martin. We have been over that, Mr. Patman, and I am glad 
to go over itagain. You will recall that I believe it was in November 
of 1955 when we raised the discount rate to 214 percent, I believe. We 
had raised the discount rate earlier in that year. This was the fourth 
increase in the discount rate in 1955. 

There was considerable tension in the money market and you were 
approaching the Christmas year-end problems in the money market, 
which is a very difficult period because of the enormous shifting of 
funds that takes place in this great country of ours at that time of 
year. 

* Mr. Humphrey did, as you say, and Mr. Burgess did, as you say— 
they did not put pressure on me, they called the situation to my atten- 
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tion, and we labored very sincerely and earnestly with that problem, 
and I came to the conclusion, as did some of my other colleagues, that 
under those particular circumstances—as an exception to a “rule, not 
as a ru'le—that it would be wise for us to assist the Treasury modestly. 

We agreed to assist the Treasury up to a purchase of some $400 
million of maturing issues. Actually we only had to buy $167 million. 

Mr. Parman. Now, what did you do in 1952 when Mr. Snyder, the 
then Secretary of the Treasury, made a similar request ? 

Mr. Martin. During 1952 we, as a matter of practice, were inter- 
vening in the Government securities market , either to buy rights or 
similar issues. We were gradually working out from the Treasury- 
Federal Reserve accord, and during 1952 I “conferred every morning 
of the week with Secretary Sny der, and I worked just as close ly with 
Secretary Snyder as with Secretary Humphrey. There has been no 
politics in the operations of the Federal Reserve Board. 

Mr. Parman. Did you or did you not carry out Secretary Snyder’s 
request ? 

Mr. Martin. I carried out, to my knowledge, all of the requests that 
he made of me. When I say “requests,” we sat down and talked over 
the problem and came to agreement. I don’t recall any disagreement 
with Secretary Snyder in 1952. 

Mr. Parman. The other day I asked you about these gold certifi- 
cates, and you said they had not been printed. When a Federal Re- 
serve bank president, or someone acting for him, goes to the Federal 
Reserve agent to get Federal Reserve notes, he is supposed to deposit 
so much in gold certificates, is that correct? Is he supposed to deposit 
at least 25 percent in gold certificates ? 

Mr. Martin. That is right. 

Mr. Parman. And you state they are not printed. What do they 
actually use, instead of gold certificates; what do they give the Fed- 
eral Reserve agent in exchange for the Federal Reserve notes? 

Mr. Marri>;. Well, they don’t have gold. They use gold certificates. 

Mr. Parman. Well, you said the gold certificates have not been 
printed. 

Mr. Martin. Will you cover this, Mr. Leonard ¢ 

Mr, Leonard is completely familiar with that. 

Mr. Parman. I would like for him to answer that 

Mr. Leonarp. Mr. Patman, some few gold certificates have been 
printed; some few gold certificates are pledged. The great bulk 
of it 

Mr. Parman. Now, wait a minute. You are talking too fast for me. 
Some of them have been printed ? 

Mr. Leonarp. And some of them have been pledged by the bank 
with the agent. 

Mr. Parman. Have you had all of the gold certificates printed? 
That. is, all that are supposed to be printed 1 that the Federal Reserve 
banks are supposed to have? 

Mr, Lreonarp. I would like to answer that in a eaten fashion. 
The bulk of the gold certificate credits pledged against the Federal 
Reserve notes are the gold certificate credits with the Treasury. 

Mr. Parman. Well, Mr. Leonard, I don’t consider that a ‘direct 
response to my question. 

Now, you are supposed to have $20 billion in gold certificates, are 
you not ? 
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Mr. Leonarp. About that. 

Mr. Parman. Well, have you had all of those gold certificates 
printed? Do you actually have about $20 billion worth of gold cer- 
tificates ? 

Mr. Leonarp. The pieces of papers, no, sir. 

Mr. Parman. How mach do you have in printed gold certificates? 

Mr. Leonarp. About $2,815 million. 

Mr. Parman. In other words, about $17 billion-plus you do not 
have. 

Mr. Lronarp. There is a statutory provision which I will ask Mr. 
Hexter to refer to which defines these credits with the Treasury as 
being the equivalent of gold certificates. 

Mr. Parman. I would like to hear that law. 

Mr. Hexrer. That provision, Mr. Patman, is a provision of title 31 
of the United States Code, section 408 (a), and it provides that, in lieu 
of the gold certificates themselves, there may be used “credits payable 
in gold certificates,” those words. 

Mr. Parman. Credits payable in gold certificates?) In other words, 
you just use I O U’s of some kind, is that right, Mr. Leonard? You 
just have some other kind of paper ? 

Could you get us one of these so we could have it here in the record ? 
I would just like to see it. 

Mr. Lronarp. A gold certificate ? 

Mr. Parman. No, the substitutes for gold certificates. 

Mr. Lronarp. It isa book credit. 

Mr. Parman. These I O U’s, I would like to see one. 

Mr. Leonarp. There is no 1O U. 

Mr. Parman. You mean it is just posted as in a bookkeeping trans- 
action ¢ 

Mr. Leonarp. It is a bookkeeping transaction with the Treasury. 
On the one side of the statement the Treasury shows the gold held as 
an asset. On the other side it shows the gold certificate credit to the 
Federal Reserve System in the amount of some $18 billion. 

Mr. Parman. Is there any reason why you have not had these gold 
certificates printed? It occurs to me that in carrying out the law 
you should actually have these certificates. When the law says that 
the Federal Reserve banks shall deliver to the Federal Reserve agent 
so much in gold certificates to get so much in Federal Reserve notes, 
I would think that the law means that the gold certificates should be 
delivered. 

Mr. Lronarp. Well, that pledge, Mr. Patman, is taken care of in this 
fashion: The gold certificate credit of the Treasury, the account in the 
name of the Board of Governors of the Federal Reserve System on 
our books is carried in 2 accounts, roughly 50-50, slightly more in the 
agent’s fund. One part represents the unpledged gold assets, un- 
pledged gold assets of the bank. The other is the agent’s fund and 
represents the gold certificate credits pledged by the bank with the 
agent. 

That account we maintain in the Board’s offices and cannot be with- 
drawn except upon approval upon request of the Federal Reserve 
agent. 

Mr. Parman, Thank you. 
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That will be sufficient as far as the gold certificates are concerned. 

Now, Mr. Martin, I want to bring this record up to date on certain 
things we have discussed in the past. 

The Federal Reserve now is a central banking system, isn’t it ? 

Mr. Martin. It is, sir. 

Mr. Parman. Itisacentral banking system. 

In most other countries of the world, the central bank is owned by 
the Government and the people, isn’t it? 

Mr. Martin. Not in every instance, Mr. Patman. 

Mr. Parman. Which one? 

Mr. Martin. They all vary. I would say the Belgian bank is not 
owned by the Government. 

Mr. Parman. Most of them are or most of them are not. I don’t 
want to go into the detail. I don’t want to take that much time. 

Mr. Marri. Well, I think in varying degrees that the United 
States system is one of the most independent sy ystems in the world. 

Mr. Parman. The most independent system, all right. 

Now, we also discussed the issuance of money in the capitalistic 
sy stem, and we have agreed that under the « ‘apitalistic system money is 
based on debt, and that if everybody paid their debts, we wouldn't 
have sufficient money to do business. 

Mr. Martin. Well, I wouldn’t say that money is based on debt 
alone. Debt is one of the elements in money. We are talking about 
money and credit here. 

Mr. Parman. Well, additional money. 

Mr. Martin. Well, the base of our money supply is gold in this 
country. 

Mr. Parman. But it is based upon debt. I mean the circulating 
money is based upon debt, is it not, Mr. Martin? 

Mr. Martin. All of the circulating money on debt? No. 

Mr. Parman. Well, all of the additional circulating money is based 
on debt. 

Mr. Tuomas. A person who has money has a choice as to how he 
holds it. He can hold it.in the form of currency or he can hold it in 
the form of a deposit in a bank; when he puts it in the deposit in the 
bank, you can call that a debt if you want to. The bank owes him 
money and the individual has a credit. The bank, however, turns 
around and can lend that money to somebody else, and if he doesn’t 
lend the money to someone else, it becomes idle. It is held idle in the 
vaults of the bank. Our way of keeping savings active, so that they 
are not withdrawn from the money stream is ‘through bank credit. 
You can say that is based on debt. It operates through a debt mech- 
anism. Essentially it has to in a capitalistic system. 

Mr. Parman. That is my point. It must be. 

Mr. Tuomas. I don’t know that the Socialists have found any other 
way of doing it either. 

Mr. Parman. Well, Mr. Martin replied to me once before the Joint 
Economic Committee that money was based on debt, and the only way 
to change it would be to change our system. In effect, that is what he 
said, if any recollection is correct, and I thought that there would be 
just a short question and answer this time, and that is the reason I 
went into it. I didn’t anticipate any discussion about it. 

But, anyway, Mr. Martin, how would you get additional money in 
circulation now except through the debt ? 
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Mr. Martrn. I think it always depends—I could give a short answer 
and say by creating additional debt, but I think 

Mr. Parman. I say except by creating additional debt, how do you 
get additional money into circulation ¢ 

Mr. Marrtn. Well, I don’t think that you would, in the sense that 
you are using it, but the point that I am making is if we wanted to 
increase, We can issue more money in circulation. In that sense, all 
of the banks have on hand Federal Reserve notes they can issue. If 
the demand for those notes is there, reserves have to be kept against 
them. But as I have indicated a number of times here, we can create 
money, either extinguish it or increase it, in accord with the Federal 
Reserve Act, so long as the liability for the notes outstanding and the 
deposits which we hold do not exceed four times our holdings of gold 
certificates. 

Mr. Parman. Well, let me see if I can make it a little plainer, 
Mr. Martin. 

Is it a fact that outside of minor coin and gold and silver and the 
certificates based upon silver in particular that are in daily use, the 
only way now that we can get money into circulation is either by the 
Federal Reserve’s buying Government bonds and creating the money 
and trading that money for the Government bonds, or by the banks 
creating the money? Do you know of any other way that the money 
can get into circulation, Mr. Martin? 

Mr. Marin. I will answer that question by saying I think that is 
approximately correct. 

Mr. PatMan. Well, isn’t it a hundred percent correct? Do you 
know of any other way? 

The CrarrMan. He said no. 

Mr. Parman. No, he said approximately. I would just like to 
know of another way, if there is any. 

Mr. Marrtn. Well, it depends on the definition of “debt,” again, 
Mr. Patman. 

I have always resisted giving you a categoric answer on something 
of this sort because these are concepts that we are talking about. 
They are not just simple yes and no answers in terms of the debt and 
credit. 

Mr. Parman. Pardon me, you misunderstood me. I am not talking 
about debt now. Iam talking about money only. 

You say there are only two ways that you can get additional money 
in circulation, and that 1s through the Federal Reserve banks taking it 
from the Bureau of Engraving and Printing and trading it for 
Government bonds, or the banks creating the money themselves. 

Mr. Martin. Well, all right, you put in the other one, printing 
money. As long as you put that in, that is all right. 

Mr. Parman. Now, banks do create money. There is no question 
about that, is there, Mr. Martin ? 

Mr. Marin. That is correct; the banking system creates money. 

Mr. Parman. Now, I will try to rush along. 

I am very much interested in what has been said here concerning 
interest on demand deposits. 

Now, it is proposed in this bill that the banks will not be prohibited 
from giving gifts or special favors, or anything like that, to compen- 
sate a person or corporation for its deposit in the banking institution, 
as long as it is not a cash payment; is that correct? 
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Mr. Martin. We have had great difficulty with this problem, and 
that is exactly what is contemplated i in this bill. 

Mr. Parman. That is what is contemplated. 

Now then, Mr. Martin, if you are going to permit that, you do not 
think we should write into this bill a provision against discrimination 
against customers ; in other words, that it will be a violation of the law 
for a bank to discriminate among banks on interbank deposits, and that 
it shall be a violation of the law for a bank to discriminate among its 
customers in dealing with them on a favoritism basis; that if a bank is 
going to give one person a certain size account, or so much in the way 
of favors or benefits that have value, the law should compel the bank to 
give other persons under the same circumstances and conditions the 
same kind of benefits; would you object to that? 

Mr. Martin. I think it is virtually impossible to write a law which 
would be binding or definable with relation to that type of services. 
We have no way of telling lenders or borrowers in a free society exactly 
how they should conduct themselves. 

Mr. Parman. Mr. Martin, you are violating that principle when you 
tell the banks they cannot pay interest. This is the worst form of 
regimentation of all; isn’t that? 

Mr. Martin. Well, that is regimentation which the Congress has 
adopted. We have discussed whether that. w as wise or unwise. Iam 
inclined to think that it would be very unwise to change it at the 
present time. 

You, yourself, gave eloquent testimony of what the background 
of that was in terms of the little banks and the big banks, the other 
day. Now, we have that, but when you are talking about that it is 
because of our difficulties on the payment of indirect interest that this 
particular question has been brought to our attention, we find it ex- 
tremely difficult with our examiners and with others to know what is 
interest and what isn’t interest. What is an indirect payment of 
interest? It is an administrative difficulty that is almost insur- 
mountable. 

Now, to cover it by additional legislation, saying that no bank, in 
giving a favor or some other token advertisement, in order to attract 
an account, must not in any way discriminate against what another 
bank might be doing for its customers, just enhances your adminis- 
trative difficulties. 

Mr. Parman. I don’t think you could put the banks on a hotter 
spot than this particular a osal would put them. In other words, 
you are recognizing favors. As long as the banks don’t give depositors 

cash, they could give enythine: 4 in the way of presents—parking lot 
space or rent or tickets to My “Fair Lady or anything else. I think 
whenever you tell banks that they are authorized to do that, they will be 
in more trouble than they have ever been. I think it would really be 
doing the banks a favor if we write into this law that banks cannot 
discriminate between their customers. In other words, if your bank 
gives you so many tickets to My Fair Lady because you have a $5,000 
account with that bank, the other customer who has a $5,000 account 
ought to be entitled to the same thing. In other words, it would 
compel the banks to treat their customers equitably. If you are going 
to give favors, give them equally, give them to all concerned. 

Then in the case of interbank deposits, if the Guaranty Trust of New 
York in dealing with a bank in San Francisco and a bank mn San 
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Antonio, Tex., has the same amount of deposits from each under the 
same circumstances, then if it is going to give any favors, it ought to 
give each of its bank depositors the same favors. Don’t you think 
there is some fairness in that, Mr. Martin? 

Mr. Martin. I am always in favor of fairness, Mr. Patman. 

Let me just point out that this law does not cover the point that 
you are making. The Federal Reserve has pointed it out as something 
that would be desirable to be looked at, but it is not included in the 
present law that we are discussing. 

Mr. Patman. Do you mean interbank deposits are not covered by 
this bill ? 

Mr. Martin. The payment of interest on deposits—these are addi- 
tional provisions which we have recommended—which are recom- 
mended by the Board, but they are not presently in the law, as I under- 
stand it. 

Mr. Parman. Well, the point as I see it is that the banks want to 
keep this provision which makes it unlawful for them to pay interest 
on demand deposits. They like that provision, But they want the 
law changed so that the only time that they can be charged with vio- 
lating the act is when they pay interest in cash. 

Mr. Martin. The banks don’t want that changed. It is because we 
have had so much difficulty in administering this provision that it is 
brought to your attention. It is not included in the present bill, but 
I think it is one of the most difficult administrative problems we are 
confronted with. 

Mr. Parman. I think you will add to your problems rather than 
solve it, Mr. Martin. That is just my personal opinion. 

Mr. Martin. We are very happy to have your view on it. 

Mr. Patman. But you haven’t answered my question. 

Now, this provision would apply to interbank deposits the same as 
to individual deposits; wouldn’t it? 

Mr. Martin. It would. 

Mr. Parman. Now, I will go on to section 35 (a) of the bill. You are 
familiar with the Johnson case and the Daniel case with respect to 
national banks collecting excessive interest, are you not, Mr. Martin? 

Mr. Martin. Iam afraid Iam not, Mr. Patman, offhand. 

Perhaps Mr. Hexter is. 

Do you know the Johnson case ? 

Mr. Hexter. Yes, I am acquainted with those cases. 

Mr. Martin. Mr. Hexter is acquainted with them. 

Mr. Parman. Are you familiar with the fact, Mr. Martin, that if 
this section 35 of title I, goes through as written, it will free national 
banks from the present usury statute? It will allow them to buy 
conditional sales contracts even though the contract has in it 25 per- 
cent interest. Such purchases under the court decisions in the John- 
son and Daniel cases. But the way that this amendment is written, 
they would be excused from it, be exempt from the usury statute, if 
the State banks in the same State were allowed to do the same thing, 

Are you familiar with that section ? 

Mr, Martin. Mr, Patman, I would like to ask Mr. Hexter to com- 
ment on this. 

Every since you have raised the point of usury, I have been trying 
to find out what the problem is, and I confess I haven’t been able to 
track it down yet. 
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Mr. Hexter has been working on it, and I would like him to give 
you his preliminary comments on that. 

Mr. Parman. Certainly. 

He is expressing your views, then, I assume? 

Mr. Martin. Well, I have no final views on it, because I didn’t 
even think the usury thing was involved, and I still question that it is 
in any way connected with this. 

Mr. Parman. All right, sir; we would be glad to hear from you. 

Mr. Hexrer. At the present time, Mr. Patman, under the Johnson 
case to which you referred—that decision was in 1881, as I recall—a 
national bank could be guilty of a violation of, I believe it is section 
85, title 12, of the United States Code, in the purchase of outstanding 
paper in situations in which State bank competitors would not be held 
guilty of any such violation of law, and as I understand this provision 
of the bill under consideration; its purpose is to put national banks 
on a competitive equality with State bank competitors in that respect. 

Mr. Parman. That is right, that is what the intent is claimed to 
be, but I want to ask this question of Mr. Martin. 

Now, Mr. Martin, if a State bank is allowed to purchase a condi- 
tional sales contract, that carries, say, 25 percent interest, do you 
believe that because a State bank can charge usurious interest rates 
the national bank should be allowed to do the same thing? 

Mr. Martin. Well, I don’t follow you at all on this, Mr. Patman. 

Mr. Parman. Well, I will make it a little plainer if I can. 

I think that 25 percent interest is an immoral rate of interest, and 
because the State banks are allowed to charge an immoral rate, do you 
feel that we are in a position to insist that national banks compete 
with State banks in immorality ? 

Mr. Martin. I don’t think there is anything involved in terms of 
initial lending which we have any control over. I am not a technician 
in this operation, Mr. Patman, but I can’t see any connection between 
the usury laws and what you are driving at here. This is paper that 
is already outstanding, and these are negotiations that are entered into 
after a loan has been made. 

Mr. Parmwan. Mr. Martin, you are a very smart man, and I know 
that you won’t fail to see this when you put your mind to it. 

You take, for instance, an automobile dealer. He can take the 
paper of the buyer of a car, make a conditional-sale contract, which 
he then can sell to a national bank; this contract can provide for an 
excessive rate of interest and still be legal if this provision goes 
through. Whereas, now the law is that an illegal rate of interest, is 
not permitted. 

It looks to me like a roundabout way of charging an illegal rate of 
interest, Mr. Martin. 

You don’t see where that could possibly happen ? 

Mr. Martin. Well, that is not my understanding of it, Mr. Patman. 

Mr. Parman. Therefore, you are for that particular provision, I 
assume ? 

Mr. Martrn, I am for the provision that is in this bill, yes. 

T will be glad to have our lawyers work up a brief for you on this 
point. 

Mr. Parman. Well, I think that it reduces itself to a simple ques- 
tion of permitting a loophole in the law so that banks can charge ex- 
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cessive rates of interest. I think that is what it reduces itself to, in 
my way of thinking. 

Would you favor a provision in the law that would require all finan- 
cial institutions over which there is any Federal jurisdiction to put 
on the legal instrument itself the actual amount of interest that is in- 
volved? 

Mr. Martin. I wouldn’t have any objection to it. 

Mr. Parman. You wouldn’t have any objection to it. I think that 
a good thing to consider, Mr. Chairman, would be to write into this 
bill, a requirement that the actual rate of interest be disclosed, clearly 
shown, on every negotiable instrument that goes through the banks. 

Now, on the question of interest rates, it is my belief that we should 
have flexible interest rates for all rates except rates on Government 
securities. The Government, itself, should fix its own rates, and the 
Federal Reserve banks should support the Government rates which, 
of course, would make it effective for this reason : 

When the Government sells bonds, those bonds are bought, by the 
banks which own $58 billion of them now with money created on the 
credit of the Nation. In other words, if the Treasury sells a million- 
dollar certificate or a bill or a note or a bond, to a commercial bank, 
and the Treasury should say, “I want the money instead of the 
credit,” the bank would give the Treasury Federal Reserve notes, 
would it not ? 

Mr. Martin. Right. 

Mr. Parman. Now, every one of those notes is a Government bond, 
in effect, isn’t it, Mr. Martin ? 

Mr. Martin. No, there is quite a difference between a Federal Re- 
serve note and a Government bond, Mr. Patman. 

Mr. Parman. I mean as far as the requirement to pay and the 
legality and the responsibility. A Government bond obligates the 
United States Government to pay at a certain time so much money. 
A Federal Reserve note says the United States Government promises 
to pay on demand so many dollars. In other words, one is an obliga- 
tion signed by the Government of the United States, with the great 
seal, and promises that it will pay at a specific time so much money. 
The other is the same Government under the same circumstances prom- 
ising to pay on demand. 

They are both Government obligations, are they not, Mr. Martin? 

Mr. Martin. They are both Government obligations, but they are 
entirely different as far as instruments are concerned. One is money, 
everyday money, and the other is security. i 

Mr. Parman. That is right, but they are Government obligations. 
The point I am making is why should not the Government that 
creates the money in the first place be in a more favored position to 
get the money at a reasonable rate, which it determines, than to com- 
pete with everybody in the world for its own money. All of the 
promoters and gamblers and speculators throughout the wide, wide 
world are in competition with the Government in getting part of its 
own money, and for that reason don’t you think that the Government 
is in a better position to demand and require a better rate of interest ? 

Mr. Martin. I don’t think the Government should demand a better 
rate of interest. Why should the Government pay any interest, if 
you want to carry it through to that point?) Why bother to set a 
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on rate? Who is going to determine what the reasonable 
rate is 

Mr. Parman. The rate was determined for 14% years durin 
which the rate was low, and bonds were kept at par and above, an 
we had no trouble at all. 

Mr. Martin. We had a good bit of inflation, and we were fighting 
a war. 

Mr. Parman. Naturally, you would expect inflation during the 
war, and I think inflation was kept down to a minimum, considering 
the fact that we spent $500 billion. 

Mr. Martin. Well, Mr. Patman, if you will go through our hearing 
in 1952, you will see that we had price controls and wage controls and 
rationing. We had patriotism. We had all of the by-products that 
go with war. 

I have frequently said that the heritage of all wars is inflation. 
Whether we could or could not have lessened the inflation by following 
different policies is of no importance today. But the fact remains 
that we pegged interest rates, and that was one of the ways we paid 
for the war. But once the situation got out of hand in the Korean 
operation, and we finally came to recognize that the alternative to this, 
if we weren’t going to have price and wage controls, direct controls, 
was a recognition that the market did have some play on interest rates. 

Mr. Parman. There is another argument. As you know, Mr. Mar- 
tin, at the beginning of World War IT a considerable body of opinion 
held that in war time money should be sacrificed as well as men. 
When the war started, the arguments were made, “Now, it is true 
that servicemen are not going to get any large amount in the way of 
monthly payments, and money is not to be high-priced either. It is 
going to be a low rate. The people who furnish the money must make 
a sacrifice too by letting the Government have the money at a low rate 
of interest,” and that situation prevailed all during the war. The 
men in the Armed Services didn’t receive much money, in comparison 
to what others received, but they accepted the situation. There was 
no complaint. There is more now. Further, the people who fur- 
nished the money, furnished it at a low rate. 

After the war, however, with a debt caused by two wars, World 
War I and World War II, the person who furnished the money says, 
“T want a lot more. I want 4 percent,” and it puts us in the ridicu- 
lous position where the cost of servicing the war debt is now about 
$7,200 million annually,whereas, all payments to all veterans of all 
wars, hospitaliaztion, compensation, pensions, and everything else, is 
about $4,800 million. So the people who furnish the money get 50 
percent more each year than the people who fought the war. 

We have that argument to consider, too. I think there is some ob- 
ligation that we keep this interest rate down in view of the under- 
standing reached during the time that the commitments were made. 
I know that there is no legal obligation to do so. 

Mr. Martin. Let me reiterate again I favor as low interest rates as 
it is possible to have without producing inflation, and you and I are 
in complete agreement, Mr. Patman, that money should be our servant 
and not our master. But a depreciating dollar becomes the master 
of everyone, and when the cost of living rises, it is uneven in its impact, 
and it does more harm to the rank and file than any single thing that 
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could happen to them. The purpose of a central bank, a central bank- 
ing system, is to contribute to economic growth and stable prices, and 
you have to recognize what these forces are. 

Now, if you are just going to decree that a different interest rate will 
be sae | the Government than the market bears, then you have to 
atone for that bythe simple way of putting it is by printing sufficient 
money to make it tenable. 

I think that is a very disastrous course to follow. 

Mr. Parman. Mr. Martin, you continue to insist that the only way 
to fight inflation is by higher interest rates. I think it is a pretty 
cruel weapon to make people pay high interest, and get interest rates 
up so high to pay the money lenders in order to help keep down 
inflation. There are other ways, other methods. Congress has given 
you the weapons, and you have refused, as far as I know, to even 
consider them. Every time you have inereased the interest rates clear 
across the board. 

Mr. Martin. What other methods? 

Mr. Parman. Open market operations, reserve requirements—— 

Mr. Martin. That would just put interest rates higher than they 
already are. That is my considered judgment. I have answered that 
already. That is part of the interest rate operation. I don’t know 
what you are talking about: “There are other methods.” There are 
direct controls, direct wage controls, price controls, rationing in the 
economy. 

Mr. Parman. You ignore what I said, Mr. Martin. I told you the 
way: by increasing requirements. You are talking about the effect 
on interest rates of raising reserve requirements too abruptly. I don’t 
anticipate that anything like that would happen if you went about 
it in an orderly manner—announce that a month from now you are 
going to raise them so much, 2 months from now, so much more, and 
3 months from now so much; do it gradually so that the banks can 
adjust themselves to the increases. You don’t have to do it abruptly. 

Mr. Brown. Will the gentleman yield to me? 

Mr. Parman. Yes. 

Mr. Brown. Mr. Martin, there is nothing in the bill we are consider- 
ing now which changes the Open Market Committee, is there ? 

Mr. Martin. Nothing at all, Mr. Brown. 

Mr. Brown. Is there anything in this bill or these bills which 
changes the authority or powers of the Open Market Committee ? 

Mr. Martin. Nothing in these bills. 

Mr. Brown. Is there anything in these bills which changes the 
Board of Governors or its authority or its powers over the reserve 
requirements or the discount rate ? 

Mr. Martin. Absolutely nothing, sir. 

Mr. Brown. Thank you. 

Mr. Parman. May I invite your attention to the fact that the law, 
as restated in this bill, involves the Open Market Committee, the 
Federal Reserve Board, and everything else in connection with the 
Federal Reserve Act. Therefore the questions I am asking are per- 
tinent; they are appropriate. I am going to offer an amendment to 
change the Federal Reserve Board by increasing the number to 12 
and to abolish the Open Market Committee for the purpose of taking 
bankers off the Board, on the theory and belief that bankers should 
not be on the Board where they can influence the supply of money and 
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the interest rates. I think that is terrible. I think it is wrong. I 
think that if the people and the Members of Congress ever see this 
thing they will correct it very quickly. That is my belief. I expect 
to offer an amendment that will cause that to be done. 

That is the reason I am asking these questions. 

Mr. Berrs. Would you yield a minute there, Mr. Patman ? 

Mr. Parman. Surely. 

Mr. Berrs. I want to clear up something in my mind as to the power 
the Federal Reserve Board has to raise rediscount rates. That is a 
method to check inflation. 

Mr. Martin. It certainly is. 

Mr. Berrts. I thought that there was some question on the part of 
Mr. Patman about that. I just wanted to be sure that was clear in 
the record. 

Mr. Martin. Mr. Patman wanted us to use reserve requirements or 
some other instruments and not use the discount rate. He thinks the 
discount rate puts interest rates up and a change in the reserve re- 
quirements wouldn’t. 

I think a change in the reserve requirements would put interest 
rates still higher. 

Mr. Berrs. That was a reason the power was given to the Board, 
to the Federal Reserve, and all you are doing is using the powers you 
are authorized to use. 

Mr. Martin. That is right. 

Mr. Parman. I listed the powers available to the Federal Reserve 
System, and you couldn’t even repeat them. You listened to Mr. 
Betts. I said you ought not only to use an increase in reserve re- 
quirements, but you could use open market operations and you could 
immobilize reserves. If you want any other method or any other 
weapon at your disposal, ask Congress for it and Congress will give 
it to you. 

Now, in reply to Mr. Betts, may I invite your attention to the 
record before Mr. Betts came in, where we discussed the fact that 
the law states very specifically that the changes in reserve require- 
ments shall be used for the purpose of preventing injurious credit 
expansion or contraction. POTTS 1 

Mr. Martin says he is trying to prevent injurious expansion of 
credit, but instead of using reserve requirements, which the law says 
he shall use, he is using the discount rate, which the law says shall 
be used only with a view of accommodating commerce and business. 

So Congress has specifically said that the reserve requirement meth- 
od is the one to use for the purpose of preventing injurious credit 
expansion. i 

Mr. Martin. Well, Mr. Patman, I did listen to you very carefully, 
and I listened to you very carefully as you proceeded then, and I still 
insist that our use of the instruments is in compliance with the Federal 
Reserve Act. 

Mr. Patman. I wouldn’t object to it if it were the way to do it in 
what I conceive to be the interest of the public and the general wel- 
fare, but I think this method is arbitrarily forcing higher interest 
rates, which I think unbalances everybody’s budget in America and 
causes a lot more harm than good, while other methods and weapons 
could be used instead. 

That is my point on it, Mr. Martin. 
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Mr. Martin. Well, let me just reiterate that you and I have the same 
objectives, to help the public. We just think that the methods to do 
it—your methods are entirely different from my methods. I think 
your methods will harm the general public, and you think my methods 
harm the general public, but our aatien is the same and in that 
sense we are in agreement. 

Mr. Parman. Well, I cannot understand why you use a weapon 
that will cause interest rates to be higher and higher and higher 
when you have other weapons to use. That is the point that I 
cannot understand. 

Mr. Martin. I would like to find those other methods and at the 
risk of being boring on it, I want to say that I do not favor high in- 
terest rates. I favor as low interest rates as it is possible to have 
without producing inflation, and I would like to have the Federal debt 
serviced at as low a rate as it is possible to service it. I am not anxious 
to see the cost of carrying the Federal debt go up, but the heart of the 
problem is debt, and unless we create more savings and reduce spend- 
ing, there is no way to prevent a rise in the interest rate except by ero- 
sion of the purchasing power of the dollar. 

Mr. Parman. Now you have said a number of times that the interest 
rate depended upon the supply and demand. Now, is it not a fact 
that in 1952 and up until early 1953 we had a marketable Federal 
debt of about $150 billion ? 

Mr. Martin. I think that is about right. 

Mr. Parman. Which was in effect monetized? People could con- 
vert it into money and do anything with it that they wanted to. It 
was really a part of the money supply, wasn’t it, Mr. Martin, as long 
as they were selling at par ? 

Mr. Martin. Whenever they exercised the right to convert it to 
money, it became a part of the money supply. 

Mr. Parman. All right. 

Mr. Martin. But it wasn’t money until converted. 

Mr. Parman. Now then, whenever you became a party to the policy 
of making interest rates higher, thereby causing this $150 billion of 
Government bonds to go down, they ceased to become an effective part 
of the money supply because the only way they could now become a 
part of the money supply is for the holders to sell them at a loss. 
Therefore, whenever you become a party to the policy of causing 
interest rates to go up, you become a party to the policy of forcing 
down Government bonds, and when you did that, you forced all of 
these marketable bonds out of competition with the money lenders 
and the banks and that placed a greater demand upon the money 
lenders and the banks. Therefore, you were a party to the policy of 
reducing the supply of money to make the demand greater upon the 
decreased supply. 

Mr. Martin. The choice is in the hands of the seller, and one of 
the only ways we have of bringing the business choice into operation 
is for the seller to face up to either taking a loss on his security, to 
make the loan to an insurance company or other person, mortgage, 
whatever he wants to do with it. He has to determine which is in his 
best interest, but it is the decline that occurs as a result of this that 
brings about the operation of conscious choice in the business mech- 
anism. Once we unpegged the Government securities market in 1951, 
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this business judgment became a part of the operation, and a con- 
scious choice had to be made by the holder of the bond. 

Now, that is perfectly proper, and the credit mechanism for the 
first time in quite awhile became one of the governors on the fly wheel 
of the economy. That is the easiest way for me to look at it, and it is 
the way you and I have been discussing, Mr. Patman, now, for about 
5 years. 

Mr. Parman. If the people want to sell their bonds and take the 
loss in order to put the money to some other use, it is up to them. It 
is a matter of discretion with them. 

Mr. Martrn. It is, indeed, and I don’t want anybody to take a loss. 

Mr. Parman. But that has tightened money so much, Mr. Martin, 
that few people can get all of the money they want for industrial 
expansion, for instance. But the people who want money for homes 
and for schools and hospitals and for roads, they have to pay 4, 5, 
and 6 percent interest on tax-exempt bonds, in order to get that 
money. That is the result of your policy, as I see it. 

Mr. Martin. Well, I would like also to point out that during this 
period, just so that the record will be straight, that we have had record 
flotations of State, municipal, and county bonds. We have had one of 
the largest building programs in the history of the country, and all 
of that has been going on with an increasing money supply and an 
increase in the level of savings, so that the problem is the growth factor 
and the demand factor on top of this. 

Mr. Patman. When you say “growth,” you don’t mean building of 
individual homes ? 

Mr. Martin. I do, indeed. There has been an enormous number of 
homes. 

Mr. Parman. Do you mean increase or decrease ? 

Mr. Martin. An increase in the number of homes. It has been 
tremendous in the last few years. The fact that you have had a slight 
slide-off in residential building doesn’t obviate the fact that the number 
of homes constructed has been at a very sizable rate all through this 
period. 

Mr. Parman. And the school buildings, I don’t think you will 
say 

Mr. Martin. School buildings have been tremendous, the number 
that have gone up, churches, playgrounds, all over the country. I 
travel, just as you do, around the country, Mr. Patman, and I hardly 
think, from looking down, that you would say that the country is just 
withering away. 

Mr. Patman. Well, I take my hat off to the people in the local school 
districts, for instance, who are willing to pay this high rate of interest. 
I think it is really terrible to require them to do it, but we are 
requiring it. 

Mr. Martin. Well, would you rather have the cost of building going 
up 15 or 20 percent ? 

Mr. Parman. Mr. Martin, you are always saying that is the only 
alternative, but it is not. 

Mr. Martin. Well, I am asking you for the alternatives, Mr. Pat- 
man. 

Mr. Patrman. I told you what some of the alternatives are. To 
raise interest every time is just one weapon. 
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Mr. Coav. Mr. Chairman, will the gentleman yield? 

Mr. > pion Let me finish this, and I will be glad to yield to you, 
Mr. Coad. 

In the school districts where these people are doubly punished, the 
high interest rate on the tax-exempt bonds, people in these school dis- 
tricts suffer the hardest tax of anybody in the country. People in 
the school districts pay taxes, usually an ad valorem tax, based upon 
the value of the property they own in the district. In many districts 
the homeowners have bought their homes on time, as most people do. 
They don’t own these homes. They owe for them. Some of them 
haven’t paid over 10 percent down. But they pay taxes as though 
they own them, and when they pay taxes, they pay taxes on what they 
owe as well as on what. they own. So it is hard enough for the people 
to support the school districts, paying taxes on what they owe, as most 
of them do, without having to pay these excessive exorbitant rates of 
interest of 4, 5, and 6 percent on tax-exempt bonds in order to get 
school money. 

Now, Mr. Coad. 

The Cuarrman. Will Mr. Patman yield for a question ? 

What effect would your amendment, increasing the members of the 
Federal Reserve Board from 7 to 12, have on the conditions you are 
working against ? 

Mr. Parman. I hope to have people who will have the public inter- 
est at heart all of the time and not just bankers’ interests. They might 
even buy school district bonds. They could under the law now, but 
they wouldn’t think of doing it. 

The Cuatrman. What qualification ? 

Mr. Parman. Just so they are not connected with banking interests 
and don’t have an ax to grind and they are charged with the duty 
of serving the public interest. 

The CHarrman. Wouldn’t the 12-member board be rather prone to 
deadlocks and delays rather than 7 members ? 

Mr. Parman. I don’t think so. A jury is composed of 12 members. 

The Cuarrman. But what if it were 6 and 6? 

Mr. Parman, A jury is not composed of 6 and 6. 

The Cuarrman. The jury woohd have to be three-fourths or unan- 
imous, 

Mr. Parman. It would be that way in this case. 

The Cuarrman. Would you use jury rules? 

Mr. Parman. No, I just gave that as an illustration to justify 12. 
You know, Christ had 12 desciples. 

Mr. Mumma. With your description of bankers, that is some com- 
parison. 

Mr. Coan. Will the gentlemen yield? 

The Cuarrman. Will you yield? 

Mr. Parman. If you want me to. 

The Cuatrman. I wanted to give you time to develop this. I don’t 
want to tell you what to do with your time. It is very interesting, but 
this questioning isn’t directed to this particular bill. 

I would suggest that you deal with some of the sections of the bill. 

Mr. Parman. I assure you, Mr. Chairman, that every question I 
asked relates to some section of the bill. 

The Cuarrman. It relates to the financial acts; yes. 
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Mr. Parman. Do you want me to yield to Mr. Coad? 

Mr. Coap. For one question. 

The Cuamman. Yes. 

Mr. Coan. I have appreciated our conversations and colloquies in 
the past, Mr. Martin, and at this point I would like for you to explain 
to me the difference between adding to the interest rates charged to a 
person who is purchasing a home—and here I am very cognizant of, 
the fact that now those who purchase homes on 30-year contracts, of 
which there are many—are actually paying more interest than what 
they are paying for the house. 

Explain for me the difference between higher interest rates and an 
increased price. 

Now, actually, are we not ending up simply amortizing our inflation 
in higher interest rates and we are accomplishing nothing more than 
actually adding to inflation, just the same as if it were an increase on 
the price of the house ? 

Mr. Martin. Well, I think your point is valid in degree, Mr. Coad. 
The increase in interest rates is unquestionably a cost, but the increase 
in the cost of material and labor that is going into the house over the 
last few years has been a greater cost. That is where the big increase 
has occurred. 

Mr. Coav. How can we keep that down by adding to interest rates? 

Mr. Martin. Because interest rates, as I keep coming back to it, are 
a balancing factor. They are part of the price mechanism, and they 
do tend to, not immediately, but they do tend to increase saving and 
to make spending more costly. : 

Mr. Coap. Well, what is the difference between adding the price of 
a house, that would increase to those who receive the money for the 
goods, or the house, and two, on the other hand, be an increased cost 
So it is the same thing as interest rates. How can you say it 1s true 
in one case and not in the other ? 

Mr. Martin. Well, interest rates are just a very negligible portion 
of the cost. But there has been a shortage of savings here recently, 
and in order to acquire the downpayment or to embark upon capital 
expenditure, people have been cashing Government securities and other 
securities, in order to get funds to put into the building of the house 
alone. Now, the fact that something has got to be done to discourage 
people from doing that, and we have to finance this debt that we have, 
now the only way that we know to finance it, except by fiat, is by an 
interplay of interest rates, making it more attractive for the purchaser 
of securities and less attractive for the seller of securities. 

Mr. Coap. Well, if a house is priced higher, that is less attractive to 
the buyer, and it is more attractive to the one that wants to sell the 
house. Now, where is the difference ? 

Mr. Martin. The difference is very much in degree, for one thing, 
but the difference is fundamental in that the cost of the house can’t 
be passed on the way an interest charge is passed on. That is just one 
of the elements in cost. 

Mr. Coap. Well, to me, the excess cost of a house in the beginning 
would be applied to the one who built it and if it is the interest rate, 
it goes to the vested interests who loan the money. Now, there is the 
only difference; isn’t it? It is who gets the money, it is not the matter 
that somebody is not going to get it ? 
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Mr. Martin. Well, I can’t say that I follow your point there. The 
,0int is that somebody has to have savings to build this house. This 
isn’t’ all borrowed money. The great portion of it is borrowed money, 
but the price of the Sabor and materials that go into the house are 
infinitely greater than any increase in the charge of interest for 
carrying the loan against the house. 

Mr. Coan. Exactly. 

Mr. Martin. Of maybe 1 percent, 114 percent. 

Mr. Wipnat. Will the gentleman yield at that point ? 

Mr. Coap. Mr. Patman has the floor. 

Mr. Parman. If the chairman says it is all right, I will be glad 
to yield. 

The Cuairman. Do you yield, Mr. Patman ? 

Mr. Parman. Ifthe chairman says it is all right, yes. 

Mr. Wipnau. I am thinking about the interest cost on my mortgage, 
where the interest rate has been constant during the period of owner- 
ship, which is 10 years, but my taxes have gone up 3 times what they 
were before. It costs me to paint that house twice as much as it did 
originally ; it costs me far more money for every service that goes with 
that house, and I just can’t believe a change of a half-percent in in- 
terest rate is causing all of those changes, and it is trying to simplify 
the whole thing by saying that money can’t go up at all, for there are 
other factors that go into cost. 

Mr. Coan. If you have a $10,000 house, you add to the cost so that. 
it cost $12,000, that is a $2,000 increase in cost, but if you have a $10,- 
000 house, and add enough interest cost so that in the end you pay 
$12,000, what is the difference? You have spread your inflation over 
the period of time of your indebtedness in paying for the house, 

Mr.Mumma. Will you yield tome? 

Is it still your time ! 

Mr. Parman. Yes, sir. If the chairman will permit it, I will be 
glad to. 

The Cuatrman. Mr. Patman, do you yield ? 

Mr, Patrman. As long as it doesn’t affect my time. I don’t want 
to lose my time. 

Mr. Mumma. Well, my point is this: I agree that the interest rate, 
while it has gone up, hasn't increased the houses the way the prices 
have. You take labor and material, and I happen to be in one of 
those branches, and the fact that even the material has gone up is 
largely due to the increase in labor.. The timber that is still stand- 
ing has been there for years and years, and the other raw materials 
that go into it are still in the ground. I think one thing that has 
caused the decrease in the number of houses being built is the market 
that can pay a certain percentage down is satisfied. Now, they have 
to get it down lower and lower so that there is practically no down- 
payment to get that new market of people who unfortunately can’t 
afford to buy, and when you say the interest rate has gone up, I believe 
that in cases the actual interest rate paid by the contractor in building 
the houses has gone down. 

Well, in my community, say there is no shortage of money. The 
contractors can get all they want. It is the construction loan which 
adds to the cost of a lot of houses. It is whether they can get the 
construction loan at a fair price or they have some banker or some 
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other institution that goes along on the construction loan at a reason- 
able price. 

Mr. Berrs. Could I make an observation there ? 

In the example Mr. Coad gave, Mr. Martin, isn’t an important factor 
also the fact that it is a 30-year loan? Now, when you are extending 
credit, credit is money, and that is inflation, isn’t it? 

Mr. Martin. That is right. 

Mr. Berts. So when you want to indulge in the luxuries of long- 
time credit, I suppose the law of economics requires you to pay for it, 
isn’t that true ? 

Mr. Coap. Would you say owning a home is a luxury? 

Mr. Berrts. No, I say indulging in long-time credit is a luxury. 

Mr. Coap. Well, the VA program is a 30-year program. 

Mr. Berts. Yes, it-is a luxury. 

Mr. Coap. It is a luxury for people to own their homes? 

Mr. Berts. No, I am not saying that. Ordinarily, when you want 
to build a home, you go to the bank and what did you get back 
before the VA and FHA loans, Mr. Martin? How long was a con- 
ventional loan ? 

Mr. Martin. 25 to 30 years. 

Mr. Berrs. Was it that long before FHA and VA? 

Mr. Martin. I would say 15 to 20 years. 

Mr. Mumma. I think you are wrong. Some of them never had an 
amortization period. That is what caused the bust. 

Mr. Berrs. If I buy an automobile, buy it on credit, that is a 
luxury, a credit, itself, isn’t it, an extension of credit? 

Mr. Coan. Of course, I will disagree with you that any veteran 
owning a home, even if it is on 30-year payments, it is not a luxury. 

Now, I will yield back to the gentleman from whom I got the time. 

Mr. Wipnatu. Let me interpose this: 

Many many veterans in the past bought homes with an 11-year sav- 
ing and loan mortgage. They saved their money and bought the lot 
outright and didn’t look to the Government to do these things for 
them. I am just calling attention to the fact that the attitude of many 
people has changed in past years so they expect to buy homes and 
commodities without down payments or savings. Our fathers and 
mothers certainly handled their savings in a far different way than 
we do today, rf it is because of the fact that there hasn’t been a real 
incentive to save. 

Mr. Parman. Mr. Martin, do you believe that banking resources are 
being concentrated by merger to a degree that is alarming? 

Mr. Martin. I think it is a trend that ought to be watched, and we 
are watching it. 

Mr, Parman. Is there anything that we can put in this bill that 
would have a tendency to stop the further concentration that you 
would recommend ? 

Mr. Martin. That I would recommend putting in this bill? 

No; I have no recommendations, Mr. Patman. 

Mr. Parman. Would you oppose an amendment to prohibit any 
bank, in the future, that has branches from consolidating with another 
bank—in other words, stop the merger movement in its tracks, just 
say, “You are so large now that you cannot get any larger,” and any 
bank that has branches or owns an interest in other banks will not be 
able to consolidate with other banks? 
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Mr. Martin. Yes; I would oppose any law which freezes any situa- 
tion. I think that would be unfortunate. 

Mr. Parman. Well, when you consider that a few banks, how many 
banks own half of the banking resources of the Nation, about 75 or 
100? 

Mr. Martin. I could get you the figures, Mr. Patman. 

Mr. Parman. Well, eabin: 

Mr. Thomas would probably know. 

Mr. Tuomas. I think the largest hundred banks hold about 30 per- 
cent of the resources. 

Mr. Patman. About 30 percent of the resources, 

Mr. Tuomas, I think so; yes. 

Mr. Parman. Well, the New York and Chicago banks, the central 
reserve city banks, and the reserve city banks, and there are about 300 
in the reserve city banks, aren’t there, Mr. Martin ? 

Mr. Marin. There are 284 reserve city banks in about 60 cities and 
32 central reserve city banks in 2 cities. 

Mr. Parman. And these 300 and the 2 cities I have mentioned, 
don’t they hold about two-thirds of the banking resources of the 
Nation ¢ 

Mr. Martin. It is a large percentage. I would have to get the fig- 
ure for you, Mr, Patman. It is not quite 20 percent of all commercial 
bank resources. 

Mr. Parman. I am really disturbed about the enormous amount of 
the banking held by those that I have mentioned. Basically, don’t 
you think that a bank should be owned and controlled by tical people 
where possible and practicable? 

Mr. Martin. I favor as many small unit banks as we can have. I 
think that by and large that is the best contribution that we could 
have to our general economy, to our general system. That is my 
predilection and that is my conviction, but there is a trend that is 
working against that today. 

Mr. Parsciy. And you don’t have any recommendation to stop that 
trend? 

Mr. Martin. I think it ought to be watched very carefully, but I 
think to freeze it or to enact legislation that would say that there can’t 
be any expansion 

Mr. Parman. But it is going on right here now in broad daylight. 
We are watching it. We are seeing it. It is happening. And we 
ought to do something about it. We ought to stop it. 

Mr. Marin. And we consider that the part that the Federal Re- 
serve Board has in it is in the public interest in every instance. 

Mr. Parman. Well, in the public interest why don’t you recommend 
something that we can put into this bill that would have a tendency 
to stop it? ; 

Mr. Martin. We haven’t found anything that we could recommend 
that we think would stop it and further the public interest at the same 
time. 

Mr. Parman. The Federal Reserve earnings that are mentioned in 
this bill, the division of the earnings as between 90 percent and 10 per- 
cent, is there any reason why you should have 10 percent go into the 
Federal Reserve bank surplus fund, when the Reserve banks have an 
amount in their surplus equal to their capital stock? Is there any rea- 
son for putting more money in these surplus funds, Mr. Martin? 
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Mr. Martin. Beyond what we presently have? 

Mr. Patman. Yes. 

Mr. Martin. Well, we are not just building it indefinitely. We have 
a stop-out point, and the T reasury gets all of the balance. 

Mr. Parman. Ninety percent, ‘but why should they keep the 10 per- 
cent when they don’t need it for any purpose at all? 

Mr. Martin. Well, we thought it was a normal contingency. We 
don’t know what will happen over the years. 

Mr. Patrman. You have three-quarters of a billion dollars now. Do 
you think that should be paid on the national debt or retained with 
these banks? If you are going to insist on 10 percent, we could take 
three-quarters of that billion dollars and pay it on the national debt, 
couldn’t we? 

Mr. Martin. I think it would be sounder to follow the ordinary 
business practice of setting up a reserve. 

Mr. Parman. Although you can’t name a single purpose that you 
would probably need the money for. 

Mr. Martin. Not at the moment, no. 

Mr. Parman. I was looking through some of the Federal Reserve 
reports of the different banks, Mr. Martin, and I notice the ones who 
have showed them through the bank at Detroit, for instance, there 
are several like this—I have some having interesting information, but 
this is a part of the statement made to the visitors that go through. 
They are told, and I am quoting: 

A financial giant which works for you. What is this financial giant? Is it 
a Government institution? No. Not one dime of its capital stock is owned by 
the United States Government or was ever supplied by it. Every dollar of the 
capital stock belongs to the member banks. It is part of the Federal Reserve 
System created by act of Congress to perform necessary monetary and fiscal 


services for the country. It is not supported by taxation but has an independent 
income from the assets it owns. 


Now, on further, skipping down, quoting again: 


You possess what was placed in circulation through a Federal Reserve bank. 
No, they dont’ just print the money. They buy it from the United States Treasury. 
They always pay the printing and engraving bill as well as insurance and 
shipping charges. 

Do you consider that a fair and objective statement, Mr. Martin? 
Mr. Martin, I think it could have been worded differently, Mr. 
Patman, but I don’t think there is anything—they could have spelled 
out the point that you and I have frequently made, that the ownership 
of this stock is not proprietorship. They didn’t, because they were 
trying to stress the private role in this institution, and I think it is 

quite justifiable that they stress that. 

Mr. Parman. Well, the private role, though, Mr. Martin, is really 
a reflection on Congress in a way, that is, the fact that we take a power 
that is assigned to us by the Constitution and delegate it to people in a 
private role to perform a public function. It seems a little incon- 
sistent to me. 

Mr. Martin. Well, I have repeatedly. commented on this. I don’t 
think that it is mconsistent at all. I think that the merger of public 
and private interests in the Federal Reserve System is, as I stated 
the other day, one of the achievements of American political science. 
The control which is properly delegated through the Congress, the 
control is in the Federal Reserve Board, which is governing, and the 
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Federal Reserve banks are quasi-Government, and they are set up as 
corporations with an independent board of directors, 6 of those 9 
(lirectors elected through this stock ownership device, along the lines 
of corporate procedure, and it seems that it is a very wise blending of 
public and private interest, with the control where it ought to be. in 
the Government and not in private hands. 

Mr. Patman. But this statement, Mr. Martin, I think is contrary 
to the facts. It refers to capital stock in a sense that the private banks 
own these Reserve banks, and I will read you something else from an- 
other one. This is from the Federal Reserve bank at Cleveland. It 
says, quoting: 

Some 606 member banks, representing approximately 85 percent of the banking 
resources in the fourth district, own the 626,000 shares at $100 par value stock 
of this bank, 50 percent paid in, on which they receive 6 percent interest. On 
dissolution or liquidation, any surplus remaining after paying all debts, dividend 
requirements, shall remain the property of the United States. 

That is correct, but the point I make is to emphasizing. 

The statement suggests that 606 member banks own this Federal 
Reserve bank, indicating a private ownership, when it is not a private 
ownership, and you know and I know that this stock is not stock at 
all; it has no proprietary interest; it cannot be sold; it cannot be hy- 
pothecated, and if a member bank’s capital and surplus goes down, 
its stock goes down. If it goes up, its stock goes up. Furthermore, the 
stock doesn’t serve any purpose. That. money, $330 million, is not 
used for any purpose on earth. 

Now, in the light of these facts, why should you encourage people 
in the Reserve banks to leave the impression that these banks are 
privately owned, that they are owned by the member banks? The 
Impression is definitely there, Mr. Martin, if I read this correctly. 

Mr. Martin. Well, I am glad to have this called to my attention, 
Mr. Patman. We will take a look at those publications, but I insist 
that the adaptation which has been made to the hazards, the very 
real hazards of a managed currency, which is what the Federal Re- 
serve Act contemplates, will be most adequately discharged by hav- 
ing this merger of public and private interest, and although technically 
these stockholders are not stockholders in the sense of proprietorship, 
under our corporate form of organization, they do have participation 
in the management by virtue of their voting for two-thirds of the 
directors of each of the Reserve banks, and I believe if you will go back 
and review the institution of the Federal Reserve Act, you will see 
how many times this is commented on in the debate in both the House 
and the Senate, and how frequently the very point that I am making 
has been made, and the point that you are making was adequately dis- 
cussed, and I think brought to the attention of everyone at that 
time. 

Now, I think that we ought to review that constantly. We ought to 
know exactly what we are doing, and as I always say, I am just 
delighted to have you raise all of these points, because we ought to 
consider them at all-times. In any publication of a Reserve bank, we 
review them all of the time, but we try to give them as much lat'tude 
and as much discretion in presenting ‘their problems to the public as 
we ean consistently with the public interest. 

Mr. Parman. Now, what about this statement here; a guide is tell- 
ing the visitors about the Federal Reserve notes. In talking about the 
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money that the Reserve banks obtain, he states, “They buy it from the 
United States Treasury.” Is that a correct statement, Mr. Martin? 

Mr. Leonarp. Last year the Federal Reserve banks paid the Treas- 
ury about $5,100,000 for printing of Federal Reserve notes. 

Mr. Parman. Well, they paid it out of Government funds. The 
Federal Reserve bank just took Government money, and used it to 
pay the printing cost; but they leave the impression here that they 
buy the money, indicating that they pay a hundred cents on the dollar. 
They don’t pay anything for it. In reality, they just pay the cost of 
printing, and that is paid out of the money that would go into the 
Treasury. So I ask you to take a look at that one, Mr. Martin, if you 
please. 

Now, some of the guides go so far as to state that they have an obli- 
gation to report to the member banks as though the member banks 
were stockholders and own this bank. Take the one from the bank 
at Philadelphia. It is addressed to the stockholders of the Federal 
Reserve Bank of Philadelphia. This is from the president, giving a 
report. Of course, they ought to give a report, but to the public, not 
a the stockholders, because, as you say, these so-called stockholders 
yave ‘ho proprietary interest in the bank. 

Mr. Martin. That is a very good report, Mr. Patman, that Phila- 
delphia report. I think that is a real public interest report. 

Mr. Patman. Yes, it is wonderful. You know if Members of Con- 
gress could get things printed like this, it sure would be fine. You 
know we have ours in small type, 6-point type, and you have to 
get a spyglass to read it sometimes. 

Mr: Martin. Well, I read the Congressional Record every day, and 
I don’t find the print too bad. 

Mr. Parman. It is not, though, as nice as the Federal Reserve puts 
out. It puts out some of the most elaborate printing and pictures and 

aintings that I have ever seen. Of course, it is paid out of the same 

und, but Members of Congress don’t go into that. They don’t permit 
themselves to do that. 

Congressional reports are not so elaborate. They are subdued. In 
form and print they are not very readable. 

Now here is a pamphlet from the San Francisco bank to the stock- 
holders of the bank. “Enclosed are operating ratios for the 12 dis- 
trict Reserve banks, and the operating ratio for your bank for the 
year 1956.” It tells the member banks that this Federal Reserve bank 
is your bank, and gives them a report. 

{r. Martin. That isa very good report too; don’t you think ? 

Mr. Parman. Yes, they are all good reports. Why shouldn’t they 
be? You create all the Government money you need to make them. 
If farmers could do that, if Congress could do it, why, we would 
never have to go to these congressional committees for appropriations 
either. We could just jerk out a truckload of Federal Reserve notes 
here at the Bureau of Engraving and Printing and trade it for a few 
million dollars worth of Government bonds, and then we could keep 
the bonds, and collect the interest, and go to Florida and have a good 
time. 

I am not going into all of these reports. They are all very interest- 
ing, and they all impress this point, Mr. Martin, which I feel calls for 
some reconsideration : that the Reserve banks are owned by the mem- 
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ber banks. When they are not owned by the member banks, they are 
Government institutions. 

For instance, St. Louis gets out a wonderful little booklet, with 
paintings and pictures. I wish sometime we here in Congress could 
get out something like this to try to carry our points. Maybe our 
points are weak; but at least they would be presented better. 

Take the questions and answers given to the people who come into 
the St. Louis bank; the 12 questions and ansyers at the bottom. 
Many of the facts concerning the bank were told you by the guide on 
your trip. Others you may have learned from observation or from 
reading this booklet. 

How many can you answer? Answers are in small print on the 
next page. The 10th question: “the Capital stock in a Federal Re- 
serve bank is owned by (1) the Treasury Department, (2) the Federal 
Government, (3) its member banks.” Of course, the answer is “the 
member banks.” 

All of the publications put out, and all of the statements made by 
the guides to visitors coming to all of these different banks are to the 
effect that these banks belong to the member banks, part of the private 
enterprise system. “We buy our money from the Government,” indi- 
cating it is paid for one hundred cents on the dollar. I think it is 
an entirely wrong approach. 

The impression is not actually correct. Now, I believe you said you 
would look into that, Mr. Martin. 

Mr. Martin. I will look into everything you raised. 

Mr. Parman. Fine; thank you, sir. 

Now the dealers in Government bonds, is there anything said in the 
Federal Reserve Act to the effect that a Federal Reserve bank can 
make loans to dealers in Government bonds? 

Mr. Martin. No, I don’t think so. 

Mr. Parman. I thought the Federal Reserve banks were banks for 
the bankers. 

Now, if you have gone into the business of helping to finance the 
operations of the dealers who, of course, may do a little speculating 
too, and they are not banks, how do you justify that in the Federal 
Reserve Act. I would like to see the page 

Mr. Martin. Well, we think that it is implicit that our authority is 
in the present Federal Reserve Act. 

I might ask Mr. Hexter to comment on that, but one of the things 
that we have put into this Financial Institutions Act is a more explicit 
provision on repurchase agreements, because it is for the convenience 
of the money market and for our convenience. 

The Cuatrman. Have you finished questioning Mr. Martin ? 

Mr. Parman. Let him come this afternoon. 

The CuatrmMan. There haven’t been many here this morning. 

Mr. Parman. Well, the members read the record. We have been 
doing it that way for years. Can we come back this afternoon, Mr. 
Chairman ? 

The Cuarrman. No. 

Mr. Parman. I can’t just get through in 5 minutes, Mr. Chairman. 

The CuarrmMan. Go ahead. 

Mr. Parman. I believe your attorney is going to read the point of 
law about the dealers. 
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Mr. Hexrer. Mr. Chairman, the matter of the power of the Federal 
Reserve and the Open Market Committee to enter into agreements 
with dealers has been explored several times over 30 years, and the 
opinion has been arrived at by the legal advisers of the Board and the 
Open Market, that that power is implicit in the Federal Reserve Act at 
the present time. 

The recommendation of the Chairman, Mr. Martin, is that the Fed- 
eral Reserve Act be amended by making that power explicit by 
specific language. 

Mr. Parman. Well, it must be based upon some language in the act 
now. 

Mr. Hexrer. It is based on various provisions, Mr. Patman, which 
would be fairly extensive to discuss. The powers of the Open Market 
Committee are very broad, as you are aware. 

There is the general power to purchase and sell securities that is 
in the Federal Reserve Act. 

Mr, Parman. Well, where is the power to just restrict it to a few. 
You only have 15. You have 10 dealers and 5 banks, and incidentally, 
Mr. Martin—— 

Mr. Martin. Well, we don’t restrict it to any few, Mr. Patman. 

Mr. Parman. Well, only that. number can qualify; is that right? 

Mr. Martin. No, no; that is the number actively in the market. 

During the war period we did have a list that met certain qualifica- 
tions, but today it is open to anyone. 

Mr. Parman. I know one of the larger banks in New York that is 
not in it; First National City. Why isn’t it in the group. 

Mr. Martin. Well, it didn’t want to be. Not all of the New York 
banks are. Dealer banks, Mr. Thomas points out to me, don’t have 
the right to enter into repurchase agreements with the Federal Reserve 
banks. 

Mr. Tuomas. They can borrow directly. 

Mr. Parman. What is that? 

Mr. Martin. Dealer banks can borrow directly from the Federal 
Reserves. 

Mr. Parman. The point that really disturbs me is that you go out- 
side banking entirely and accommodate people who are in the market 
for speculation and even make loans to them. 

Mr. Martin. This is entirely at our initiative and as a means of 
handling the money market. There is always the opportunity for spec- 
ulators and speculation, but this is at our initiative. 

Mr. Parman. Yes. Well, Mr. Martin, in connection with loans to 
others, I asked you one time if you were not privileged under existing 
law to make purchases of school district. bonds, and to the best of 
my recollection you said that you believed you had the power. 

I wanted to be sure about that point. What is your thinking on 
that now. Does the Federal Reserve Open Market Committee have 
the power to buy school district bonds? 

Mr. Martin. Not over 6 months maturities. Mr. Hexter, will you 
read that section ? 

Mr. Hexter. That is a provision of section 14 (b) of the Federal 
Reserve Act, Mr. Patman, which lists the securities that the Federal 
Reserve banks are permitted to purchase, and it refers to— 


bills, notes, revenue bonds, and warrants with a maturity from date of purchase 
of not exceeding 6 months, issued in anticipation of the collection of taxes or 
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in anticipation of the receipt of assured revenues by any State, county, district, 
political subdivision, or municipality in the continental United States, including 
irrigation, drainage, and reclamation districts. 

Mr. Parman. In other words, if we would strike out that “6 
months,” you could buy school district bonds. 

Mr. Hexrer. There is also the provision you must bear in mind, that 
refers to— 
issued in anticipation of the collection of taxes or in anticipation of the receipt of 
assured revenue. 

Whether the term “assured revenues” would apply to the situation 
you deseribed might be questioned, 

Mr. Parman. I didn’t get the last. 

Mr. Hexrer. Whether the term “assured revenues” that is used in 
the statute would cover bonds of the type you described 

Mr. Parman. Well, of course, if we were going to change it, in ad- 
<lition to cutting out the 6 months, we could add the other necessary 
language to make it appropriate. I surely hope something can be 
done in that direction because school districts are awfully hard hit 
now, and we certainly have got to have more school buildings. And 
if the local people are willing to pay the taxes to build them, we 
should certainly make it just as easy on them as possible. 

The section 13 (b)—you read 14 (b), I believe- 

Mr. Hexter. That is correct. 

Mr. Parman. Section 13 (b) relates to loans to small-business con- 
cerns, and I know you are recommending again, Mr. Martin, that this 
be repealed. 

Have the banks or the Board ever made any effort to let small- 
business concerns know that this service was available to them ? 

Mr. Martin. From time to time they have, and one bank has made 
considerable use of the provision. 

Mr. Parman. One in Kansas? 

Mr. Martin. No; Philadelphia is the one that has done the most. 

Mr. Parman. It oceurs to me it might be a wonderful thing to use 
where people can’t get money locally because the local bank is not in a 
position to extend a loan that is sufficiently large to accommodate the 
concern but where the local bank is willing to take 10 percent of the 
loan. In such situations it would seem to me an ideal arrangement 
for the Federal Reserve to come in and take the other 90, and I am 
surprised this lending authority hasn’t been used more than it has. 

last year I understand there were only 6 applications for loans. 

Mr. Martin. Well, that is correct, Mr. Patman, and as we point 
out.-in-testimony on this bill, we feel that the use of high-powered 
dollars this way for lending purposes is inconsistent with the func- 
tions of a central bank, and for that reason we are willing to recom- 
mend its repeal. 

Mr. Patrman. I have a letter here from the Alpine Lumber Co., 
of New Jersey, stating, on July 13: 








We recently read an article in the Saturday Evening Post where Mr. William 
McChesney Martin, under questioning by you, stated that $134 million was set 


aside for the use of small-business loans. Mr. Martin thought the fund was 


more than sufficient. When small business was supposedly feeling the pinch of 
high interest rates, only one firm in the whole Boston district, for example, 
asked the Federal Reserve for a loan. We have tried to apply for this type of 
loan. We ealled the small business bureau in Newark, and were told to initiate 
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a loan through our local bank. Our local bank was reluctant to look into the 
matter as they never had done so before, and conveyed the impression such a 
loan would involve too much redtape. We tried two other banks with the same 
results. 

We again called the small business bureau to see if they could recommend a 
bank that had initiated these loans. We were told that they couldn’t give us 
any information along these lines. We are still in need of a loan in order to 
meet a continued growth in the business. We would appreciate information— 
and so forth. 

A copy of that letter was sent to you. It is signed by the president, 
Alpine Lumber Co., Inc. That indicates, Mr. Martin, what I have 
always understood, that small-business people cannot find out how to 
apply for these loans, they know nothing about them and when they 
have found out about them, they had the same experience this man 
had. He went to everybody and couldn’t find out Wierd to apply. 

Of course, your basic reasoning is that a central bank should not 
make this type loan, and I think there is a point for discussion there; 
but I think if we had the 12 banks like we used to have, each bank 
standing on its own bottom, it would have been consistent with this act 
to have made those loans; wouldn’t it, Mr. Martin? 

Mr. Martin. How do you mean, as it used to be ? 

Mr. Parman. The original system. 

Mr. Martin. We still have the original system, Mr. Patman. 

Mr, Parman. Oh, you don’t really mean that. 

Mr. Marttn. Yes, indeed, I do, Mr. Patman. 

Mr. Patman. Well, name me one important independent power 
that the regional bank, or an officer of a reserve bank has. 

Mr. Martin. Well, I referred to the discount committee of each of 
the individual banks. 

Mr. Patrman. I know, Mr. Martin, but you establish the discount 
rate. You make the banks submit a rate every 14 days, or more often 
than that if necessary; but the Board establishes the rate. So you 
‘an mark that one off. 

Mr. Martin. But it is a very responsible discretionary activity on 
the part of the regional bank. They know the banks in the area, they 
know whether there is a need for the loan. They know how the loan 
can be paid off or should be paid off, and what the condition of the 
banks is, and it would be very difficult for us to administer that from 
Washington now in toto. 

Mr. Parman. I know, but from an advisory standpoint, I know they 
can render a service. 

Mr. Martin. Well, this is a blending. This is a team operation, 
Mr. Patman. I insist that what we are trying to do here is to operate 
a system, and I think that is the strength of our central bank as op- 
posed to a central bank with one board in Washington, and 12 branches 


throughout the country. 
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Mr. Parman. I would like for you to furnish me, Mr. Martin, in 
addition to the other information I have asked you for, and will ask 
you for the number of loan applications that have been turned down 
in the last 12 months by the 12 Federal Reserve banks. 

Mr. Martin. On 13 (B) you are talking about, Mr. Patman ? 

Mr. Parman. No; I know about them. I am talking about appli- 
cations for credit or loans from member banks. 

Mr. Martin. You are talking about the discount window loans. 

Mr. Parman. Yes. 

Mr. Martin. Well, I don’t know that we have a record of that. 

This is largely a matter of negotiation. That is just the point I 
am making. Sometimes we discuss it with a bank aii a4 decide not 
to seek the credit. There is no record then kept of it. This is a day- 
to-day administrative operation. 

Mr. Parman. Well, Mr. Chairman, I will take my chance tomorrow. 

The Cuarrman. The House is now in session. 

Mr. Parman. All right, as to finishing up with Mr. Martin. I feel 
that the other members should have the opportunity of questioning 
him tomorrow, if that is the only day he will be back here, and I 
hope you will consider having the other members of the Board. After 
all, there are 7 members of the Board, and we have designated them 
as having more power than any 7 men in America, almost. 

The CuarrmMan. Mr. Martin speaks for them. 

Mr. Parman. They are our agents, and once in 40 years we ought 
to have them up here to hear what they have to say. 

The Caarman. Mr. Martin is the Chairman of the Board, and he 
speaks for the Board. He has told you that he does. What’s the 
use of reiterating this with seven members? 

Mr. Patman. Well, he can’t shoot from the hip and speak for them 
every time. 

The Cuarrman. We are not going to stay here interrogating and 
going over this same thing with seven members of the Board. 

Mr. Parman. Well, I wouldn’t want to go over all of them. I just 
would want to see-—— F 

The Crarrman. I wouldn’t be surprised if we did. Mr. Martin, 
can you come back tommorow ? 

Mr. Marrtn. I will be back, sir, 10 o’elock. 

The CHarrMAn. We would be glad to have you. We will meet at 
10 o’clock tomorrow morning. 

(Whereupon, at 12:10 p. m., the committee adjourned, to recon- 
vene at 10 a. m., Tuesday, August 6, 1957.) 





526 


(The following data was submitted to the Committee by the 
eral Reserve Board:) 


Federal Reserve Board—Officers and employees 


Amount | 


$12, 690 
12, 900 
13, 000 
13, 440 


13, 500 | 


13, 750 
13, 975 
14, 000 
14, 250 


14, 500 | 


14, 515 
14, 600 


15, 000 | 


Federal Reserve 


Amount 


$12, 700 


12, 780 | 


13, 000 


13, 250 
13, 500 


FINANCIAL INSTITUTIONS ACT OF 1957 


Jan. 1, 1957 


3 chief of section _ 

1 assistant head of division__- 
None. - : 

2 assistant head of division _- 


do 
1 head of division _- = 
1 assistant head of division ___ 
2 assistant head of division___ 
1 special assistant to Board 
1 legislative counsel 
1 associate head of division __- 
3 assistant head of division___ 
1 assistant head of division... 
1 chief. Federal Reserve 
examiner. 
1 head of division_ 
2 associate head of division_ 
3 adviser, research and sta- 
tistics. 
1 head of division -- 


| 3 head of division__ 
8 head of division __ 
1 assistant to the Board_- 





Board. 
1 assistant to the Chairman... 


June 30, 1957 


1 vice president -- 
1 chief examiner- 
1 Chief, Foreign Research: - 
1 financial economist 
1 vice president ai 
6 assistant vice preside nts. 
| 2 general auditors. ‘ 
| 1 assistant general auditor... 
3 cashiers__ eae 
2 department managers. 
1 assistant manager - we 
1 industrial economist -- -- 
: financial economist-- 
cashier _ aah 
vice president ---- 
2 assistant vice preside nts_._. 
1 general auditor 
1 cashier. 
7 department m: anage rs 


| 1 senior economist ___- 


13, 600 
13, 800 
14, 000 


1 vice president -- 

None- 

6 vice presidents 

1 vice president and secretary 


1 vice president and director 
of research. 


| 3 assistant vice presidents- 


i general auditor 
1 cashier. 


1 economic adviser 
2 directors of research 


1 assistant head of division___| 


| 1 economic adviser to the | 





banks—Officers and employees 


than $12,500 


Jan. 1, 1952 


_...do , 
1 head of division 
None 

..do 


.do 


1 1 hes ad of division 


None 


None 


~ 


| 1 head of division— 


receiving 


Fed- 


salaries of mere 


Jan. 1, 1947 


| None. 


5 he ad of division_- ‘ 
1 assistant to the Board. 
1 economic 
Board. 


1 assistant to the Chairman. __| 


than $12,500 


Dec. 31, 1952 


None.. 


None. 


7 vice presidents _ - - 
1 assistant vice president 

1 general auditor 

1 cashier____. . 

1 assistant manager -- -- 


None 

7 vice presidents bt ce 

2 assistant vice presidents 

1 vice president and cashier 

1 vice president and secretary 

1 vice president and counsel 
1 department manager - - . 

Same oak 

1 vice president 

7 vice presidents 

1 vice president and cashier - . 

1 vice president and 
counsel. 

1 assistant vice president 

1 counsel and assistant secre- 
tary. 


general 


adviser to the | 


-| 


} 
| 
| 
| 


receiving 


Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do, 


Do. 


Do. 
Do. 


| 3 head of division. 
1 assistant to the Chairman 
| 2 special adviser to the Board. 


None. 
Do. 


Do. 
Do. 


salaries Of more 


Dec. 31, 1947 


None. 


| 1 vice 


Do. 
2 vice presidents. 
1 vice president and counsel 
1 vice president and cashier 


None. 
1 vice president. 


Do. 
None. 
6 vice presidents. 
president 
counse}. 


1 vice president and secrets 


1 assistant vice president 

1 assistant vice president 
secretary. 

1 chief examiner. 

1 assistant general coun» 


nd 
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Federal Reserve banks—Officers and employees receiving salaries of more 
than theneindiltrasenenneniass 


Amount 


14, 000 


14, 250 


14, 500 | 


18, 500 


19; 000 


19, 500 | 


20, 000 


20, 500 


| None_. 








21, 000 | 
21, 500 | 


June 30, 1957 


1 chief examiner 
1 senior economist 
1 department manager. 
do_. 
4 vice presidents “j 
1 vice president and cashier 
2 assistant vice presidents 
1 cashier 
1 assistant manager 
2 department managers. 
6 vice presidents 
3 vice presidents and cashier 
1 general auditor 
1 cashier and assistant secre- 
tary. 
2 assistant vice presidents 
1 department manager 


| 1 assistant counsel 


6 vice presidents 

1 vice president and sec re- 
tary. | 

1 general auditor 

1 cashier 

1 assistant vice president 

1 department manager 


| 


.do._. 
do... 
8 vice presidents 
1 vice president and general 
counsel. 
1 vice president and counsel 
1 vice president and secre- 
tary. 
2 assistant vice presidents 
2 assistant counsels 
1 secretary - 
1 vice president 
None. _- 


| lL assistant vice preside nt 


1 vice president 


1 vice’ president and general |-- 


counsel. 

1 department manager 

1 vice president 

2 vice presidents_ 

1 vice president and cashier 

4 vice presidents 

1 vice president and general | 
counsel. 

1 assistant vice president 

1 general auditor 

1 cashier 

1 department mani ager 

5 vice presidents. 

1 vice president and secre- | 
tary. 

1 assistant vice president... 

4 vice presidents. 

2 vice presidents and general | 
counsel. 

1 viee president and secre- | 
tary. 

2 vice presidents - Si 

1 assistant vice preside mt... 

1 general auditor- 

3 viee presidents. 

1 assistant vice president. 

1 vice president 

1 Ist vice president... 

4 vice presidents. 

2 vice presidents and general 
counsel. 

1 assistant vice president... 

1 vice president 

1 assistant vice president.. - 

do-.. athe hae 
1 vice president 


| ] assistant general counsel 


Dec. 31, 1952 


None 
1 vice president 


None . 

4 vice presidents 

1 vice president and secretary 

1 general auditor 

1 secretary and assistant coun- 
sel. 


None 
2 vice presidents_ 
2 assistant vice presidents. 


| 1 general counsel __ 


| None. 


.do yu 
1 vice president. _- 
10 vice presidents 
1 vice president and cashier. . 


None 

1 vice president . - 
None 

2 vice preside nts 


None 
do 


3 vice presidents 


1 vice president and gener ral | 


counse!, 
1 general auditor. 


| 1 assistant vice president 


1 assistant — counsel. 


| None. 


3 vice presidents - ‘ 
2 assistant vice presidents- ca 


| None.. 
| 10 Ist vice preside nts. 


2 vice presidents 


1 vice president and secretary - 


1 vice president 


1 vice president - . 


1 vice president. Baisas323 


| 2 vice presidents 


1 assistant general counsel 


None... 


None 
G6..... 


Dec. 31, 1947 


1 vice president. 
None. 


Do. 
2 vice presidents. 
1 assistant general counsel. 


None. 
Do. 


1 vice president. 
Do. 

None. 

3 Ist vice presidents. 

3 vice presidents. 

1 general auditor. 

1 general counsel. 


1 vice president. 


| None, 


Do. 
Do. 


Do. 
Do. 


3 vice presidents. 


None. 
1 vice president. 


| None, 


7 Ist vice presidents. 
1 vice president. 


None. 


Do. 


Do. 
1 vice president 


| None. 


Do. 
Do. 
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than $12,500—Continued 
Amount June 30, 1957 Dee. 31, 1952 Dec. 31, 1947 
22,000 | 1 ist vice president _- nee ..| 1 economic adviser. 


4 vice presidents - 


1 vice president and secre- |_- 


| 1 economic adviser. ...--.-- 


tary. 
22, 500 | 1 ist vice president______...-- 2 vice peaiseyie.... fe 1 vice president. 
23,000 | 2 vice presidents- | a Se | None. 
23, 500 | 1 vice president ica tieitiiath ants 0<hci a Do. 
24,000 | None--. onan 1 vice president. 


25,000 | 7 Ist vice presidents_..- tS EO presidents 10 presidents. 
2 Ist vice presidents - eudcheunenlitl | 1 vice president and general 
| counsel. 
1 vice goemitent. iad. <tuliiews 
27,000 | 2 vice presidents............- | None.. | None. 
27,500 | 1 vice president -_- | 1 viee president - - é | Do. 
1 vice president and general 1 vice president and gene ral 
counsel. counsel. 
1 vice president and eco- re ‘ 
nomic adviser. 
28,000 | 1 vice president_...........-- None.... Do. 
30,600 | 1 presteemt................2us hides do... g | Do. 
1 Ist vice president.__- pence ieee s 
1 vice president .-...........- ebiie z 
32, 500 |...-.do.. aiiininei iensibnaheonii None_. oe Do 
35,000 | 9 presidents... aetadenaios 1 president ; | 1 president. 


1 lst vice president_____- 
1 president 
ee 


50, 000 
60, 000 


SIE, anh sennonnone 
None 


| 1 lst vice president. 
1 president. 
| None. 


Earnings of Federal Reserve banks during 1956 on discounts and advances 
secured by other than United States Government securities 





y Average | Average 

Federal Reserve Bank Earnings; rateof || Federal Reserve Bank Earnings} rate of 

return return 

| | 

Percent Percent 
a pin elag cases $4, 755 | ee BR oe inne dene~emetets $2, 669 3. 61 
Rear eee te: 20, 093 3. 64 || Minneapolis... __- ni 37, 866 3.03 
Philadelphia..........-- --| 143,302 2.77 Kansas City... a 3, 176 3. 53 
a ---| 6, 578 | 3.61 || Dallas. me 14, 602 2. 89 
eS. | 5, 258 | 3.63 || San Francisco..._.--.....--- | 7, 375 3. 62 
a 10, 693 3. 06 || | --—— —} ———-——_ ~ 
i einnis:nctatenahiieenteasaan } 14, 215 3. 50 System total.........--- 270, 582 3. 00 





Loans, discounts, and advances by Federal Reserve banks during 1956 secured 
by other than United States Government securities 


[Dollar amounts in thousands] 





\| | 
Federal Reserve district Amount | Percent || Federal Reserve district | Amount | Percent 
of total || of total 
PEs... 5 4 ccs nce $732, 000 63S. EE ES | 61,000 1.6 
CS NRE RSE eee 13, 000 2 |] |——__—_— — 
SND. nga csicn sus ddiesen | _ 1,000 Oe || OU si FI 846, 000 8 
Re ee 1.1] 


1 Less than Yoo of 1 percent. 
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TUESDAY, AUGUST 6, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, presiding; Messers, Brown, Patman, 
Multer, Barrett, Reuss, Ashley, Vanik, Coad, Anderson, Breeding, 
Talle, McDonough, Widnall, Betts, Mumma, Bass, Seely-Brown, 
Henderson, and Chamberlain. 

The Cuarrman. The committee will be in order. We will proceed 
with the testimony of Mr. Martin. 


FURTHER STATEMENT OF HON. WILLIAM McC. MARTIN, CHAIR- 
MAN; ACCOMPANIED BY WOODLIEF THOMAS, ECONOMIC AD- 
VISER; DAVID B, HEXTER, ASSISTANT GENERAL COUNSEL; AND 
ROBERT F. LEONARD, DIRECTOR, DIVISION OF BANK OPERA- 
TIONS, FEDERAL RESERVE SYSTEM 


Mr. Anperson. Mr. Chairman, could I ask Mr. Martin just a brief 
question or two? 

The Cuairman. Mr. Anderson. 

Mr. Anprrson. Mr. Martin, if I might pursue just a little bit fur- 
ther a presentation that you made last time I talked with you con- 
cerning our credit. Perhaps it would be easier if I refreshed your 
mind by reading a couple of sentences : 

We have in our grasp in this country today a higher standard of living for 
everyone, if we don’t fritter it away by trying to supply bank credit, which 
is at the basis of your deposits and mine, for long-term capital development, 
which should be derived out of savings, real Savings derived from the people of 
the country. 

And I judged from that statement that you regarded the types of 
credit that we have as divisible into groups according to the origin 
of the money. 

Could you explain first a little bit what you had in mind in differ- 
entiating between deriving capital development from savings rather 
than from bank credit ? 

Mr. Marrin. Well, I explained, Mr. Anderson, in the course of 
these hearings, several times, how we create money, and the point 
that I was striving for there is summed up in an aphorism that was 
given me the other day. You can manufacture money, but capital 
has to be derived from savings. 
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Now, the ordinary bank loan is made for self-liquidating purposes. 
It is seasonal in character at times. It is made with a specific end 
in view, to the liquidation of the loan. It is a part of the business 
process. 

Now, the difference between bank credit and equity capital or capital 
that you put’ into a business comes right from the point that it stays 
in the business. It becomes a capitalized use that you have for that 
money, and that has to be derived out of savings. If you are putting 
up a 20-story building, or you are putting up a plant to manufacture 
goods, you don’t take the depositors’ s’ money or the money that is created 
by a loan that: is to be repaid in a short period of time and invest it in 
that type of operation. That is why I said that that could endanger 
your deposits and my deposits if we created short-term capital for 
long-term capital purposes. 

Mr. Anperson. Well, do you mean to indicate, then, that there is 
a basic difference between the money that the corporation spends for 
capital investment, if that money is not derived from their own sav- 
ings within the corporation, and money used, for example, to build 
a home ? 

Mr. Martrn. Yes, indeed, if it is borrowed money. If it is borrowed 
money, it should be borrowed for the period of time that is required 
to liquidate it. 

Do you want to comment on this, Mr. Thomas? 

Different people put this in different ways, and it would be inter- 
esting to get an economist’s comment on it. 

Mr. Tomas. Well, we can look at it from the standpoint of physical 
terms, the goods and services. In fact, when the corporation builds a 
factory or expands its plant or buys machinery, it has to pay a lot of 
people for producing those goods and building that factory, but the 
people who get the income don’t buy the factory. 

If you produce food or clothing, pay people for that, that food and 
clothing 1s coming back on the market and the income is available 
to buy the goods that are produced. But if you produce a piece of 
equipment, a home, or a plant or a factor y or roads that you are going 
to use for many years and you aren’t going to sell them back to. the 
people except perhaps over a period of time, as you sell them the goods 
that are produced from it, in the beginning goods have to be taken out 
of the quantity of goods that are av: ailable for consumption. So some- 
body has to save some part of his income to pay for that. 

Every year you have to save an amount that corresponds to what 
we call investment, which is the accumulation of physical assets. And 
if banks lend money to finance those projects and that money goes out 
and enters the money stream, somebody has to be willing to hold that 
money asa deposit ina bank. If the banks create more money through 
that process than people are willing to hold on deposit in banks as 
cash money or in currency, either one, then you have got more money 
running around than you have goods that are available for immediate 
purchase. Some day those goods are going to produce something and 
have to be paid for. So unless you build your roads out of current 
taxes, the Government has to borrow the money out of savings. Unless 
you build your factory out of current income, the corporation has to 
borrow it from somebody’s savings, and if it borrows it from the 
bank, somebody has to hold those savings in the form of a bank deposit 
to offset that. 





FINANCIAL INSTITUTIONS ACT OF 1957 531 


Now, I don’t know whether that makes it simple or more complex, 
but that is the basic idea. 

Mr. Anperson. I followed your presentation, certainly, but it still 
doesn’t make clear in my mind why we should make so much distinc- 
tion between the money that a corporation borrows to build a factory— 
and they are now able to secure apparently all of the money they 
want, because we are building more and more factories and capital 
machimery items—on the one hand, and onthe other h and, say a home 
which is to be repaid not out of the sale of the products, as a factory 
is, but out of personal income which would ordinarily be paid as rent. 

Mr. Tuomas. There is no distinction between those two. They are 
the same. It is only when the corporation borrows from a bank, it 
should borrow only for short-term inventory purposes, something that 
they can pay off quickly or borrow it to build up their short-term 
working capital, That is where the distinction comes. The distinc- 
tion between building a factory and building a home is about the same. 
The money for those two, both have to come out of savings. You 
shouldn’t be financing the building of homes out of bank credit. 

Mr. Anperson. Do you mean out of present savings or future 
savings ? 

Mr. Tuomas. Present savings. 

Mr. Anverson. Those savings—— 

Mr. Tuomas. There has to be an amount of savings every year that 
corresponds to the amount of investment in that year. Somebody has 
to save it. Now, if the savings are held in the form of bank deposits 
in banks, then the banks can lend that money. But if people don’t 
want to hold that much idle deposits, then you have to borrow it 
directly from those who are saving. 

Mr. Anverson. The point is, Mr. Martin, i in your talk last week 
you perhaps did not intend to make the point that businesses, for ex- 
angle, should be able to make their capital investments by issuing 

bonds or floating some form of obligation at the advantage of home- 
owners, for example. 

Mr. Martin. Oh, not the slightest, no. 

Mr. Anverson. If I could read a portion of your presentation in 
the next paragraph, you said that— 

In a country as strong as this, that has the vigor of this economy, it doesn’t 
take long for savings to accumulate, and we have the resources, and we have the 
savings, but if we are going to buy, trying to make a new record at the cash 
register on the 1st of August, if we are going to try to run too fast, when we 
ought to walk, and we are going to try to replace capital expenditure with 
bank credit, I think it is just a matter of time until we find ourselves in trouble— 
and the part of that colloquy or presentation that I had in mind is that 
phrase, “if we are going to try to replace capital expenditure with 
bank credit.” Of course, I think probably you didn’t mean to say 
“replace.” You probably meant to say 

Mr. Marttn. “Substitute” or “finance.” 

Mr. Anperson. All right, “to finance capital expenditure with bank 
credit.” 

Mr. Martin. Right. 

Mr. ANnprerson. Once again the question arises as to why our cur- 
rent fiscal policies have worked out, even though you say that you 
didn’t intend that it should, in such a way that there is apparently 
no limitation, no practical limit, on capital availabie for corporate 
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expansion, and yet we find a severe limitation on funds available for 
the building of homes, for example. j 

Mr. Martin. Well, one of the problems there, of course, is the 
limitation on the interest rate. 

Mr. Anperson. You mean those under the home-loan program ? 

Mr. Marti. That is right. The competitive market has moved 
away. They haven’t been able to compete with the others on a com- 
petitive basis. 

Mr. Anverson. Don’t you think there is something that could be 
done about the arrangement of our financial structure so that it 
wouldn’t be so easy to put additional money into corporate expansion 
in areas where it apparently is not required, when the same money, if 
it were invested in such a way as to consume the production of some 
of these basic capital industries, would give a greater lift to our 
industry ? 

Mr. Marri. Well, there is always a choice involved in decisions 
of that type, Mr. Anderson, and the market, I think, is the best means 
of making those decisions. 

Now, you can always resort to direct lending by the Government 
or direct subsidy by the Government to any given segment of the 
community. If you want to prefer housing to some other area, it can 
be done by legislation, but if you are going to work on the operations 
of the decisions of the market, if it is not competitive, it has to be 
favored in some form or another. 

Now, nothing that we have done in our operations is designed to 
penalize housing or to make it more difficult for people to build houses. 
Tt has been the overall supply of credit that, with full utilization of 
resources, which we have had by and large, and prices rising, addi- 
tions of more money under those circumstances to the stream of money 
does nothing but put prices up, and prices have been rising for build- 
ing materials and for the labor that goes into houses, as well as for 
other products. The interest rate is just one small factor in the cost 
process, but is is a factor that is weighted in the balancing direction 
of serving as a wage for the saver and as a cost to the borrower but 
puts the weighted pressure in the direction of reducing spending and 
increasing savings. 

Mr. Anperson. You say prices would go up more if we had more 
money, and yet that statement is based on the premise that prices go 
up in response to supply and demand. But that isn’t the case with 
most of these things that you and I have been discussing. In almost 
all cases the supply is substantially greater than the demand, and cer- 
tainly that is true with respect to housing. You say the prices have 
been going up, and yet the supply of materials, and I come from an 
area that provides a lot of them, is surplus, and people are out of work, 
they eel produce a lot more. The law of supply and demand is not 
working. 

Isn’t it possible that if we have a limited supply of money, that the 
corporations and the industries are going to take theri proportion re- 
gardless of what the interest rate is and whether you raise it or lower 
it. There is only going to be so much left for such types of industry 
as the home-building industry. Perhaps if you increased the supply 
of money, it could go into home building, just to restrict our discussion 
to one type of industry? There are many parallel ones. It would go 
there, and should do so without an increase in price, since the supply 
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and demand certainly would not warrant any increase in the price, 
even though there were substantial increase in demand. 

Mr. Martin. Well, let me get back to this supply and demand oper- 
ation. 

A year ago, this time, take the steel industry, there were definite 
shortages in various items in the steel operations. It is the imbalance 
that we are talking about. Therefore, the pressures were there. — 

Now, I have illustrated this in my own thinking a number of times 
by taking a threater. Here is a theater that has a given number of 
seats, and everybody wants to see this particular play orshow. If you 
doubled the amount of money that the people have to see the show and 
you don’t increase the number of seats, increase to the money supply 
under that situation can do nothing but put the prices for seats to that 
given show up. : = 

Mr. Anperson. That is true, Mr. Martin, but that comparison is 
not applicable to any of the things we have been talking about, auto- 
mobile, houses, and so forth, where we could easily produce more than 
We are. 

Mr. Martin. I am talking about what happens in the process. 

Here is what has happened, Mr. Anderson : 

Because of the pressure that has occurred, there have become imbal- 
ances in this price setup, and the expectation of inflation has caused 
overproduction in some lines, temporarily. It is a time sequence that 
we are talking about, temporary overproduction, temporary oversup- 
ply of some items. 

Now, what is the way to correct the oversupply? By borrowing 
money to keep the items off the market until you can build up demand 
or is it to cut the price of those products or clean off your shelves 
by reducing the prices in such a way that the consumer can get some 
benefit out of it? 

Mr. Anperson. Well, of course, we would like to see it happen in 
the way you have just pointed out in your last clause there. We would 
like to see the prices lowered, but that has not been true. In fact, as 
the production of homes and automobiles has gone down, the price has 
gone up. It is not true that there is a real oversupply of most of these 
goods because there are many in our country who would buy more 
houses if money were available to finance them; more automobiles, 
more kitchen appliances. 

Mr. Martin. At a price. The demand for housing is unlimited at a 
price. But the problem today is it is at a lower price today. 

Mr. Mumma. Mr. Anderson, will you yield for a moment? 

Mr. Anperson. I yield to Mr. Mumma. 

Mr. Mumma. Isn’t the main problem of being able to finance a house 
in which they apparently have a relatively small interest? Now it is 
down to $300 on the first $9,000. Well, there will be more people that 
are going to be attracted to buy houses. They are building a lot of 
them in my territory. But to have to give some plan to make it ap- 
parent that the person has title, whether he has to pay interest for 30 
years on a bigger amount, or whatever it is, don’t you think that is the 
problem ? 

Mr. Martin. I think that is a very real problem, and the demand for 
most products is unlimited if you continue to reduce the price. The 
problem is obtaining these items and being able to pay for them. 
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Mr. Mumma. Didn't the figures on the former downpayment plans 
show that a person didn’t make any appreciable payment on the prin- 
cipal of the loan in the first 5 years, and with a lower downpayment 
and higher interest rate, it will mean he will make no appreciable pay- 
ment on the house for a longer period. It is cheaper to buy than to 
pay rent, because he is getting housing at a good figure. 

Mr. Anprrson. There are some areas where the demand for homes 
exists at the current prices for houses and at the current rates of inter- 
est or at the new rate of interest, which I believe went into effect: yes- 
terday, of 514 percent, but the money is not available to build them, to 
finance them. 

Mr. Martin. This is a big country, and I think in most instances 
you will find the money is available if that situation exists. 

Mr. Mumma. If you are talking about your community, Mr. Ander- 
son, aren’t there special sources set up for those areas where money is 
apparently hard to get? 

Mr. Anvrerson. We haven’t been able to cash in on them if there 
are. 

Mr. Mumma. I believe where there is a will, there is a way. 

Mr. Anperson. I want to thank Mr. Martin again for his very co- 
operative and helpful colloquy. 

Thank you, Mr. Chairman. 

Mr. Parman. Mr. Chairman, I would like to follow up on one 
question on Federal funds traded by the banks. It probably. will not 

take me 5 minutes. 

I would like to ask Mr. Martin about these matters: 

First, what about prohibiting any trading of Federal Reserve funds 
for other than adjustment of reserve requirements; and 

No. 2, what about prohibiting any Federal Reserve bank from sell- 
ing funds to any other member bank. 

Mr. Martin. Why would you want to prohibit it, Mr. Patman! 

Mr. Parman. For the reason that they ought to deal with the Fed- 
eral Reserve if they want reserves. If you are going to permit them 
to get funds outside of the Federal Reserve sand let them go back to 
the old system of concentrating the money in New York, as it used to 
be, the Federal Reserve has not served its purpose a hundred percent. 

Mr. Martin. In the case of the movement of funds of the magnitude 
that we have in this country, it is almost impossible to cut this thing 
finely enough to know what reserves you are going to need. It seems 
perfectly appropriate for a Federal funds market to develop, where a 
bank has miscalculated its needs at a given point, in order to put those 
funds to use, it resorts to the Federal funds market. 

Mr. Patman. That is all right in order to take care of adjustments 
in the reserve requirements. To sell the use of the funds, I think, 
is another matter. You don’t consider it so. 

Mr. Martin. No; I think the market would be considerably tighter 
if we didn’t have the Federal funds market, and it seems that the flexi- 
bility that is provided by movement in this way is advantageous rather 
than the reverse. 

Mr. Parman. I will not ask any more questions at this time, Mr. 
Martin. 

Mr. Mutter. Mr. Chairman. 

The Cuarman. Mr. Multer. 
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Mr. Muvrer. Mr. Martin, one of the things that you have asked be 
eliminated from the statute is the limitation on the aggregate cost of 
construction of Federal Reserve branch bank buildings. 

Why do you ask that that limitation be eliminated ? 

Mr. Martin. It is not a terribly important matter, Mr. Multer, but 
it seemed to us that that was a capitalized expense, just an ordinary 
operating capitalized expense of the system, and that rather than 
coming back to the Congress all of the time for a given amount of 
money, and then having to revise this, that it would be just as well 
handled. You always see the building when it is put up. You are 
always welcome to visit it, and it would just be a normal capitalized 
expense, as any other building. 

Mr. Murer. Do you contemplate any new branch buildings in the 
immediate future ? 

Mr. Martin. We have one or two that have been in the mill for 
some time. I don’t know of any new ones at the moment. 

What is the status of branches? 

Mr. Leonarp. There are 2 or 3 in a tentative state of planning, sir. 

Mr. Mutter. Where? 

Mr. Lronarp. In the state of tentative planning. 

Mr. Mutter. What is the total aggregate cost carried on the books 
of the Federal Reserve of all its branches and buildings, both in Wash- 
ington and elsewhere ? 

Mr. Leonarp. We have a table in the annual report. At the end of 
the year the carried value of all of the Federal Reserve bank and 
branch buildings were $73 million, and they had $4,600,000 other real 
estate acquired for banking house purposes. 

Mr. Muurer. And that compares with your total capital stock of 
three-hundred-twenty-odd million dollars. 

Mr. Leonarp. Three-hundred-thirty-odd million dollars, and seven- 
hundred-odd million dollar surplus. 

Mr. Mutter. So that by raising or eliminating the limitations now 
on the statute, the Board would be free to do as it pleased, tear down 
existing struc tues, build new ones, do anything they pleased without 
limit, as. to the amount that may be spent, either on any individual or 
specific building or on the over: all program; is that correct? 

Mr. Leonarp. That is correct. They are bound by the judgment 
and control of the Board. All of these building programs are subject 
to the specific approval of the Board of Governors, 

Mr. Muurer. Do you think it is proper that the Board have this 
unlimited right w hen the statute limits and charges you with the duty 
of seeing that banks that are members of the System do not go beyond 
certain limitations as to bank premises ? 

Mr. Leonarp. That isa policy question. Are you asking me? 

Mr. Mouurer. Anyone from the Board who wants to answer it. 

Mr. Martin. Yes; I think it is proper, Mr. Multer. 

At the risk of putting in your mind the suggestion that there ought 
to be a limitation on head offices, there is no such limitation at the 
present time, and all this does is make the branch office the same as 

Mr. Mutrer. I thought there was a limitation on the head offices, 
and that is why I asked the question. 

Mr. Martin. No, no limitation on the head offices. 

Mr. Murer. It isn’t necessary to have authorization 

Mr. Maritn. There never has been since the Federal Reserve Act. 
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Mr. Mutter. I understand at one time you had to come in and get 
some authorization. 

Mr. Leonarp, That refers to branch buildings only. 

Mr. Muurer. Why shouldn’t there be a limitation on the Federal 
Reserve System as to both head office buildings and branch buildings 
to the same extent we have it on the member banks? The law fixes a 
maximum for member banks, does it not ? 

Mr. Lxonarp. That maximum would be—— 

Mr. Martin. Could lask Mr. Hexter to read the statute ? 

Mr. Muurer. Surely. 

Mr. Hexter. There is no actual limit under the Federal Reserve Act 
on bank member premises, Mr. Multer. The statute provides that no 
national bank, without the approval of the Comptroller of the Cur- 
rency, and no State bank, without the approval of the Board of Gov- 
ernors of the Federal Reserve System, shall invest in bank premises 
an amount in excess of its capital stock. 

Mr. Mourer. That isa limitation, isn’t it? 

Mr. Hexter. Not an actual limitation. It is subject to supervision. 
In some cases it is 

Mr. Mutter. That is the point I make. If the member banks cannot 
do it without supervision, why should the Federal Reserve banks do 
it without supervision ? 

Mr. Martin. The Federal Reserve does have supervision. The 
Board of Governors is working full time on this. 

Mr, Muurer. But the Board of Governors is representing the entire 
System, is that right? Shouldn’t there be any supervision by the 
Congress over what you are doing? You are an agent of Congress. 

Mr. Martin. Well, the Federal Reserve Act—all that you are sug- 
gesting in this case is that the same treatment, the same discretion be 
given us with respect to branch buildings that is given us with respect 
to head offices ? 

Mr. Mutter. I am suggesting what we ought to do is recommend 
the other, that the Congress be given the right of approval or dis- 
approval as to what you may do beyond certain limits on all of your 
buildings, branch and head offices. 

Mr. Martin. Well, I don’t think that it is necessary, but I suggested 
to you in your question on the other, since you were talking about this 
Se ate bill, that you could take the position that we shouldn’t have 
the discretion on the head offices as well as the branch offices, but if 
we are going to have the discretion on the head offices, I think we 
should have it on the branch offices, which are infinitely less im- 
portant. 

Mr. Mutter. Well, I was under the impression that we had super- 
vision over the Board as to its head offices. I think we should have 
it on both. There should be a limit fixed in the first instance, and 
then if you want any more than that, come to the Congress for ap- 
yroval. 

Mr. Martin. Well, I merely made the observation that I don’t think 
that limitation is necessary, and I think it is 

Mr. Mutter. Now, let’s take it with reference to the member banks 
and the national banks, the limitation presently without approval is, 
I think, 50 percent of capital stock, is it not ? 

Mr. Hexter. 100 percent, Mr. Multer. 

Mr. Motter. Isn’t that the amendment that is proposed, to make 
it 100 percent ? 
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Mr. Hexter. No, the present provision is the amount of the capital 
stock of the member bank. 

Mr. Mutrer. That is the present provision. 

Mr. Hexrer. Yes. 

Mr. Mutter. The amendment is merely a change of language? 

Mr. Hexrer. I believe that the amendment, Mr. Multer, would 
change it from 100 percent of capital stock to either that amount or 
50 percent of capital plus surplus, whichever is greater. 

Mr. Mourer. Which would obviously in most instances create an in- 
crease on what they could spend. 

Mr. Hexrer. In most instances, I believe so; yes, sir. 

Mr. Mutter. Isthat right? 

Mr. Martin. I think that is right. 

Mr. Mutter. Now, tell me, do you know of a single instance in the 
country, member bank, nonmember bank, or national bank, that has 
bank premises that are equal to the capital? Never mind the capital 
and surplus, but equal to the amount of capital ? 

Mr. Martin. Mr. Hexter says there are cases of that sort. 

Mr. Mutter. I would like to have you submit a list of those banks, 
if you will, please. 

(The data requested above are as follows:) 


List of State member banks as of Mar. 14, 1957 (call report), where investment 
in bank premises equals or exceeds amount of capital stock (in no case does 
investment exceed bank’s total capital stock, surplus, and undivided profits) * 








Investment 








Name in bank Capital stock 
premises 

Federal Trust Co., Newark, Ni. Jis2.2.22- sc ccti deve set ts5e dedi sect $1, 645, 800 $1, 622, 500 
LAbetiir Retiiviel Stas We Vocus he ats 4 he ~ans cpesenney geen dh <uttene oa lidein 8, 122, 300 2, 750, 000 
National Savings & Trust Co., Washington, D. C__.........-...--- Sas 1, 128, 7 1, 000, 00 
Bank of Russel] County, Cleveland, Va__..-.........---------..-------...-. 33, 000 25, 000 
Bank of Dinwiddie, Inc., McKenney, Va---..--..----.---.--- a pchiclim rial inka 42, 200 25, 000 
Citizens Bank of Poquoson, Va--.-- Deda = elit w akg dar u dita Adin with tate as oa aiale 37, 300 25, 000 
Farmers & Merchants Bank, Ns Viiv cicdperecednmtngtsopeneeday 118, 200 100, 000 
Massanutten Bank of Strasburg, Va__...._...........--.---- eae pate 104, 600 75, 000 
Princeton Bank & Trust Co., Princeton, W. Va____-_--.........------..--- 156, 400 150, 000 
Traders Trust & Banking Co., Spencer, W. Va__..-...---..-..--.---------- 101, 900 100, 000 
Bank of York, Ala... swbhbboubipa ddvewh vnddddasticestbkwWtsewtnenaatee 59, 800 25, 000 
Devon North Town State Bank, Chicago, Ill ‘ ion ; 321, 900 300, 000 
State Bank & Trust Co., Evanston, Ill : 669, 700 660, 000 
McHenry State Bank, McHenry, Il _--_-- 4 iS tata Fai 185, 500 100, 000 
Elk Horn Bank & Trust Co., Arkadelphia, Ark.........-- Rcd a aioe 118, 100 100, 000 
Mcellroy Bank, Fayetteville, Ark ; 151, 700 100, 000 
Dupo State Savings Bank, Dupo, Ill ae Dieu Sus Gord 77, 700 50, 000 
Fayette County Bank, St. Elmo, Il a 76, 200 30, 000 
Arnold Savings Bank, Arnold, Mo ; incon ‘ 114, 900 75, 000 
Lemay Bank & Trust Co., Lemay Mo---. btGaciigereaie 122, 600 100, 000 
North St. Louis Trust Co., St. Louis, Mo ; 339, 100 300, 000 
Tipton Farmers Bank, Tipton, Mo a 4 : 60, 000 25, 000 
Webster Groves Trust Co., Webster Groves, Mo aad 192, 900 100, 000 
Flint Creek Valley Bank, Philipsburg, Mont ae a 54, 800 50, 000 
Gunnison Bank & Trust Co., Gunnison, Colo i 57, 800 50, 000 
Westport Bank, Kansas City, Mo ; é od 250, 000 200, 000 
Rogers County Bank, Claremore, Okla ‘ 70, 000 50, 000 
Bank of Laramie, Laramie, Wyo ie 132, 900 100, 000 
Citizens State Bank, Hugo, Okla ee ee 58, 100 50, 000 
Security State Bank & Trust Co., Beaumont, Tex 5 319, 300 300, 000 
Citizens State Bank, El Paso, Tex j ; ae . 111, 800 100, 000 
Robert Lee State Bank, Robert Lee, Tex = ata 54, 700 50, 000 
Farmers Banking Co., Lakeview, Ohio 75, 000 75, 000 
Farmers & Mercnants Bank, Salisbury, Md 200, 000 200, 000 
State Trust & Savings Bank, West Chicago, Il . 75, 000 75, 000 
South Main State Bank, Houston, Tex i at } 





500, 000 500, 000 
| 


1 List does not include cases where bank premises may be subject to outstanding liens, 


Note.—The Board does not have the requested information involving national banks and nonmember 
insured banks 
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Typical cases of State member bank applications for authority under sec. 24A 
of the Federal Reserve Act to invest more than 100 percent of capital stock in 
bank premises 








; 1 

Book value of bank premises | 
iis teh saat Japital | Total capital 
| stock Surplus | _ structure 

Existing | Proposed Total 
40 Jiniouin Igrli radtio! addition 

Th co. sen wel tat. bet tf ow | Cyl a ae 15 Grri«s 7 Th) citi ete tk 

Sa ae $14, 000 | 1 $150, 000 | $164, 000 | $100, 000 $150, 000 | $386, 000 

, SEE 33, 000 | 2 157, 000 | 190, 000 | 150, 000 | 250, 000 | 550, 000 

wshindbantebakot 3) 1 130, 000 | 130, 000 | 100, 000 100, 000 | 310, 000 

ep claancae oyun 27, 500 2 40,174 | 67, 674 | 50, 000 | 50, 000 | 168, 000 

Be cc hdelows a 84, 000 4 216, 000 300, 000 | 200, 000 500, 000 1, 037, 184 
eee ats 5, 232, 790 
56, 650, 000 2 | 

: 882, 790 | 6 12,000 11, 894, 790 | 7, 840, 000 19, 660, 000 | 37, 600, 000 


1 New building. 

2 Remodeling. 

3 Leased quarters. 

4 Remodeling and branch construction. 
5 Mortgage. 

6 Leasehold improvements. 





Note.—for the 12-month period ending June 30, 1957, there were 31 such applications received and 
approved. 


Mr. Mutrer. Now, let me say to you that I have examined over the 
weekend some 50 different bank statements of banks—that is, State 
member banks and national banks. I haven’t been able to find a single 
instance where the amount carried for bank premises and furniture 
and fixtures even equals the amount of the capital. If that is so, I 
would like to know why it is necessary to give any member bank or 

national bank the right to increase that kind of realty investment to 
the amount of 50 percent of capital and surplus. 

Mr. Martin. Mr. Hexter will comment on this. 

Mr. Hexter. Mr. Multer, I can assure you from my own experience 
that there are constantly coming to the Board of Governors requests 
by member State banks for authority to invest more than the amount 
of their capital stock in bank premises. It is not a large number, 
relative to the number of banks in the country, and for large banks 
generally it is not true. I believe the bank premises investments of 





| 
| 
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member banks generally are relatively a small percentage of capital, 
because bank premises are written down on the books of the banks 
as the years goon. But there are a substantial number of such situ- 
ations, and, if you wish, a list can be made up, although there would 
be a bit of trouble involved in doing so. 

Mr. Mutter. I would be interested in seeing a typical list. I don’t 
think there are a great many. Give us the total number and a few 
typical instances. 

Mr. Hexrer. From the past year? 

Mr. Mutter. Yes, during the past year. 

I think you will all agree that the most expensive real estate in the 
country is in the financial district of Manhattan, the so-called Wall 
Street district. Is that a fair statement, the most expensive real estate 
in the country is located in the tip of Manhattan, the so-called financial 
district ? 

Mr. Marttn. I rather doubt it now, Mr. Multer. 

Mr. Mutter. Where is there an area more expensive for real estate 
for offices and industrial purposes and commercial purposes ? 

Mr. Martin. I don’t know, but I expect up to midtown Manhattan 
costs as much if not more now, Mr. Multer, than Wall Street. 

Mr. Mutter. It is coming up, but it isn’t quite as expensive yet. 

Mr. Martin. If you take the charges in the projected Park Avenue 
area for business purposes—now I am not talking about apartments— 
I think you will find the new rates will compare pretty favorably. 

Mr. Murer. Suppose we take it as the island of Manhattan, is there 
any other area in the country where you have commercial property 
that is more expensive or that has a greater value than in Manhattan ? 
Mr. Mariin. Well, I would think it would certainly rate pretty 
high. 

Mr. Parman. Mr. Multer, will you pardon me? I think we should 
have inserted in the record the table the gentleman read from about 
the value of these buildings. He did not tell the whole story. That 
is, that the cost of these buildings was about $150 million. 

Mr. Leonarp. I respond to the question, which was the book value. 

Mr. Parman. I understand. You did not intend to mislead the 
committee. You just failed to spell out this particular point, which 
I think is important. 

Mr. Martin. I would be very glad to have that in the record. 
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TABLE No. 9.—Bank premises of Federal Reserve banks and branches, 
Dec. 31, 1956 





Federal Reserve bank or branch | 


ras sgucheio 
Cleveland 


OTHER REAL ESTATE ACQUIRED FOR BANKING HOUSE PURPOSES 


Richmond 
Nashville 


$1, 628, 132 
5, 215, 656 
592, 679 
607, 779 

1, 884, 357 
1, 295, 490 
400, 891 

1, 189, 941 


469, 944 | 


250, 487 
116, 569 


633, 387 | 
93, 649 | 


327, 352 
164, 004 

48, 000 
277, 078 
147, 734 
496, 060 
179, 720 

85, 007 
642, 135 
128, 542 
600, 521 

15, 709 
545, 764 
592, 271 

65, 021 
444, 176 


2, 
1, 
1, 


476, 768 
736, 867 
161, 239 
114, 075 
274, 772 








Cost 


Building 
(including 
vault) } 


$5, 929, 169 
12, 183, 528 
1, 451, 569 


1, 362, 220 
119, 739 
622, 539 

1, 974, 819 

4, 157, 105 | 

4, 115, 783 

1, 678, 512 
341, 449 

1, 891, 564 | 





94, 589, 641 | 


163, 360, 


Fixed 
machinery 
and equip- 

ment 


$2, 956, 474 
4, 886, 521 
562, 181 


689, 889 | 
2, 066, 765 
480, 555 
599, 369 
362, 731 
70, 200 
70, 511 
629, 574 
35, 090 
265, 700 
2, 704, 902 
1, 214, 162 





1, 391, 137 
524, 429 
161, 837 

72, 464 
105, 442 
646, 249 

44, 143 


112, 111 


1, 036, 864 
1, 560, 794 
630, 919 
84, 814 
642, 240 | 


$10, 513, 775 
22, 285, 705 
2, 606, 429 
3, 502, 710 
8, 854, 424 
10, 697, 152 
2, 569, 927 
4, 712, 936 
6, 701, 926 
3, 609, 091 


2, 527, 649 
294, 707 

1, 305, 234 
12) 235, 420 
5, 182, 027 
5, 023, 635 
1, 739, 430 
511, 448 

2, 127, 868 
521, 452 

7, 342, 460 
186, 253 

5, 342, 668 
1, 201, 844 
583, 861 
2, 404, 678 
2, 018, 743 
441, 317 

1, 443, 231 
2, 377, 164 
5, 670, 737 
6, 413, 444 
2, 470, 670 
540, 338 

2, 808, 576 


32, 483, 077 | 154,528,702 | 73, 360, 450 
| { 


~~” $132, 466 


55, 859 


$146, 550 
422, 110 
3, 080, 163 
496, 412 
204, 221 
70, 211 
37, 000 





| 


s 
3 


s52pee 


Bs 
Nh 


mm pocogemcomce ont 
BSE58 


sues 
SUeSR822 SRE ESH 


» 
~~ 
Fate 


s 


$146, 550 
422, 110 
3, 002, 340 
496, 412 
73, 255 
70, 211 
37, 000 


421, 598 |_- 
2, 979, 419 | 


421, 598 421, 598 


188, 325 | 4, 968, 265 | 4, 669, 476 





1 Includes expenditures incident to construction programs carried in unallocated accounts pending com- 
pletion of programs and subsequent allocation of costs to appropriate accounts. 


Mr. Motrer. The point I now make with reference to the bank prem- 
ises and value of real estate—I don’t care whether you take a small 
bank or the largest bank, whether it is the First National City Bank, 
which is the largest in the city, I think the second largest in the coun- 
try, or any of the small heal in the city of New York, where real 
estate is so terribiy high and costs of construction so terribly high. 
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You don’t find one of them that has a cost of both equipment and bank 
premises that is even equal to their capital. 

Now, if that is so, and the same thing is true in California, the same 
thing is true with reference to the banks in Texas, I can’t see why you 
need this increase for bank premises. They are a piece of property, it 
is a specialty, it can be ek invariably for nothing except bank pur- 
pars now, 1 don’t know why you would want to allow any bank to 

reeze any of its assets to that extent. 

Mr, Mumma. Mr. Multer, is that a correct statement, that most of 
the bank building is devoted to banking purposes? 

Mr. Mutter. Yes, sir. 

Mr. Mumma. How about those dozens of floors that are above the 
banking space. 

Mr. Murer. You will find in most instance the banks in large 
office buildings are in rented space. 

Mr. Mumma, Rented ? 

Mr. Mutter. Yes. 

Mr. Mumma, That is what I maintain is not used for banking 
purposes. 

r. Muurer. Let Mr. Martin answer the question. 

Is it not a fact that banks are prohibited from investing in or own- 
ing office buildings, commercial buildings, which they rent to other 
tenants? They can own them for their own use, but have they a right 
to build a skyscraper and rent out everything except 2 or 3 floors that 
they use for banking purposes ? 

Mr. Martin. We have eld that they can, Mr. Multer. 

Mr. Mctrer. You have held that they can ? 

Mr. Martin. The courts have held that they can. 

Mr. Mutrer. Well, now, have you any recommendation with refer- 
ence tothat? Should banks be permitted to invest their money to that 
extent in commercial property? There is no other instance that they 
opens to buy and operate commercial property. 

r. Martrn. Mr. Hexter will comment on that. 

Mr. Hexter. The reason, Mr. Multer, the courts have given for au- 
thorizing banks to erect multistory buildings in which they occupy 
only a few floors is that banks, the courts have said, must efficiently 
be located in the heart of a business district where economic use of land 
requires multistory buildings, and it seems unreasonable to require a 
bank to buy an expensive piece of land and build a 3-story build- 
ing when all of the buildings around are 10-story buildings. 

The bank would be paying a great deal for its space if it couldn’t 
utilize the airspace above its own floors and rent that area. 

It is just a matter of economics and efficiency, apparently, and the 
courts have recognized that. 

Mr. Mutter. Well, the courts may have recognized it, but I think 
there are very few judges and very few courts that qualify as bankers. 

Is there any other instance where a member bank or national bank 
is permitted to invest in real estate? I am not talking about where 
they have to acquire a piece temporarily to liquidate a loan, but in 
the first instance to go out and invest their money, their own capital 
and surplus, or their depositors’ money, in commercial properties. 

Mr. Hexter. No; the legal requirement is that. the banks own prop- 
erty only for their own operations, reasonably necessary for their 
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own operations, which has been construed to permit the erection of a 
multistory building where that is poctichiiadly appropriate. 

Mr. Mutter. Now, do I understand that the Board of Governors 
eon along with that court reasoning and approves that court reason- 


tr Martin. Yes. I think there is no question about that. We have 
a beautiful new building in Mr. Patman’s State in Dallas. Now you 
can’t tell what the future expansion of an area is going to be, and the 
bank that wants to develop its quarters ought not to be limited in such 
a way that 10 or 20 years from now the development precludes their 
doing anything except tearing down what they have and beginning 
overagain. 

Mr. Mutrer.. Do you seriously approve using depositors’ money for 
that kind of purpose where you are thinking ‘about what the expan- 
sion requirements will be? 

Mr. Marttn. Now, limitations have been placed on that, Mr. Multer. 

Mr. Motrer. Limitations by whom, the Board or the courts? 

Mr. Martin. By law. Will you give the law on that, Mr. Hexter? 

You see, this new law is simply making it possible for some smaller 
banks that have come in and requested consideration along these lines 
to do what the larger banks are much more able to do today. 

Mr. Mutter. I am more concerned about the small banks not putting 
in all of their capital or surplus or a substantial part, freezing it into 
real estate. 

Mr. Hexrer. I might say in connection with the smaller banks— 
and it is usually in connection with smaller banks that this occurs— 
the large New York City banks, for example, don’t have any prob- 
lem under the law with respect to the adequacy of their capital for 
bank premises purposes—the Board has on a number of occasions 
requested a member bank to modify a building program or to restrict 
it because of the Board’s feeling that the bank’s program was ex- 
cessive in the light of the bank’s capital and its responsibilities to 
depositors, and it was for that purpose, I presume, that Congress 
gave the Comptroller of the Currency, in the case of national banks, 
and the Board, in the case of member State banks, the authority to 
restrict expenditures for bank premises in excess of the bank’s capital 
stock. 

Mr. Mutrer. Well, shouldn’t there be any standards set up as to 
those matters, either in the law or by regulation ? 

Mr. Marin. There is a standard here in the law, the new law. 

Mr. Hexter. There is a quantitative limit. 

Mr. Moutrer. That is hardly a standard. It simply says you can’t 
go beyond that amount without approval. Under what circumstances 
would the approval be granted? 

Mr. Hexrer. The Board has alw ays taken the position, in passing 
upon applications for investment in bank premises in excess of the 
amount mentioned in the statute, that the general public interest, 
the soundness of the bank, and such fac tors are the stand: ards, the 
criteria. 

Mr. Mutter. Well, now, whether the bank is in Dallas, Tex.—and 
I think I know the bank you have in mind—or in New York City or 
anywhere else, do you think it is proper that the bank should take 
its capital and surplus and freeze it into a commercial building? 
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I think in that instance, it may be a 20-story building, am I right? 

Mr. Marri. It is a large building. 

Mr. Mutier. It is at least 20 stories or more, the 1 in Dallas, the 
newest bank building. Mr. Patman says 40. It has been some time 
since I have been there, but somewhere between twenty and forty 
stories. I think the bank occupies about 3, or 4, or 5 floors. 

Do you think it is proper for any bank to invest its capital and 
surplus in that kind of a venture? That becomes mainly a real estate 
venture, does it not ? 

Mr. Marrrn. At a certain point, it does, but that is a matter of 
judgment that has to be exercised, and that is why we have the statu- 
tory provision here. 

Mr. Mutter. And you think it is perfectly safe to increase the limi- 
tation in the statute. 

Mr. Martin. I think this statute is all right, because I think that 
the number of smaller banks that have had a real need for quarters 

Mr. Mutter. Is this the statute or the proposed change? 

Mr. Martin. The proposed change. 

Mr. Mumma. Up to a certain point it would be a matter of cutting 
down the bank’s expense or overhead; they would be getting some 
revenue out of it. After that it may be a little commercial, but if 
you were in business, that is one of your first points, to cut down 
your overhead, your expenses, legitimately. 

Mr. Mutrer. Well, I know the trend today is, and if I were going 
into any kind of business venture, I would seek to rent rather than 
to build and own, if the space were available, particularly with the 
tax structure what it is. My entire rent is a deductible expense. 

Mr. Martin. That is a matter of business judgment, though, is it 
not, Mr. Multer? 

Mr. Moutrer. Yes, of course it is. But now let’s get back to the 
precise problem. 

Mr. Mumma. Mr. Multer, one more question. 

Mr. Mutter. I don’t think any bank has a right to take depositors’ 
money and invest it in real estate. 

Mr. Martin. We are not talking about depositors’ money, it is share- 
holders’ money. 

Mr. Mourer. Let’s get tothat. I think it is particularly important 
with respect to a small bank. If you have a small bank that has 
$250,000 in capital and surplus, and you are going to let them put 
$125,000 in a building, whether all for their own use or part rented 
away, instead of having $250,000, they then have $125,000 plus a 
piece of real estate, is that right ? 

Mr. Martin. That is right. 

Mr. Mutter. You wouldn’t let that bank put $125,000 into a com- 
mercial building where its office was not located, would you? 

Mr. Martin. No. 

Mr. Mutrer. Now the fact of the matter is if the banks were com- 
pelled to operate solely on the basis of their capital and surplus, and 
all of their earnings came only from their capital and surplus, they 
wouldn’t make enough money to pay their expenses. 

Mr. Martin. That is right. 

Mr. Mutrer. The fact of the matter is that practically all of their 
earnings, the bulk of their earnings, is earned on the depositors’ money 
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that they invest, and which is anywhere from 10 to 20 times the capital 
and surplus, is that right ? 

Mr. Martin. Well, they wouldn’t have any expenses unless they 
engaged in deposit banking, Mr. Multer. 

r. Motrer. They wouldn’t have any earnings if they didn’t have 
the deposits to invest. 

Mr. Martin. Exactly. That is why they go into the banking 
business. 

Mr. Muxrer. Do you know of any other business other than banking 
as it is done in this country today, where you can use services or 
money or property without paying for the use? 

= Martin. Any business? Well, all business is operated for a 
profit. 

Mr. Mutter. I am not talking about that. 

Do you know of any business that can get any money for nothing? 
Do you know of any business that can borrow money for nothing? 
Do you know any business that can receive deposits and reinvest the 
deposits except banking without paying for the money? 

fr. Martin. I think the banks are in business. I don’t think they 
get that money for nothing. They open an account. They handle the 
money. They render services. This isn’t a one-way street. 

Mr. Muurer. What services do they render that they don’t get paid 
for? They get $386 million in the aggregate for servicing their check- 
ing accounts on demand accounts. 

r. Martin. Well, I think that the services that they render they 
naturally want to get, paid for. It is a matter of judgment as to 
what the charge is. You can say in your checking account they ought 
to pay you interest on it, they are making more money than they 
ought to be making on it. 

Now, we have been over before this matter of payment of interest on 
deposits, and we are all familiar with the reason why at the present 
time we don’t permit the payment of interest by banks on deposits, but 
I don’t think that it is a free operation. I don’t think you construe 
it that way, either. 

Mr. Muurer. Oh, yes,I do. Yes,Ido. That is one place where you 
and I disagree. I say that they are rendering a service and the service 
they are rendering they are paid for many times over by the free use 
of the deposits. Wherever they are carrying an account that isn’t 
giving them a profit for carrying it, they charge the customer for car- 
rying the account, and that is what the $386 million comes to as in- 
come for the banks across the country. That is what they get for 
servicing the accounts that aren’t paying them enough in the interest 
that they earn on the investment of those deposits. 

Mr. Martin. Let Mr. Thomas give you a few figures here on earn- 
ings and expenses. 

Mr. Tuomas. All member banks earned last year about $6 billion. 
Their expenses were $3,700 million of which service charges on de- 
posits of $310 million was less than one-tenth, and that only covers a 
very small part of the expense of carrying those deposits and running 
the banking business. 

Their net profits were a billion dollars, and the average of net profits 
to total assets was one-half of 1 percent. That is what the banks have 
as net earnings on their deposits, one-half of 1 percent, after paying 
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= of he expenses of providing the services that banks perform for 
the public. 

r. Murer. Those net earnings, of course, to the banks are after 
the payment of officers’ salaries, which, of course, must be paid. That 
is right; is it not? 

Mr. THomas. Over the payment of all expenses. 

Mr. Mutrer. And the other side of the picture is that the capital 
accounts of the banks—and I don’t know why this is listed in bulk 
instead of separating capital and surplus—but on page 784, under all 
banks of the current report, you list capital and miscellaneous accounts, 
net, $21 billion. 

Now, that includes capital, it includes surplus. What else does it 
include? 

Mr. Tuomas. Undivided profits and certain types of reserves for 
special purposes. 

Mr. Mutter. Reserves for losses. 

Mr. Tuomas. As a matter of fact, some reserves for losses are de- 
ducted from the assets. 

Mr. Motrter. Is the stock they own in the Federal Reserve banks 
included in that ? 

Mr. Tuomas. That is an asset, not a capital figure. 

Mr. Mutter. As against that, we have total deposits and currency 
of $228 billion, and we have Treasury currency outstanding, $5 billion, 
gold, $22 billion, so if you took all of that, which we shouldn’t, but let’s 
take all of that 

Mr. Tuomas. Look at the table on 785, for all commercial banks. 
That is the relevant figure. You have total assets of $209 billion in 
March, and capital accounts of 16.6. 

Mr. Mutter. Billion? 

Mr. Tuomas. Yes. 

Mr. Mutter. So, if they were simply investing their own capital 
surplus 

Mr. Tromas. They would be investment trusts instead of banks. 

Mr. Mutter. So the bulk of the money they are earning, including 
all of the expense of operation, including officers’ salaries, is coming 
out of the $209 billion of depositors money ; isn’t that so? 

Mr. Tuomas. In return for the services of the checking accounts 
that they give the depositors, 

Mr. Moutrer. And for which they get $386 million. 

Mr. Tuomas. Well, that only covers a very small part of the expense 
of running a bank. 

Mr. Mutrer. And the rest of it comes from the investment of the 
depositors money. 

Mr. TrHomas. Making loans, investments, and so on. 

Mr. Martin. The rest of it comes from the banking business. 

Mr. Muurer. That is right. 

Mr. Tuomas. Investment trusts get 12 percent or 8 percent, or some- 
thing like that for investing money. 

Mr. Mutter. Before I yield, is there any further comment you 
would like to make for the benefit of the committee as to why these 
banks should not pay interest on depositors accounts other than that 
the statute prohibits it ? 
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Mr. Martin. I think there is a very real question as to whether they 
can do it, and do it effectively, without impairing the whole banking 
system today. 

It is something perhaps we can come back to, but we have talked 
about it. It would be very disadvantageous to the small banks, I 
think, particularly in the competitive situation. I think that that is 
the basic consideration here, and I don’t think the banks have excessive 
earnings in any sense of the word at the present time. 

Mr. Muurer. I don’t want to get into the question of whether earn- 
ings are high or low, but we do know they have thrived very well and 
have done very well during the past 5 years. 

Mr. Martin. Which we all want them to do, Mr. Multer. 

Mr. Tuomas. One percent interest on demand deposits would more 
than wipe out all of the profits that the banks make. 

Mr. Parre. Mr. Multer, according to the figures I have seen, the net 
return to the banking business is considerably lower than the net re- 
turn, let us say, in manufacturing. I am glad they are all doing well. 
I am happy about that. It means good jobs for many people. 

But in relation to profits earned, net profits in other fields, I can’t 
find that the banks are doing better than I would like to have them do. 

Mr. Martin. That is certainly my judgment, Mr. Talle. 

Mr. Muxrer. Do you know any bargains in banks that could be 
bought, do you know any bargains in bank stocks that could be 
bought ? 

Mr. Martin. I can’t say that I do. 

Mr. Motrer. I am asking in public. I don’t want a private tip. 

Mr. Martin. If I knew any as a responsible Government official, I 
shouldn’t be giving any tips. 

Mr. Muurer. Well, as a matter of fact, the bank stocks are selling 
at well above book value, aren’t they ¢ 

Mr. Martin. The market in bank stocks has improved in the last 
couple of years with their earnings, but the problem has been that the 
low earnings relatively of the banks have made it very difficult for 
them to raise new capital. 

Mr. Motrer. Isn’t that really due to the fact that they will not file 
statements and publicly disclose the internal operations of the banks? 

Mr. Martrn. No, I don’t think that is true. I think the banks dis- 
close all pertinent information. I think that the banks, and I think 
that the basic point here is that all indications of credit through the 
banking system, the private banking system, is one of the most im- 
portant functions that there is, and I think that I would not want to 
see the Government allocating that credit, but I think the Government 
has a very 

Mr. Mourer. I am not talking now about allocation of credit. I 
am talking about internal operation of the bank. I don’t want to 
know who they are lending money to and how much each loan is. 

I am talking about the internal operations of the bank, who the 
officers are, what salaries they are getting, what bonuses they are get- 
ting, what expenses they are getting. Why shouldn’t that be public 
information ? 

Mr. Martin. The banks give general disclosure that seems to me to 
be quite adequate. 
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Mr. Muurer. Did you ever see a bank operating statement published 
in any newspaper or trade publication? Not the financial statement, 
the operating statement. 

Mr, Maritn. I have seen a good many of them, Mr. Multer. I see a 
great many privately that I don’t see publicly, so I may have my mind 
confused. 

Mr. Mutter. I have seen many privately too, but I have yet to see: 
one that appeared publicly. I can’t remember a single instance in 
10 years that I saw an operating statement of a bank in any publica- 
tion, any newspaper or trade publication. 

Mr. Tomas. Most of the big New York banks now do it once or 
twice a year. 

Mr. Mutrer. The operating statement ? 

Mr. Tuomas. Earnings and expenses, yes. 

Mr. Mutter. I thought I had scanned those pretty carefully, and I 
can’t recall a single instance. Is there any reason why the stockhold- 
ers should not be advised as to what every officer and top echelon em- 
ployee at the bank is getting by way of salary, expenses, and bonuses? 

Mr. Martin. Well, I don’t know. I haven’t gone into all aspects 
of the disclosure thing, but the basic point. I was trying to make 
was we have supervision, public supervision of banking. 

Mr. Murer. You don’t mean public supervision, you mean super- 
vision by the Federal Reserve Bank, Comptroller of the Currency; 
and FDIC. 

Mr. Martin. That is right, that is public isn’t it. 

Mr. Mvuvrer. And for the protection of the public and the stock- 
holder. 

Mr. Martin. Well, isn’t that supervision? This is what I am talk- 
ing about. 

Mr. Mutter. I don’t agree it is the kind of supervision the public 
is entitled to if the reports of what you are doing are kept on such a 
confidential basis that you will even refuse to submit them to a court. 

Mr. Martin. Well, I don’t know about submitting it to a court, Mr. 
Multer. 

Mr. Muurer. Well, there is a provision in this proposed act, is there 
not, which will provide in so many words that they will even be im- 
mune from subpena, that none of your reports can be produced in a 
court of law. That is a proposed change in this statute, am I right, 
Mr. Hexter? 

Mr. Hexrer. There is a provision along those lines, Mr. Mutler. 
I believe it provides—I don’t recall it exactly—that they may be sub- 
mitted in appropriate cases, but not when the supervisory authority 
feels that it is inappropriate in the public interest. 

Mr. Moutrer. I think the language is the other way, that they may 
not be submitted without the approval, I think of the Comptroller in 
one instance, or possibly the Board in the other instance. 

Why should the Comptroller or the Board set itself up above a court 
of law and say what should be produced in a court of law, and what 
is realtive and pertinent to a case pending in a court of law? 

Mr. Hexter. The provision in the proposed new National Bank 
Act is section 50, which reads: 


Reports of examinations made by national bank examiners of financial institu- 
tions under the jurisdiction of the Comptroller, related correspondence and 
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papers, and other information obtained by the Comptroller in the exercise of his 
visitatorial powers, shall be confidential documents privileged against disclosure 
without the consent of the Comptroller: Provided, however, That such documents 
shall be made available to the committees of the Congress upon request. 

Mr. Muurer. That is an absolute preclusion against their being 
produced in court pursuant to subpena without the Comptroller’s 
a, Sign is that not so? 

r. Hexter. That seems to be the meaning of it, yes. 

Mr. Mouurer. Mr. Martin, can you or the Board justify that kind of 
provision ? 

Mr. Martin. Yes, I justify it. These are confidential matters, and 
I think that we have public supervision in the supervisory agencies, 
and I think that the setup of our banking system is one that requires 
the constant purview of the Congress, and I would welcome this 
opportunity to. be with this committee and visit with the Congress 
at all times on it, but I also think that it has special relationships that 
we ought to preserve. 

Mr. Muurer. Whom do you have to protect in the confidential rela- 
tionship ? 

Mr. Martin. We have to protect individuals. 

Mr. Mutter. What individuals? 

Mr. Martin. That borrow money. We examine these banks very 
carefully. 

Mr. Moutrer. What protection does the borrower need who has the 
bank’s money ? 

Mr. Martin. Borrower ? 

Mr. Muurer, Yes; you said you wanted to protect the borrower. 
What prutestion does the borrower need after he has the bank’s 
money? It is the bank and the public that needs the protection to 
make sure the money is paid. 

Mr. Martin. Would a borrower want to be disclosed to his com- 
petitor in the public press ? 

Mr. Moutrer. Is it really so bad for the public to know who is bor- 
rowing money? Any time any publicly owned corporation borrows 
money, it is advertised in the newspapers. It is headlined on the 
financial pages, so the public will get in on the deal. 

Mr. Martin. It is given in the proper way, but the examinations 
we conduct of all aspects of the operations of the bank, I think that 
we should always view it in terms of the public interest, but I don’t 
think that is necessary that the public interest is being protected by 
spreading out on the record the private transactions of every in- 
dividual. 

Mr. Mutter. That is another point where you and I disagree. I 
think the Comptroller’s paramount duty at all times, and the para- 
mount duty of FDIC and of the Federal Reserve Board is the protec- 
tion of the public first and if you must disclose something as against 
somebody dealing with the bank in order to be sure that the public 
is protected, it is just too bad. 

He doesn’t have to borrow money if he is not ready to have that 
matter disclosed if the public protection requires it. 

Mr. Martin. Mr. Multer, the judgment has to be made as to whether 
the public interest requires it. Now it may be adverse to a business 
or an individual to have it disclosed and the examiners can 

Mr. Mutter. You mean adverse to the particular business. 
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Mr. Martin, And to the public. 

Mr. Mutter. How could it affect the public to know that a particu- 
lar borrower has borrowed money ? 

Mr. Martin. You are taking it in a broad sense. I think that the 
public is each one of us. 

Mr. Mutrer. That is right. , 

Mr. Marry. And I think that there is a limit on privacy and the 
public interest. I don’t think every Senator and Congressman, for ex- 
ample, should be required to list in the public press every time he 
borrows money for any purpose. I don’t think that that is—— . 

Mr. Murer. Well, here is one representative that doesn’t agree with 
you. 1 think every time I go to the bank and borrow money, it ought 
to be in the newspapers, I think every time I buy stock, I should be 
required to publicize the fact, because of the very position I hold. 

‘Mr. Martin. Well, that is a fine position for you to take, and I am 
not criticizing it. This is a matter of judgment. But I don’t think 
that a public agency, unless they are certain that the public interest 
is going to be served by it, should be disclosing what your relations are 
with the bank. Now, that is just a difference of opinion between us. 

Mr. Mutter. Well, it is a difference of opinion. I respect yours, and 
I am sure you respect mine. 

What about the Smal] Business Administration? Should they dis- 
close who they make loans to? And how much, and the nature of the 
business of the borrower ? 

Mr. Martin. I presume they make reports just as we make reports 
to the Congress. 

Mr. Mutrer. No; they make a much more detailed report, they 
name the borrowers they are lending to month by month, what the 
nature of the business is, and where they are located. 

Do you know of a single instance where any such borrower was hurt 
by the publicity ? 

Mr. Martin. I have not reviewed all of the cases. 

Mr. Mutter. SBA has never come to us and said to us, “Look, we 
ought not publicize this information, we are hurting the borrowers,” 

RFC publicized the information about whom they were lending 
money to and how much. Do you know of any RFC borrower that 
was ever hurt, including any bank that borrowed from RFC? 

Mr. Martin. I can’t point out anybody that was hurt. I generally 
believe in full disclosure. 

Mr. Mutter. I know you do. That is why I am surprised to hear 
you say this. 

Mr. Martin. But I think it is perfectly proper, and the examiners 
ought not be handicapped in making whatever comments they want to 
make to the supervisory agency, and the supervisory agency ought to 
have the discretion as to whether this is a matter that ought to be made 
public in the public interest. 

Mr. Mutter. Well, if the particular part of these reports or a par- 
ticular part of your examination needs protection, or the borrowers 
need protection, why don’t we protect them, or that particular thing 
instead of closing the door on all of this information? Why shouldn’t 
every stockholder and the public too, for that matter, every depositor, 
have a right to know how much the bank president is drawing by way 
of salary and expenses and bonuses? 
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Mr. Martin. Full discretion is given to the supervisiory agency in 
that matter. I don’t think you are construing this 

Mr. Mutrer. Well, maybe I am construing it in the light of prac- 
tice, but if the discretion is vested in any agency, you have never used 
it, no agency has used it to publicize these facts. 

Mr. Berts. Would you yield a minute, Mr. Multer? 

Mr. Motrer. Yes. 

Mr. Berrs. I would like to inquire if publicizing loans by an agency 
like SBA and RFC can’t be distinguished from loans by banks in that 
the funds of the former are public funds and the taxpayers would 
probably be entitled to know, whereas a bank is privately owned. 

Mr. Mutter. Well, when you get depositors in a bith whose deposits 
total $6,600 million, do you think you have excluded the public from 
those depositors ? 

Mr. Berts. I will ask Mr. Martin then if there isn’t a marked dis- 
tinction there. 

Mr. Martin. I think that isa very valid distinction. 

Mr. Mutrer. Well, would you limit this information then to the 
depositors of a particular bank, and the stockholders of a particular 
bank, and say they are entitled to this information? I don’t have any 
such money, but let’s assume I am carrying a hundred thousand dol- 
lars in a bank or in several banks. Don’t you think I should have the 
right to find out what is going on in that bank so I can make up my 
own mind as to whether I want to let that money stay in that bank or 
move it to another? 

Mr. Hexter. Mr. Multer, under the present National Bank Act, 
stockholders of a national bank have authority to examine the books 
and records of the bank for any proper purpose, and frequently do so. 

With respect to the point you were making a moment ago as to divid- 
ing an examination report and deciding that some parts of it should 
be disclosed publicly and others not, an examination report consists of 
certain general figures, and a large part of it consists of comments by 
a bank examiner with respect to individual loans and other assets of 
a bank. In order to enable the supervisory authorities to decide 
- whether a bank’s policies should be changed, whether this or that rec- 
ommendation should be made, or a bank’s capital protection should 
be increased, an examiner must comment on possible weaknesses in 
particular loans or other investments. 

They may not indicate at.all in these comments that the borrower 
is in bad financial condition, but that some hazard may exist, and in 
order to be exceptionally careful, the bank supervisors pay attention to 
all such potential weaknesses. 

If that sort of information were disclosed publicly, it could very 
easily be understood and injure the borrowers from a bank because 
of that. 

Mr. Mutter. Now let’s be frank about it. Are you afraid that the 
borrower may be injured or are you afraid that the public may find 
something out about the internal management of the bank and cause 
them to withdraw their money or try to sell their stock ? 

Mr. Martin. Well, I think all of those points have to be taken into 
consideration, Mr. Multer. 

Mr. Mutter. So what you are doing in the first instance really by 
trying to cloak these reports and activities with a degree of confiden- 
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tiality is to protect the bank against its stockholders and its depositors, 

Mr. Martin. Oh, no, you are trying to protect everybody. You 
are trying to protect the general public interest. That is the reason 
we have general supervision. 

Mr. Murer. Well, what is the general public interest there? 

Mr. Martin. I think a sound and solvent banking system is in 
the general public interest. 

Mr. Mutter. And why aren’t they entitled to know that a particular 
bank is not being run in a sound and solvent manner ? 

Mr. Martin. If a particular bank is not being run in a sound and 
solvent manner, in the judgment of the authorities, steps will be taken 
to put it into a sound and solvent situation. That is our job, that is 
our fundamental purpose. 

Mr. Mutter. What you are saying in effect is that the supervisory 
authorities are the only ones who are to know this, and their judg- 
ment is to be supreme. Any mistakes they make, it is just too bad, 
but they are going to be vested with the right to make the mistakes 
and that is it. The general public, the depositors, and the stockholders, 
are not going to know a thing about it. They are not going to be 
warned about the possibility of anything going wrong in advance of 
it happening. 

Mr. Martin. We are trying to build a constructive banking sys- 
tem, and I don’t believe you can do it any better than the way we 
are trying to do it through our blending of public and private in- 
terest. 

Mr. Mutter. Well, let’s take a specific instance instead of talking 
generally this way. 

The national bank in Ellenville, N. Y., are you familiar with that 
situation ? 

Mr. Martin. I unfortunately am not. I have only read about it in 
the papers. 

Mr. Mutter. You wouldn’t know then whether or not your ex- 
aminer’s reports indicated what was going on in that bank? 

Mr. Martin. It was a national bank, and I did not study the reports 
personally. If Governor Robertson were here, he could go into the 
ease from top to bottom, but I personally did not study the case. 

Mr. Murer. You know the bank went broke because there was a 
million dollar loan to one firm which FDIC just settled for $300,000. 
Now, don’t you think that should have been discovered well in ad- 
vance? Don’t you think the stockholders should have been apprised 
of that loan in advance? 

Mr, Martin. I[ think it would have been very desirable if they 
could, but somebody slipped up some place there, That is what the 
history of that case is. 

Mr. Murer. Now what have you done so as to make sure there are 
no slip-ups like that in the future? What have you written into this 
bill to prevent that kind of thing happening again? 

Mr. Marttn. I don’t know what is in this bill with respect to that 
particular case, but this bill 

Mr. Muurer. Not the particular case, the particular problem pre- 
sented by that case, because what happened there can happen in any 
other bank. 
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Mr. Martin. This bill was not designed to cover all of the problems 
in banking, This was just to be a recodification and clarification of 
certain 

Mr. Mutter. Well, isn’t that an important part of recodification, if 
there is something wrong in the law that permits something like that 
to go undiscovered, shouldn’t you come forward? Isn’t it your duty, 
in protecting t*:e public, to come forward with a recommendation to 
change this statute so as to prevent that happening again ? 

Mr. Martin. Well, I question very much whether we can come for- 
ward with laws which will close the door to dishonesty and chicanery. 
I think that is where you have to depend upon admission, and you have 
to examine the law very carefully in terms of whether there is any 
added authority which is needed. I can’t discuss this particular case 
because I would have to study it first. 

Mr. Mutter. Well, what about the Hodges case in Illinois, are you 
familiar with that one? 

Mr. Martin. In a general way, Mr. Multer, but I am not familiar 
enough with it this morning to discuss the mechanics of it. 

Mr. Mutter. These matters, now, are more than a year old. What, 
if anything, has your Board done to study this problem and come up 
with a suggestion not to prevent chicanery and cheating? You will 
never do that, no law will; all we.can do is provide yenalties for such 
offenses because there will always be chicanery and chent ing and steal- 
ing and embezzlement, But what have you done, what have you con- 
sidered, and what are you recommending in this bill so as to make 
better provisions, so as to more promptly discover that kind of conduct 
and prevent it and remedy it ? 

Mr, Martin. The Illinois case was not a member bank case, just for 
the record ; not that that is important. 

Mr. Motrer. Well, what happened in a nonmember bank case 
might happen in a member bank case. 

Mr. Martin. It certainly might, and we are concerned about that 
every day. 

Now, this bill, I want to just comment again on this, this bill was not 
designed to cover every possible contingency that there was. We 
went over this bill at great length as a Board, and I presented up here 
the Board conclusions and recommendations with respect to this bill. 
There may be other things that we will want to come up with in due 
course, and certainly there are a lot of fundamentals that aren’t even 
touched on in this, like our reserve requirements, that you and I are 
discussing so frequently, and within the limits of this bill I think this 
bill is quite a good bill. 

Mr. Mutter. Well, Mr. Martin, isn’t it a matter of continual and 
continuous concern to the Federal Reserve Board and its members to 
improve the operation of the System and to make sure that you can, 
to the fullest extent possible, prevent wrong-doing within the bank- 
ing system ? 

ge Martin. Continually and continuously, that is our full-time 
Oo 


Mr. Motrer. But you have no recommendation to make to this com- 
mittee at this time in connection with any of those instances that have 
occurred within the last 2 or 3 years? 

Mr. Martin. We have no recommendation. 

The Cuatrman. Mr. Multer, will you yield for a question ? 
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Mr, Mourer. Surely. 

The Cuarrman, Some of these things Mr. Multer spoke of have been 
very bad, but the lawyers say hard cases make bad law. Now, I don’t 
think that the remedy should be to publish in the local newspaper all 
of the borrowers from a bank. I can’t see what purpose that would 
have, and I can’t see how it would make the bank safer. It seems to 
me it would be a serious thing to publish the name of every man that 
borrowed money from a bank. The only person that would be inter- 
ested in it would be his competitor, and he would be very glad to know. 
If the time were right, he might put a little pressure on the borrower 
to injure his business. 

I can’t see why making public the name of every borrower in the 
bank would be good for the bank, or the borrower, or the public. 

Mr. Muurer. Mr, Chairman, I am in hearty agreement with you, 
and I hope that I am not being misunderstood. r am not suggesting 
that that be done. But I took the most extreme case I could think of to 
demonstrate that the Board’s argument in favor of keeping these 
records and reports and papers and anything revelant thereto, and I 
think I used the language of the statute, “confidential,” that it is just 
trying to throw around the banking system and the operators of the 
banks, the banking personnel, a privileged and sacrosanct atmosphere 
that doesn’t belong there. I think that they should be the first to be 
willing to tell their stockholders and their depositors anything and 
everything a stockholder may want to know about it, and they should 
be the last to come forward and suggest any such amendment to the 
statute as this, which dares to say to the court, “Unless the Comptroller 
approves or some supervising agency approves, you can’t get, Mr. 

ourt, even under the power of subpena, you can’t bring these papers 
into court, and the court cannot examine them.” That is a horrifyin 
suggestion, in my opinion, in a democratic form of government, Sch 
as ours, where we rely upon the supervising agencies to protect the 
public first and the depositors second and the stockholders third, and 
the bank last. 

Mr. Martin. Mr. Multer, I understand from Mr. Hexter that the 
courts have held that these are confidential matters and not subject 
to disclosure. Am I correct in that, Mr. Hexter ? 

Mr. Hexter. Yes; even in the absence of this proposed provision, 
that has been held in a number of courts, Mr. Multer. 

Mr. Murer. Yes; they have so held in a ease between a borrower 
and the bank, where the bank was suing the borrower, or where there 
was a suit involving the payment of a check or something like that, 
of course they are confidential and they shouldn’t be produced in 
that kind of lawsuit. But in a lawsuit involving a matter of manage- 
ment, in a lawsuit between stockholders and the bank, as to misman- 
agement, I don’t believe any court would say that those matters are 
not proper evidence to establish the wrongdoing of the directors. 
What better way is there to prove wrongdoing of a board of directors 
than to bring them into court and face them with your examiner’s 
recommendation to do certain things and to change certain things, and 
then show they didn’t do it? Is there any better way of proving their 
mismanagement than to show that these things are wrong, that an 
examiner said they are wrong, and asked the directors to correct them, 
and the board of directors refused to correct them ? 


95375—57—pt. 1——36 








554 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. Hexter. In some such cases, Mr. Multer, the examiners, I be- 
lieve both national bank examiners and Federal Reserve examiners, 
have testified in court proceedings with respect to appropriate items 
indicating mismanagement on the part of 

Mr. Mutrer. And in all of those cases the court protected the ex- 
aminers and the Reserve system and the Comptroller and the bank 
against improper disclosure ; am I not right 4 

Mr. Hexter. Thatisright. It has worked out along those lines. 

Mr. Mutrer. Don’t you approve of that? Doesn’t your Board 
approve of that? 

Mr. Martin. We do. 

Mr. Moutrer. Then why should we have this kind of provision in 
a proposed statute? Why shouldn’t we leave it that way? 

Mr. Hexter. Mr. Multer, there have been cases of that sort in which 
the matter came before a court which was not particularly well ac- 
quainted with the special situation in a banking problem, and there 
were dangers of excessive disclosure and misunderstanding. 

In some such cases, where a bank examiner has refused to div ulge 
certain information, the courts have for a time threatened to jail 
bank examiners for contempt of court. In fact, it is my impression 
on 1 or 2 occasions examiners have gone to jail briefly for that reason, 
although those matters I believe have always been worked out when 
the matter was presented adequately to the court. 

Mr. Moutrer. Do you mean worked out by educating the judge or 
by taking an appeal and reversing him ? 

Mr. Hexter. No; generally by educating the particular judge. 

Mr. Mutrer. Certainly. Occasionally an innocent man is con- 
victed of a crime and he must take an appeal. Now, why should 
we not leave it exactly as it is? Why should we say that the Comp- 
troller or the Federal Reserve Board in the first instance is going to 
tell the court what to do? 

Mr. Hexter. This is the present law, Mr. Multer. It would mere] 
make it plain in the statute so that these unfortunate situations, which 
are unfair and rather difficult for bank examiners to face, would be 
avoided. 

Mr. Mutter. I can’t agree with you, Mr. Hexter, as a lawyer, that 
this does not change the statute and change the present custom. If 
it doesn’t change it, then Jet’s take the provision out. The courts 
are protecting you and will continue to protect you. I don’t think 
we have to hamstring the courts with any such provision as this, 

Mr. Hexrer. Mr. Multer, in my ae this would not be ham- 
stringing the court. This is what the courts have done in the past, 
and the explicit provision would simply make certain that the pres- 
ent procedure would not be departed from. 

Mr. Mutter. You say up to now the courts have not required an 
examiner to testify or required him to do anything without the Comp- 
troller’s consent in advance. 

Mr. Hexter. No; in some cases—— 

Mr. Mutrer. Then it is a change in the statute when you require 
the Comptroller’s consent before a subpena may be honored. 

Mr. Hexrrr. It is not a change in the law. What has happened, 
in my opinion, is some courts have not been aware of the legal situa- 
tion when the matter came up in a proceeding before them and took 
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it as contempt of court, before there was an opportunity to explain 
to them and to clarify the situation for them. 

Mr. Motrer. I am not convinced, but there is no point in ns 
it. I think we have made our views perfectly clear on the record, 
so I will now go to the next subject. 

Am I correct that the statute requires member banks and national 
banks to subscribe to stock in the Federal Reserve banks to the extent 
of 6 percent of their capital ? 

Mr. Marrin. And surplus. 

Mr. Moutrer. Capital and surplus. And you have only called for 
one-half of that? 

Mr. Martin. That is correct. 

Mr. Murer. Do you have any requirement that the banks shall 
publish their statements of condition? 

Mr. Martin. The Federal Reserve banks; yes. 

Mr. Moutrer. And is there a form prescribed that they must follow, 
what information they must set forth ? 

Mr. Martin. We have no uniform form. The Board has reviewed 
this constantly. 

Mr. Muurer. I know that in some instances they set forth the 
amount of stock that they owned in the Federal Reserve bank, and in 
other statements of other banks they do not set forth the amount of 
stock that they own. 

Is there no uniform rule as to that ? 

Mr. Martin. Well, there is. You are talking about member banks 
of the Federal Reserve System now ¢ 

Mr. Moutrer. Yes. 

Mr. Martin. What is the rule on that? 

Mr. Lronarp. The Board, the Comptroller of the Currency, and the 
FDIC, each issue calls for reports of condition of member banks, State 
member banks and nonmember banks, and national banks. The 
banks have to submit the reports in the form prescribed by those 
three agencies. The report is furnished to them, and they are directed 
to fill in the blanks and return them to the agencies. 

Mr. Mutter. Does the form require them to set forth the amount of 
stock that they own in the Federal Reserve bank? 

Mr. Leonarp. I do not have a copy of the form here. I think it 
does, in a bracket against that item. 

Mr. Martin. I think it does. 

Mr. Motrer. I notice the First National City Bank of New York 
sets its forth, the Guaranty Trust Co. sets it forth, the Bank of 
America, which is a national bank, does not set it forth. Is there any 
reason for that? 

Mr. Tuomas. It should be pointed out, Mr. Multer, that a lot of 
banks publish the required statement in one form and sometimes 
they will publish in the newspaper another more condensed statement. 

Mr. Motrer. Is there no uniform requirement as to what they shall 
publish ? 

Mr. Tuomas. There’ is, and they publish it. But then they also 
publish a condensed statement. For instance, the June 30 reports, 
which the banks are now presently publishing, is not the call report. 
That was called June 6 and was published at another time. 
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Mr. Muurer. I wonder why a State member bank and a national 
bank do set forth the amount of stock owned in the Federal Reserve 
bank and another national bank does not do so? 

Mr. Lxonarp. I believe that is not the official call report. That isa 
report for advertising purposes, put out by the banks. 

Mr. Mutrer. There is no requirement as to what they publish as to 
that ? 

Mr. Lzonarp. No, sir. 

Mr. Mutter. That is purely voluntary ? , 

Mr. Leonarp. Yes. In answering your specific question, the official 
call report requires the amount for corporate stocks, than in paren- 
theses including so much stock in the Federal Reserve bank. 

Mr. Mutter. Well now, the amount of capital stock, is that based 
on capital and surplus or capital and surplus and undivided profits? 

Mr. Leonarp. Capita] and surplus. 

Mr. Motrer. Just the capital and surplus ? 

Mr. Leonarp. Yes, sir. 

Mr. Mouxrer. And as the capital and surplus varies from time to 
time, the amount of stock varies too ? 

Mr. Lzonarp. Yes, sir. 

Mr. Muurer. As it goes up, they take more stock, and as it goes 
down, they surrender stock, which is cancelled ? 

Mr. Lzonarp. Yes, sir. 

Mr. Mutter. Now, the New York Stock Exchange and the Ameri- 
can Stock Exchange have each indicated to me, under date of July 31 
and July 30, 1957, that no bank is listed on either exchange, that is, 
no bank has its stock listed on either exchange. 

Now, in order to be perfectly accurate about it, let me indicate that 
that refers to domestic banks. There are two foreign banks, which 
are listed on the American Stock Exchange, one of which has had its 
dealings suspended. The other still is listed. There are no domestic 
banks having stock listed on either exchange, although there are two 
bank holding companies that have their stock listed. 

Now, is there any reason why the member banks and national banks 
should not be required to furnish to stockholders and depositors and 
the general public by a filing in some public office or supervisory office, 
the same detailed information that commercial corporations that are 
listed on the exchange are required to file? 

Mr. Martin. Well, the data that is required for corporations to list 
on the exchange, and considerably more date than is required, is avail- 
able to the supervisory agencies at all time. The supervisory agencies 
can go into these corporations and go into the banks in a way that 
would never to contemplated by the stock exchange in its activities 
with respect to a company like General Electric or General Motors. 

Mr. Motrer. But that requires you to go in and get the informa- 
tion. Why shouldn’t these banks be required to give you this in- 
formation in summary form as they do to the stock exchanges and 
the SEC? 

Mr. Martin. Well, we can require them to do, within the statutory 
limits, anything we want them to. 

Mr. Mutter. What objection is there to your requiring such infor- 
mation in such detailed form as SEC requires and the stock exchange 
requires? What objection is there on your part to requiring that 
same detailed information in a summary form being filed by each 
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bank with the supervisory agencies, and being open to inspection in 
those offices by stockholders and depositors? 

Mr. Martin. And you think we should require the listing of their 
stocks ¢ 

Mr. Mutter. No, I did not say that, and I do not intend to infer 
that. I do not say any bank or any company should be required to list 
its stock on any exchange, but I am referring to a standard as to what 
the public should know as to detailed information. I am asking what 
objection is there to requiring the same detailed information as is re- 
quired for listing on the exchanges, being filed with the proper super- 
visory agencies and open to stockholders and depositors. 

Mr. Martrn. There may be objections. I don’t know of any objec- 
tions. I am not familiar with the stock exchange requirements, I 
once worked on them actively, but I am not familiar with them at the 
moment. But I don’t see any—I want to point out that the superviso 
agencies have considerably more control—I was a member of the stoc 
list committee of the stock exchange for years—considerably more 
control than do the stock exchange authorities. Now, whether there 
would be any public interest served in having uniformity with re- 
spect to these particular provisions and the publication of them—you 
must remember, banks are different from corporations, and they have 
different 

Mr. Mutter. I understand. I am not talking about uniformity for 
uniformity’s sake, but I am trying to establish standards by which 
stockholders and depositors in banks will have the source of informa- 
tion open to them, giving them information without sending an ac- 
countant in and without going to and quarreling with any supervisory 
agency as to whether or not this information is confidential, and now 
I am getting into the question of the examiner’s recommendations. I 
will come to that in a moment, but why shouldn’t we have that infor- 
mation publicly filed and freely available to stockholders and de- 
positors ¢ 

Mr. Martin. Well, I think that should be under the constant pur- 
view of the supervisory authorities. I think you make a good point 
there, and I think we ought to be studying that constantly. 

Mr. Mutter. But up to now no supervisory agency on the national 
scene, either FDIC, the Comptroller’s Office, or the Board of Gover- 
nors, has made a recommendation that this information be made avail- 
able to stockholders. 

Mr. Martin. That is correct. That doesn’t mean that we won’t in 
the future, but I am just making the point that this is something that 
ought to be thought through. 

Mr. Mutter. Well, may I ask you to do this, Mr. Martin? May I 
ask you to discuss this with members of the Board and possibly by 
the time we get ready to go into executive session on this bill, which I 
don’t think would be before next January, although I have no contrel 
over that situation and I am not trying to make any statement for the 
chairman, and give us some suggestion or recommendation along that 
line? 

Mr. Martin. We will review the matters, Mr. Multer. We will 
be very glad to review it. 

Mr. Mutter. Now, that brings us to the question of stock options. 

Will you not agree that before stock options should be offered to 
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any officer or employee of banks there should be full and complete 
disclosures to all other stockholders of precisely what the situation. is 
in connection with that offering and requiring the same detailed in- 
formation to be made available to them as is required in connection 
with options offered by every other corporation, every commercial cor- 
poration that offers a stock option plan ? 

Again, I am not concerned with uniformity, but I am concerned 
with requiring certain standards, and if those standards are not suffi- 
cient, then I think we ought to have sufficient standards. Don’t you 
agree we should set up some standard as to what should be required 
of these banks? 

Mr. Martin. I think we ought to have as good standards as it is 
possible to develop. 

Mr. Mutter. And would you not agree that before a bank or any 
company should be permitted to offer a stock option to officers or em- 
ployees, it should be required to make full and complete disclosure 
to its stockholders? 

Mr. Martin. That is the point. Governor Robertson, when he tes- 
tified, and I, following up on him, recommended further study of this 
problem of stock options, Mr. Multer. 

Mr. Mouurer. Do you think you may have some recommendation on 
that in the near future ? 

Mr. Martin. I can’t promise you anything on that, Mr. Multer, 
but we are working on it. 

Mr. Anverson. Will you yield, Mr. Multer? 

Mr. Martin. I want to make the general comment that the super- 
visory agencies, on the whole, I think, have been doing a pretty good 
job. It isn’t going to be possible to catch every bad situation, and the 
cases that you have cited are glaring examples of where somebody has 
slipped up, but they are very rare, indeed, when you think of the-—— 

Mr. Mutter. I hope that nobody is going to get the idea that I am 
condemning banks and bankers. 

Mr. Martin. No; I know you are not. 

Mr. Mutter. That is the furthest thing from my mind. I have said 
many, many times, publicly and privately, I have made a large part 
of my law office income representing banks and banking institutions. 
I hope to continue to do so, and I don’t offer these questions nor pose 
what appears to be criticism for the sake of criticizing or being destruc- 
tive. I am trying to be constructive. I am trying to develop a better 
bank bill and better regulation, and I think that is your purpose and 
the purpose of the Board. That has always been your idea and mine. 
We may differ as to techniques, but I think the ultimate goal is the same. 

Mr. Martin. That is right. I accept all of your questions in that 
spirit, Mr. Multer. We see eye to eye on that. 

Mr. Anperson. Will you yield, Mr. Multer? 

Mr. Mutter. Yes. 

Mr. Anverson. In the matter of stock options, you asked Mr. Martin 
for his further recommendations. I believe it wouldn’t do any harm 
to repeat Mr. Martin’s previous recommendation, and Governor 
Robertson’s before the Senate, that this should not be included in this 
bill but should be made the subject of a separate bill with separate 
hearings. 
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Mr. Murer. Well, I am for a complete monetary study of our bank- 
ing system and our economic system any time that this committee is 
ready to do it. I have been urging that and putting in resolutions to 
that effect for a long, long time. t do hope we will eventually get to 
it. Just as I think i r. Martin has indicated these various things are 
under constant review by his Board. We should do this regularly— 
maybe every year or 2 years would be too frequent but we should re- 
view these matters regularly. This is the first time we have ever gotten 
into this subject in the 10 years I have been on the committee, and I 
think that this committee is not doing its job. It is not performing 
the duty imposed upon it by law by not doing this more frequently. 

Mr. Anverson. Well, Mr. Multer, it seems that at this point we 
might clarify the thinking of some of us in this matter. If matters 
come up which are still controversial after we have had these hearings 
and discussions, we should not hold up the whole bill, which is pri- 
marily one of recodification. If a matter such as this matter of stock 
options comes up that requires substantial further investigation, then 
that could be deleted from this bill and treated separately and more 
fully under a separate investigation. 

Mr. Mutter. I am in hearty accord with you, General, if by that is 
meant we ought to take out of this bill all of the controversial matter 
and just recodify the statute. We could say to the Congress, here is a 
thadiication, There are any number of controversial matters which 
we are going to study and take up as separate bills. I think that that 
would be a very good way of doing it, and I think Mr. Martin would 
probably agree. 

Mr. Vanik. Mr. Multer, will you yield for a moment? 

Mr. Motrer. Yes. 

Mr. Vantk. I had an inquiry which I directed a few days ago to 
Mr. Martin by letter, and I have a reply to it, and I would like to have 
consent of the committee to have this letter made a part of the record 
on this hearing, along with the questions which I raised in my question 
to Mr. Martin. 

Mr. Chairman, I ask unanimous consent to have incorporated in the 
record at this point a question and reply letter which I directed to Mr. 
Martin several days ago. 

The Cuamrman,. That may be done, if there is no objection. 

(The letter referred to above appears at p. 118.) 

Mr. Mutter. Now, Mr. Chairman, how long are we going to sit.? 

The Carman. We are going to sit until the House goes into session. 

Mr. Mutter. It is 6 minutes to 12. Will we sit this afternoon? 

The CuHarrMan. We can’t sit this afternoon. There is the appro- 
priation bill on the floor. 

Mr. Mutter. I will have considerable other matters, Mr. Chairman, 
that I have not yet touched upon, that will take considerably more 
time. Can we have Mr. Martin back again? 

The Cyatmrman,. No; I am going to dismiss Mr. Martin when he 
gets through his testimony today. We will have Mr. Gidney back 
tomorrow. 

Mr. Mutter. Will we have Mr. Martin back at a later time, Mr. 
Chairman ? 

The Cuatrman. I don’t contemplate it now. 

Mr. Mourer. Well, I assure you, Mr. Chairman, it is impossible to 
go through all of the various provisions which are changes of sub- 
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stance in the Federal Reserve Act, in the whole act, that require our 
attention. 

The Cuarrman. Well, of course, I want to have a thorough investi- 
gore, a thorough hearing, but we started on the 15th of July. We 

ave dismissed one witness, Judge Hansen, who came here and spoke 
for the Justice Department. Mr. Martin has been here almost all of 
the time. Mr. Gidney has been here for many days. We haven’t dis- 
missed a single witness, other than Judge Hansen. I want to dismiss 
Mr. Martin today so that we may hear other witnesses. 

Mr. Motrer. Mr. Chairman, it is unimportant whether a witness is 
dismissed or not. What is important is whether we have received all 
of the information that we need, and I think as long as the witnesses 
are willing to attend and as long as we are meeting their convenience 
as to when they will attend, we should not dismiss any witness until 
every member has had a full opportunity to question each witness as 
to every part of this bill. 

The Cratrman. I am quite sure these witnesses will be willing to 
attend as long as we want them to. They have always shown a disposi- 
tion to attend. 

Mr. Mouter. That is right. 

The Cuarrman. And Mr. Martin has been very active. 

Mr. Mourer. He has been very cooperative. And I am sure, Mr. 
Chairman, you and the committee are just as cooperative in meeting 
their convenience. 

The Cuarrman. I appreciate what he has done. Now, he is entitled 
to be dismissed today, and I think he ought to be dismissed today. 

Mr. Parman. Mr. Chairman, before you dismiss Mr. Martin, I want 
to deliver to him some questions. I have 45 on my list, and I have 
about 17 on another. I haven’t finished writing them up yet. But 
may I deliver these ? 

The CuatrmMan. You want to keep Mr. Martin occupied during the 
adjournment ? 

Mr. Parman. He has plenty of people to help him and Government 
money to finance them. 

Mr. Martin. We will give you the best answers we can as a birthday 
present, Mr, Patman. 

(Answers to questions submitted to the Federal Reserve Board by 
Mr. Patman have not been received in time for publication in this 
record. ) 

Mr. Mutrer. Is there any intention to call any other members of 
the Federal Reserve Board before the committee? If we are not going 
to have the opportunity of examining Mr. Martin, will we have the 
orponranity of examining other members of the Board and their 
staff? 

The Cuarrman. Mr. Martin is the spokesman of the Federal Reserve 
Board. 

Mr. Patman. Will you please tolerate me 1 minute on that question ? 

The Cuarman. No. 

Mr. Parman. Well, I am sure you don’t want to be arbitrary in this 
matter. 

The Cuarrman. No. 

Mr. Parman. Let me tell you: We have here a fundamental, con- 
stitutional matter. The Constitution gives us the powers to coin 
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money, print money, and regulate its value. If we have delegated 
that power to the Board of Governors of the Federal Reserve System 
and the 12 members of the Open Market Committee, now, this com- 
mittee has the power of looking into how that power is used. Are 
we going back to the House and say, “Of our 12 money managers, 
we haven’t seen but one of them. We don’t know how the others look. 
We can’t name them. We don’t know anything about them. We have 
delegated all of this tremendous power to them, and we refuse even 
to let the committee see anybody aut the chairman, who is speaking 
for all the rest of them.” 

I do not think that is very good. 

The Cuarrman. Must we have all the members of the Board; not 
the chairman, is that the question ? 

Mr. Patman. No; these are the money managers, They are our 
servants. We should ask them questions. We shouldn’t ask them as 
many questions as we have asked Mr. Martin, but we should ask them, 
“Do you have any recommendations to make to the Congress in writ- 
ing these laws which would help the people in general and the de- 
positors?” We can ask them a lot of questions. They might have 
different ideas from Mr. Martin, and they are our money managers. 
We have entrusted this great duty to them. They have more power 
than the Congress, itself, has over economic matters, and yet we are 
muzzled. We are not even permitted to ask the questions that we 
want to ask. 

The CuHarrMan. You can ask him questions. 

Mr. Tate. Mr. Chairman, I have been led to believe since the 
15th of July that a number of matters in this bill are very urgent, and 
on the other hand I find now that these hearings might go on inter- 
minably. I don’t think that the two fit together very well. We should 
have legislative action. 

My closing remark, Mr. Martin, is that I compliment you on your 
excellent record, and I congratulate you on your knowledge, your 
forebearance, and I might add the word “endurance.” 

Mr. See.y-Brown. Mr. Chairman, may I ask a question? 

The Cuarrman. Mr. Seely-Brown. 

Mr. Seety-Brown. Mr. Chairman, it is my understanding that 
Members may submit, through the clerk of our committee, further 
questions which may be directed to Mr. Martin in writing and that 
those questions, as well as Mr. Martin’s written response, will be made 
oats and printed in the record ¢ 

The CHarrman. I have no doubt Mr. Martin shows a disposition to 
answer any questions propounded to him. 

Mr. Parman. It is not necessary to go through the clerk, is it? 

Mr. Srety-Brown. In other words, I want to make sure, Mr. Chair- 
man, that if any Member of the committee, has any further questions 
to ask Mr. Martin, he may do so and his questions and Mr. Martin’s 
answers will be made a part of the printed record. . 

Mr. Vanix. Mr. Chairman. 

Mr. Parman. Is Mr. Seely-Brown’s request agreed to? 

The Cuatrrman,. Mr. Martin, do you feel that you can answer the 
questions? Are you willing to answer the questions? 

Mr. Martin. I will do my very best, Mr. Chairman, to answer all of 
the questions that any member of this committee presents to us, and 
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IT want to say that I have a constant appreciation of the inadequacy 


of my own knowledge with respect to this subject, and I can learn 
something all of the time. 


(The following information was supplied by the Federal Reserve 
Board in answer to letters submitted by Mr. Patman :) 


Boarpb OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, D. C., September 4, 1957. 
Hon. WRIGHT PATMAN, 
House of Representatives, 
Washington, D. C. 

DEAR Mr. PatMan: In the Board’s letter of August 28, which was in reply to 
your letter of August 21 and earlier letters, it was stated that it was hoped 
that the information requested in paragraph 3 of your longer letter of August 
14 could be forwarded within the next week. The requested information is con- 
tained in the attached memorandum on penalties for deficiencies in reserves of 
member banks. 

The names of member banks contained in the memorandum are being sent 
with the understanding that they may be made available in confidence to you 
and your staff as well as to other Members of the Congress and the staff of the 
House Banking and Currency Committee. While it is generally known in the 
banking fraternity that banks on occasion do incur penalties for deficiencies in 
reserves, the Board of Governors does not believe any useful purpose would 
be served by publicizing the names of the banks involved. 

Sincerely yours, 
C. CANBY BALDERSTON, Vice Chairman. 


PENALTIES FOR DEFICIENCIES IN RESERVES OF MEMBER BANKS 


a. A statement giving the gist of the Board’s regulation or policy as to the 
general rule for penalty assessment 


Assessments of penalties for deficiencies in reserves of member banks are made 
under the provisions of the ninth paragraph of section 19 of the Federal Reserve 
Act, which reads as follows: 

The required balance carried by a member bank with a Federal Reserve bank 
may, under the regulations and subject to such penalties as may be prescribed by 
the Board of Governors of the Federal Reserve System, be checked against and 
withdrawn by such member bank for the purpose of meeting existing liabilities. 

The determination whether or not a member bank has a deficiency in re- 
serves and the assessment of penalties for deficiencies is governed by the fol- 
lowing provisions of section 3 of regulation D of the Board of Governors of the 
Federal Reserve System: 

(a) Computation of deficiencies. 

(1) Deficiencies in reserve balances of member banks In central reserve 
cities and in reserve cities shall be computed on the basis of average daily 
net deposit balances covering weekly periods. Deficiencies in reserve bal- 
ances of other member banks shall be computed on the basis of average 
daily net deposit balances covering semimonthly periods.* 

(2) In computing such deficiencies the required reserve balance of each 
member bank at the close of business each day shall be based upon its net 
deposit balances at the opening of business on the same day; and the weekly 
and semimonthly periods referred to in paragraph (1) hereof shall end at 
the close of business on days to be fixed by the Federal Reserve banks with 
the approval of the Board of Governors of the Federal Reserve System. 

(b) Penalties. 

(1) Penalties for such deficiencies will be assessed monthly on the basis 
of average daily deficiencies during each of the reserve computation periods 
ending in the preceding calendar month. 


8 Deficiencies in reserve balances of member banks in outlying sections of central reserve 
and reserve cities whirh have been authorized by the Board of Governors of the Federal 
Reserve System, under the provisions of subsec. (a) of sec. 2 of this regulation, to maintain 
7 percent reserves against demand deposits, will also be computed on the basis of average 
daily net deposit balances covering semimonthly periods. 
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(2) Such penalties will be assessed at a rate of 2 percent per annum 
above the Federal Reserve bank rate applicable to discounts of 90-day com- 
mercial paper for member banks, in effect on the first day of the calendar 
month in which the deficiencies occurred, 


b. A statement as to the procedures and standards whereby “special authority” 
has been granted to waive penalties 


Board action is based on a letter from the Federal Reserve bank which, in addi- 
tion to the Federal Reserve bank’s recommendation, describes the situation and 
circumstances that gave rise to the deficiency in reserves, gives the amounts of 
deficiency and penalty, and reviews the members bank’s general performance in 
recent years in the maintenance of reserves. The Federal Reserve bank’s letter 
is presented to the Board for consideration, accompanied by a draft of a letter 
to the Federal Reserve bank, prepared by the staff member conversant with 
the subject-matter, setting forth briefly how the deficiency came about and the 
basis for the action proposed in the Board’s letter. 

No specific standards have been prescribed for the Board’s authorization of the 
waiver of penalties for specific deficiencies in member bank reserves. Action 
in these cases is based on the general principle stated in the Board’s letter of 
October 10, 1949 (a copy of which has been furnished the committee), that “‘the 
law contemplates that member banks should make reasonable efforts to hold and 
maintain the preseribed reserve balances from day to day, making allowance for 
unforeseen fluctuations in deposits and reserves.” In general, banks make con- 
scientious efforts to maintain the required reserves and to avoid deficiencies. 
Accordingly, the Board has felt justified in waiving penalties when (1) the mem- 
ber bank has made reasonable efforts to maintain the prescribed reserve balances, 
and (2) when the deficiency in reserves resulted from an abnormal or unusual 
situation or from circumstances that could not reasonably be foreseen. 


ce. List of all grants of “special authority” made since October 10, 1949, giving 
the name of the bank, the amount of the penalty which would have been 
assessed under the prevailing rule, and the reason for waiving the penalty 
Since October 10, 1949, the Board has made 76 special authorizations, dis- 
tributed as follows: 


1949 
1950 
1951 
1952 
1953 


IN DW AUIA Owl 


Niels kincecice ede cde ht esstae narecabennteemen ae raed 
Source : Aug. 18, 1957—Board of Governors, Federal Reserve System. 
The desired list is attached hereto. The circumstances that gave rise to the 
reserve deficiency or the waiver of the penalty are shown on the attached list; 
these circumstances, apart from the member bank’s reserve record, constitute the 
reasons underlying the waiver of the penalty. 


(The following information was included in a letter dated August 
28, 1957, from Hon. C. Canby Balderston, Vice Chairman of the Board 
of Governors of the Federal Reserve System, in response to a question 
by Hon. Wright Patman) : 


Memper BANKs IN CENTRAL RESERVE AND RESERVE CITIES GRANTED 
PERMISSION TO MAtNTAIN REDUCED RESERVES 


The statutory provisions under which the Board of Governors 
grants permission to member banks in outlying districts of central 
reserve and Reserve cities to maintain lower reserves than normally 
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required of such banks are contained in the third, fourth, and fifth 
paragraphs of section 19 of the Federal Reserve Act, reading as 
follows: 

“(a) If not in a Reserve or central Reserve city, as now or hereafter 
defined, it (the member bank) shall hold and maintain with the Fed- 
eral Reserve bank of its district an actual net balance equal to not less 
than 7 per centum of the aggregate amount of its demand deposits and 
3 per centum of its time deposits. 

“(b) If in a Reserve city, as now or hereafter defined, it shall hold 
and maintain with the Federal Reserve bank of its district an actual 
net balance equal to not less than 10 per centum of the aggregate 
amount of its demand deposits and 3 per centum of its time deposits: 
Provided, however, That if located in the outlying district of a Reserve 
city or in territory added to such a city by the extension of its corporate 
charter, it may, upon the affirmative vote of five members of the Board 
of Governors of the Federal Reserve System, hold and maintain the 
Reserve balances specified in paragraph (a) hereof. 

“(c) Ifinacentral Reserve city, as now or hereafter defined, it shall 
hold and maintain with the Federal Reserve bank of its district an 
actual net balance equal to not less than 13 per centum of the aggregate 
amount of its demand deposits and 3 per centum of its time deposits: 
Provided, however, That if located in the outlying districts of a central 
Reserve city or in territory added to such city by the extension of its 
corporate charter, it may, upon the affirmative vote of five members of 
the Board of Governors of the Federal Reserve System, hold and main- 
tain the reserve balances specified in paragraphs (a) or (b) thereof.” 

The above provisions have been repeated, in substance, in subsec- 
tion (a) of section 2 of the Board’s Regulation D, and the following 
paragraph has been added: 

“For the purposes of this subsection and of paragraph (1) of sub- 
section (a) of section 3 of this regulation, a member bank shall be 
considered to be in a central Reserve city if the head office or any 
branch of such bank is located in a central Reserve city, and a member 
bank shall be considered to be in a Reserve city if the head office or 
any branch thereof is located in a Reserve city and neither the head 
office nor any branch thereof is located in a central Reserve city : Pro- 
vided, That, if a member bank is considered to be in a central Reserve 
city or a Reserve city under this paragraph solely by reason of the 
location of an office of such bank in an outlying district of such a city 
or in territory added to such city by the extension of the city’s corpo- 
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rate limits, such bank may, upon the affirmative vote of five members 
of the Board of Governors of the Federal Reserve System, be per- 
mitted to maintain lower reserve balances as above provided in this 
subsection.” 

The Board has also advised the Federal Reserve banks that, as a 
matter of general policy, it is disposed to grant permission to any 
member bank located in an outlying district of a central Reserve or 
Reserve city to carry reduced reserves provided the character of its 
business is typical of banks located in and serving primarily outlying 
communities of such cities. It has also ieusstad that the Federal 
Reserve banks, in submitting an application of a member bank in a 
central Reserve or Reserve city for permission to carry reduced re- 
serves, furnish a full statement of the facts upon which the Federal 
Reserve bank bases its recommendation, including the following items: 

Demand deposits excluding interbank. 

Time deposits excluding interbank. 

Number and amount of interbank deposit accounts. 

Total deposits. 

Number, amount, and nature of large deposit accounts. 

Whether the bank has established any branches in the down- 
town financial section of the city or elsewhere. 

Distance of the bank from what is generally regarded as the 
downtown business and financial district of the city. 

Distance of the bank from nearby banks, and whether such 
banks have permission to carry reduced reserves. 

In acting upon an application, the Board takes into consideration 
the data supplied by the Federal Reserve bank, its views and recom- 
mendations, and an analytical memorandum, prepared by a member 
of the Board’s staff conversant with the subject matter, summarizing 
the available data as well as the reserve status of all member banks 
in the given city. Particular note is made in the Federal Reserve 
bank’s letter and the staff memorandum of two factors: The location 
of the bank and the extent, if any, to which it is engaged in cor- 
respondent banking, a type of business that is conducted for the most 
part by banks subject to the reserve requirements prescribed for central 
reserve and reserve city banks. 

The desired list of banks granted permission during the last 5 years 
to carry reduced reserves is attached. 
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List of member banks in central reserve and reserve cities granted permission 
during the period July 1, 1952, to Aug. 15, 1957, to maintain lower reserves 
than normally required of such banks 


A. BANKS IN CENTRAL RESERVE CITIES GRANTED PERMISSION TO MAINTAIN 
THE SAME RESERVES AS REQUIRED OF RESERVE CITY BANKS! 


| Required reserve on 
| June 7, 1957 2 
Federal | Reserve 
Reserve Name and location of member bank balance on io 
District June 6, 1957 
No. | 
| 
! 








If above per- 








Actual mission had 
| not been 
granted 
ai 190 Een), WO oUNS i Ji i nel or -—|- at. 
7 Consumers National Bank, Chicago, Ill. eee $546, 941 | $546, 440 | $597, 564 
Gateway National Bank, Chicago, Ill soced 166, 159 | 145, 415 158, 313 
National Bank of Albany Park in Chicago, | 
| Chivago, Ill.....-....._. _.----.-..-.-| 1,886,850 | 1, 897, 850 > 2, 028, 453 
| t 


B. BANKS IN RESERVE CITIES GRANTED PERMISSION TO MAINTAIN THE SAME 
RESERVES AS REQUIRED OF BANKS LOCATED OUTSIDE CENTRAL RESERVE AND 
RESERVE CITIES 





5 |} Mechanies & Merchants Bank, Richmond, Va_---| (3) (3) 

7 | City National Bank, Cedar Rapids, Iowa | $61, 010 | | (4) 
Peoples Bank and Trust Co., Cedar Rapids, Iowa | 2, 399, 300 ‘ 
National Bank of Des Moines, Des Moines, Iowa 342, 049 | | 456, 348 

10 | East Side State Bank, Wichita, Kans | 318, 138 | | 465, 050 
Utica Square National Bank, Tulsa, Okla__- 1, 181,107 | 1, 605, 817 

11 | Citizens State Bank, El Paso (Ysleta), Tex 290, 386 | 424, 991 

|} American National Bank, Houston, Tex 608, 436 779, 000 
| First State Bank of Green’s Bayou, Houston, Tex 404, 057 513, 480 
| MacGregor Park National Bank, Houston, Tex__-_| 751, 388 | 1, 044, 616 
Long Point National Bank, Houston, Tex 248, 780 | 280, 651 
Lockwood National Bank, Houston, Tex__- | 107, 974 36, 873 
Montrose National Bank, Houston, Tex. Liesl 377, 535 | 504, 893 
| Kelly Field National Bank, San Antonio, Tex 218, 755 | | 289, 616 
12 | Pacific State Bank, Hawthorne, Calif.*_- | 488, 313 | j 679, 478 
Fidelity Bank, Los Angeles (Mar Vista), Calif.’ 330, 130 394, 793 
Occidental Savings & Commercial Bank, Los | 
| Angeles (North Hollywood), Calif_. 8 667, 788 | 1, 344, 217 1, 883, 938 
ye of Northridge, Los Angeles (Northridge) | | 
| Calif b awl 279, 662 | 202, 334 | 281, 315 
Bank of Los Angeles at Westwood, Los Angeles 
(Westwood Village), Calif } 524, 630 | 518, 339 | 713, 136 
Bank of Encino, Los Angeles (Encino), Calif_. | 1, 436, 913 1, 356, 056 1, 883, 700 


} 


1 Excludes permission granted to 1 bank while in process of organization, which the organizers later 
decided not to open for business. 

2 Reserves required on a given day are based on deposits at the opening of business on that day, which 
is the same as close of business the preceding day. Since the date of the official midyear call report of con- 
dition was June 6, 1957, the computed required reserve (based on deposits at the close of business on June 
6) is actually the amount required to be kept on the next day, June 7. This is also true of the computed 
reserve which would have been required if the bank were subject to the normal reserve requirements appli- 
cable’to the city'in which it is located. Deficiencies in reserves are computed on the basis of weekly aver- 
ages of daily figures in the case of central reserve and reserve city banks and semimonthly averages in the 
ease of other member banks. 

3 The bank is no longer in existence. 

4 Same as actual required reserve because the reserve city designation of Cedar Rapids was terminated 
effective Mar. 1, 1957. 

5 The required reserve of this bank on June 7 was abnormally low. In the first half of July 1957, its 
daily average required reserve was $121,000, and its daily average reserve balance $140,000, The bank is a 
new institution, having opened for business on May 17, 1957. On June 7 it had large balances due from 
other banks. Since these are allowable deductions from gross demand deposits, the resulting net demand 
deposits and, consequently, the required reserve thereon were very low. 

6 Has a branch in Los Angeles, a reserve city; consequently, would be subject to the reserve require- 
ments applicable to reserve city banks, in the absence of permission to maintain lower reserves. 

7 Title changed Oct. 10, 1956, from Mar Vista Commercial & Savings Bank. 

§ The reserve balance reported for June 6 is abnormally low, due to the fact that the member bank had 
charged to its reserve account $715,000 of drafts which were still outstanding and, consequently, had not 
yet been charged to the member bank’s reserve account by the Los Angeles branch of the Federal Reserve 
Bank of San Francisco. For the prescribed semimonthly‘ reserve computation .period ended June 15, 
1957, the bank’s reserve balance averaged $1,330,000 and its required reserve $1,316,000. 
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BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE System, 
OFFICE OF THE VICE CHAIRMAN, 
Washington, D. C., August 28, 1957. 
Hon. WricgHt PATMAN, 
House of Representatives, Washington, D.C. 
Deak Mr. PATMAN: This is in response to your letter of August 22, regarding 


the, status of officers and employees of the Federal Reserve System, other than 
the members of the Board, as public officials. 

The Federal Reserve banks are instrumentalities of the Government with 
public functions. In that sense, the officers and employees of the Federal Re- 
serve banks are engaged in the performance of public service and hence can be 
considered to be public officials. However, they are not officers or employees of 
the United States Government and do not subscribe to the oath of office taken 
by officers and employees of the Federal Government. 

Some of the officers and employees of the Federal Reserve System, other than 
the Board and its staff, can be considered as public officials of the United States 
yovernment. They are the members and alternate members of the Federal Open 
Market Committee, and the Federal Reserve agents and assistant Federal Re- 
serve agents at the various Federal Reserve banks. 

The Federal Open Market Committee is, of course, a governmental body 
created by the Federal Reserve Act. The Reserve bank presidents and first 
vice presidents who are members or alternate members of the Committee serve 
in a dual capacity. As such members they subscribe to the constitutional oath 
of office prescribed by section 16 of title 5 of the United States Code. In their 
capacity as officers of the Reserve banks, however, they have the different status 
indicated in the second paragraph of this letter. 

The Federal Reserve agent at each Federal Reserve bank, who is also chair- 
man of its board of directors, acts in his capacity as Federal Reserve agent 
as an agent and representative of the Board of Governors and as such takes the 
oath of office prescribed by the above-mentioned provisions of the United States 
Code. For similar reasons, the Federal Reserve agent’s assistants likewise sub- 
scribe to the statutory oath of office. 

I trust that this will supply the information you desire. 

Sincerely yours, 
C. CANBY BALDERSTON, Vice Chairman. 


Memorandum to Mr. Robert L. Cardon, clerk and general counsel, House Com- 
mittee on Banking and Currency. 
From: Alfred K. Cherry. 
The following information is in response to Mr. Patman’s four questions 
which you submitted to my secretary by telephone: 


Question No. 1. Salaries over $12,500 each of individuals of each of the 12 Fed- 
eral Reserve banks and the Federal Reserve Board for the years 1947, 1952, and 
1957—the number of people, not their names—receiving such salaries at each 
bunk and the Board 


Number of employees and officers of Federal Reserve banks with salaries 
over $12,500 





| 

Bank | Dec, 31, 1947 | Dec. 31,1952 | June 30, 1957 
ee pinks ee 
Boston me . wneee | 5 | 8 12 
New York ‘ 19 | 26 | 52 
Philadelphia ‘ ciate 5 | 8 | 14 
Cleveland gal 4 9 | 17 
Richmond . ‘ vas 2 | 4 | 10 | 16 
Atlanta . ‘ | 2 | 6 | 13 
Chicago eae 8 | 16 | 24 
St. Louis : os eee 3 4) 10 
Minneapolis eine | 3 5 | 7 
Kansas City 3 | 6 12 
Dallas | 3 | 7 11 
San Francisco | 4 | 10 15 
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Number of employees and officers of the Federal Reserve Board with salaries 
over $12,500 


ae i eascsser anew aer npmepineciesieemieiome otic iia So tania 6 
I espinasovceaeivernenennnemnananeicngdlagol cae cai emaaacsile 11 
i OE cinch ceeiereemee dchh clhsb hl ibbhtbiclh lng eda bien 36 


Question No. 2. Total amount paid by Federal Reserve banks and the Federal 
Reserve Board into retirement funds in the System—this to be a total figure 
from the time the retirement plan was established in 1934 to date; also the 
same information about total amount paid by employees during that time 


The total amount contributed by the Federal Reserve banks and the Board in 
the period from 1934, when the retirement system was established, through 
June 30, 1957, amounts to $117,773,705.37. 

In addition, the Board contributed on July 1, 1957, the following amount to 
fund the accrued liability arising from the acceptance of the provisions of the 
Johnston Act in the Board plan of retirement: $2,224,897. 

In the same period from 1934 to June 30, 1957, the members of the Retirement 
System contributed a total of $63,640,346.19. 

It should be noted that the contributions of the employing banks include pro- 
visions for service rendered prior to 1934, but after age 21, for all members of 
the retirement system. 

It should also be noted that the total contribution of members does not reflect 
the withdrawals for death in service and withdrawals occasioned by separa- 
tions. 


Question No. 3. Amount paid or authorized by the banks and/or the Board 
during the year 1957 to retirement funds 


The retirement system is on a fiscal-year basis ending February 29, and the 
amounts contributed for January and February are included in the figure in 
response to question No. 2. The following amounts have been paid by bank and 
Board contributions for the months of March, April, May, and June of 1957: 
$1,707 ,054.68. 

During this same period the members paid $1,395,227.14. 

In addition, the July 1, 1957, payment for the Board’s accrued liability for 
the Johnston Act has been made as noted in response to question No. 2 above: 
$2,224,897. 

For purposes of comparison with the current year’s figures, the following 
figures are supplied for the full fiscal year ended February 28, 1957: 


Bank and Board contributions._.._...._..__-.._..-.--_....____ $5, 561, 015. 70 
I nUNTTET- © CUIIIUI IOI RD sian tcieorenicm sco slats dd Abi sards nb einasbhddabb lide 4, 586, 903. 30 


Question No. 4. Cafeteria and/or other restaurant and eating places’ receipts and 
losses during the year 1956 for each one of the banks and the Board. If 
eating facilities operated by lessee, losses sustained will be adequate 
information. 

See attached sheet for cafeteria receipts and losses for the Federal Reserve 

banks for the year 1956. 

The Federal Reserve Board’s cafeteria receipts and losses for the year 1956 
are as follows: 


I sa iorstannitlioeinrentareintrees $122, 269. 19 
scales are Stamens am evasion aeioan ease cena 75,178. 73 


laren pr otebinc psi rile te os Stain tas 2 een er a races 47, 090. 46 
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Federal Reserve banks’ cafeteria receipts and losses for year 1956 


| 














| Cafeteria 
Total cafe- | receipts Net cafe- 
teria | (memo- teria 
|} Yrandum) 
Head offices: 

Boston $154, 832 $78, 696 $76, 136 
New York 498, 140 | 267, 981 | 230, 159 
Philadelphia__ 134, 157 69, 889 | 64, 268 
Cleveland 40, 819 cee | 1 40, 819 
Richmond 125, 040 65, 075 59, 965 
Atlanta 2 106, 727 61, 031 45, 696 
Chicago. - - aa 524, 225 283, 876 240, 349 
St. Louis. ; 20, 835 67, 067 53, 768 
Minr 1eapolis - - 20, 314 - ‘ 120, 314 
Kansas City... 85, 997 44, 137 41, 860 
Dallas. - 121, 932 69, 814 52, 118 
San Francisco. --. alee eo 80, 007 48, 671 31, 336 

Total. d * : e4 2, 013, 025 1, 056, 237 956, 788 

Branches: | 

Buffalo. .- 21, 978 11, 167 10, 811 
Cincinnati 14, 357 oe 1 14, 357 
Pittsburgh TFS Hits 121,77 
Baltimore. 34, 045 21, 852 12, 193 
Charlotte 2k, 186 15, 231 12, 955 
Birmingham 36, 241 | 21, 973 14, 268 
Jacksonville | 26, 463 17, 937 
BENNIE. 50h b= bain édddb dd ivdn ded) bath pide dea Nand toeee wats sl () 
New Orleans 22, 966 14, 889 
Detroit 58, 417 43, 895 
BAUD PRO oo kg oc cic nc esdddidbonswdacchivedsdssitedaal top 10S Ty Bow ee 4 656 
Louisville... bincbict dd wide seis Set cies antennas (2) 
Memphis_ 18, 021 | 9, 990 8, 031 
Helena- -- esa = We adieue 
Denver. ’ 3 L.fieeees 15, 072 | 8, 428 | 6, 644 
Oklahoma City. eo 20, 741 | 10, 875 9, 866 
SS te aca 1, 373 |- a 21,373 
NUN ccc le ee ie lace ct ael sateen Lt hc ae (2) 
PRC - 0. Jo. a cg puemebaceusnaesaleaed anne Daehas @) 
IN in. tse 6 aihsesadn sided obeb abundant 8, 124 4, 617 3, 507 
Los Angeles. ......- 65, 244 | 40, 501 24, 743 
Portland... he. 20, 519 | 12, 727 7, 794 
Salt Lake City. | 15, 129 | 9, O91 6, 038 
Seattle_._- | 22,151 | 13, 752 8, 399 

Total. 528, 074 288, 048 | 240, 026 

SR OE iiisic cdacccshaceanddetatoeeshadtiakthenon 2, 541, 099 1, 344, 285 1, 196, 814 

1 Cafeteria operated by concessionaires, 
2 Do not have cafeteria facilities. 
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
August 8, 1955. 


To the Presidents of All Federal Reserve Banks: 

Dear Str: At the meeting of the Federal Open Market Committee on July 12 
1955, the Secretary of the Committee was requested to report on the question 
whether the authorization to enter into repurchase agreements with nonbank 
dealers in United States Government securities should be to all Federal Reserve 
banks or only to the Federal Reserve Bank of New York. 


on ~ -- 


95375—57 pt. 
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At the meeting of the Committee on August 2, it was agreed that there was 
little likelihood that this authority would be used by any of the Federal Re- 
serve banks except New York. Accordingly, approval was given to a recom- 
mendation that hereafter authorization be given only to the Federal Reserve 
Bank of New York. To carry this decision into effect the authority given to all 
Federal Reserve banks on July 12, 1955, was terminated and effective August 2, 
1955, the attached authority was given to the Federal Reserve Bank of New 
York with the understanding (a) that the authority would be used sparingly in 
entering into agreements at rates below the discount rate, and (b) that the 
Federal Open Market Committee will determine at each meeting the extent to 
which repurchase agreements covering Government securities are to be au- 
thorized and the rate or rates at which such agreements are to be undertaken. 

Very truly yours, 
WINFIELD W. RIEFLER, 
Secretary, Federal Open Market Committee. 


CONDITIONS FOR REPURCHASE AGREEMENTS PRESCRIBED BY THE FEDERAL OPEN 
MARKET COMMITTEE AS AMENDED, AUGUST 2, 1955 


The Federal Reserve Bank of New York is hereby authorized to enter into 
repurchase agreements with nonbank dealers in United States Government secu- 
rities subject to the following conditions: 

1. Such agreements 

(a) In no event shall be at a rate below whichever is the lower of (1) the 
discount rate of the Federal Reserve bank on eligible commercial paper, or (2) 
the average issuing rate on the most recent issue of 3-month Treasury bills; 

(b) Shall be for periods of not to exceed 15 calendar days; 

(c) Shall cover only Government securities maturing within 15 months; and 

(d) Shall be used as a means of providing the money market with sufficient 
Federal Reserve funds to avoid undue strain on a day-to-day basis. 

2. Reports of such transactions shall be included in the weekly report of open- 
market operations which is sent to the members of the Federal Open Market 
Committee. 

3. In the event Government securities covered by any such agreement are not 
repurchased by the dealer pursuant to the agreement or a renewal thereof, the 
securities thus acquired by the Federal Reserve Bank of New York shall be sold 
in the market or transferred to the System open-market account. 





BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
OFFICE OF THE CHAIRMAN, 
Washington, D. C., September 19, 1957. 
Hon. WricHT PATMAN, 
House of Representatives, Washington, D. C. 

Dear Mr. PATMAN: Pursuant to the request contained in your letter of August 
29, 1957, attached is a statement of Federal Reserve Bank expenditures for bank 
premises and repairs and alterations in each of the years 1950 through 1956. 

Sincerely yours, 


Wma. McC. MartTIN, Jr. 





FINANCIAL INSTITUTIONS ACT OF 1957 


571 


Federal Reserve bank expenditures for bank premises and repairs and 
alterations, 1950-56 











| Capitalized expenditures for bank premises 
| Fixed Unallocated 
machinery | construction 
Land Building ! and account 
| equipment ! (Dee. 31, 
1956) 
FEDERAL RESERVE BANKS | 
Boston | 
1950 oe edn aenadiake omadiatae se caciihcindacacipa 
1951 $8, 418 $137, 870 |) eee ee 
1952 a ie ieanin daa ike c ED Tic tecnntcsitegeacmrmcnseey 
| RE a * 3 2, 892, 508 © Fe Dcautaanceons 
1954 = sj 11, 127 Ee 
1955 bees sj sid 26, 026 |} ee ol 
IID Sai ai doe wit es tare diate dave mnie eo . 53, 753 BED BEE Eeiicenianes me 
New York: 
1950 od 4, 445 EE Estecice atin -| 
1951 . © 9, 980 4 oa 
1952 - teal .: ) Seeeeeee 
1953 3 oe : 19, 906 eh GEE Ecccneneens ots 
1954 é weueebacs i... | ew ogeens 
1955 ‘ SEE btacdtéwetevan 
1956 : ‘i I 9, 145 GHEE Etecbunineuscces 
Philadelphia: 
1950 oe | | DS etcaceais eae Erotic 
1951 a éusehsesaseucsoccets 
1952 ‘ ee pbteiidientrakant 
1953 zs | si | sscnasdiei anata: aomdin ialadenoeabainetacecas oe 
1954... > Son fomwae — woleosecccese--ce 
ON os io dona couiceves keane ladoemnseee ‘T7GG | «S52 OOR TEE T...2..~20.-05 
I ican a a aR | wee ila Se lal ha nT anaes 
Cleveland: | 
1950 | 3 oe ‘ 
1951 58, 034 SN  Rentineten i 
1952 12, 308 TRG Facnateneca : 
1953 ain 142 | 132, 174 |..... 
1954 : | 26, 199 EE Se iudessesane ; 
1955 | SRT woacnenas : 
1956 ag 5 1, 627, 249 91, 318 
Richmond: | 
1950 154, 652 | SEE tik ais oceedined 
1951 6 —6, 897 | | ee 
1952 85, 002 aa 
1953 2,200 | 71,562,329 SRE Bacccceesanens 
1954 ‘ | BY cis iniciansdiincachal 
1955 8, 388 | REED Tecocoascs 
1956 oa 23, 603 176, 340 554 | 
Atlanta: | 
1950 weniebosuewpariin 
1951 ; 301, 488 | ii EAE, 
1952 i | 12, 012 | * tained nnn ecetehiabi — 
1953 613 | 12, 526 | 
1954 125 | om aainine | 
1955 165 | 260, 641 60, 300 |---.------ | 
1956 94, 633 | 137, 100 70, 200 acicaeaeal 
Chicago: | 
1950. - | 74, 534 | 445, 573 |_- cae | 
1951 13, 631 EE Dicrctininaibaite | 
1952 9, 088 | 9, 934 | 
1953 12, 256 25, 248 . ‘ inecadl 
1954 1, 040, 000 1, 235, 431 | fe ol 
1955 8, 673 eo? 
1956 4 300, 000 | 455, 268 26, 208 6, 403 | 
St. Louis: | | | 
1950 144, 351 10, 136 EE Dicdncsinciititetnriiinma 
1951 . ain Bed Se Ecc ccacienindinda 
1952 (ae 
1953 a eee 
1954. _. | iii cceteatnin aa 
1955... ad I os siaatarnciataiasaeaiies 
1956 in ed ill ar ee a ace ae Ae I. PE OE Ditctudaden a 
Minneapolis: | 
1950 | | ‘ stain eseiisieabneaariaas 
1951 S omachammation aa 
1952 ol sie eseaidiamnbiabinieeti 
1953 eee 
1954 : SR G08? foc. cans. ‘ 
1955 | |} ‘ 
1956 16, 305 3, 778, 944 


See footnotes at end of table. 





Current 
expenses for 
repairs and 
alterations 2 


$22, 467 
24, 158 
30, 601 

257, 644 
33, 281 
25, 822 


30, 916 


54, 088 
14, 413 
39, 626 
34, 362 
29, 942 
138, 687 
62, 673 


40, 778 
37, 028 
36, 749 
68, 836 
111, 689 
86, 346 
94, 084 


87, 459 
59, 160 
98, 432 
57, 012 
71, 337 
168, 939 
142, 807 


39, 681 
49, 031 
95, 511 
114, 788 
34, 082 
35, 519 
45, 148 


15, 21! 
54, 703 
40,475 
10, 230 

8, 406 
29, 625 


6, 085 


5, O86 
, 837 
, 376 
41, 187 
30, 077 
29, 201 
18, 476 








54, 541 
121, 374 
10, 407 
59, 227 
50, 508 
35, 587 
93, 156 


47, 369 
81, 552 
18, 972 
54, 344 
11, 492 
20, 400 
554, 841 
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FEDERAL RESERVE BANKS— 
continued 


Kansas City: 
1950__ 


teenie to = ss aenate 
ls pretense Seok ae leant 
a aa te So pict 
CE a ee ey oe 
SR ae eS 
SETA -dihnindinstbihininehninangrinearsbotega 
Dallas: 
RAS RCT ee oe 
li a Stare ee ek 


1956. . 
San Francisco: 
1950___. 





1956 __ 





Capitalized expenditures for bank premises 





Land 


cs. tae Current 
| Fixed Unallocated | expenses for 
machinery | construction | repairs and 


Building ! 


and 
equipment ! 


account 


| alterations ? 
(Dee. 31, | 





351, 050 
2, 500 


“ 


~~" 40 90, 147 


Baltimore: | 
1950__._..- eee 
rete Ss abe ow ss 238 loaien 
1952_.- : Lateseseider ete 


1953_..- sadeinds | 
1954___- pa bemocades 7 
1965... - 
rcs 
Charlotte: | 
Bees wecis ; | 
1951 


RONG tetccce 


See footnotes at end of table. 


§ 315, 199 


17, 600 


1, 545 | 








685 | 


45, 601 | 


84, 814 
10 16, 760 


54, 472 
3, 996 


3, 810 


17, 574 


1 815, 347 


| 186, 645 
| 18, 876 


1, 188 | 


, 697 


~J 


| 11.459, 142 





1956) 
| | 
i | 
| $417, 006 wane $83, 418 
1, 023 43, 685 
| 1, 437 j 33, 711 
$78, 755 6, 083 29, 890 
45, 019 9, 660 | 10, 615 
1, 021 | 7, 73% 15, 344 
| 5, 285 | 7, 432 $26, 189 21, 454 
lt 10, 185 | 1, 276 , 890 
2, 366 14, 855 
11, 275 17, 794 | 120, 973 
1, 425 | 23, 144 
9, 697 


737, 844 


48, 904 | 9, 


1, 725, 188 i, 


~I 
np 


1, 626, 977 10, § 





* 
ht 2 to 
cn 09 
a0 
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Federal Reserve bank expenditures for bank premises and repairs and 


FEDERAL RESERVE 
BRANCHES—con, 


Birmingham: 
1950 
1951 
1952 
1953 
1954 
1955 


1956 


Jacksonville 


1950 
195] 
1952 
1953 
1954 
1955 
1956 
Nashville 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
New Orleans 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
Detroit: 
1950 
1951 
1952 
1953 


1954 





Wo 
195¢€ 
Little Rock 
1950 . 
1951. . 
1952... 
1953... 
1954... 
1955. . 
1956 
Louisville: 
1950 
1951... 
1952. . . 
1953. . 
1954 
1955 
1956... 


Memphis 








1950. . 
1951... 
1952- . 
1953... 
1954... 
1955... 


1956... 
Helena 
1950... 
1951... 
1952... 
1953... 
1954_. 
1955... 
1956... 


alterations, 1950-56—Continued 


Capitalized expenditures for bank premises 


Land 


$ 178 178 |..... 


30, 042 


| 1, 655 | 


32, 059 | 
4) 673 


| 289, 636 


125, 224 





13 125, 478 


192 


458, 918 


52, 040 


See footnotes at end of table. 


Building ! 


equipment ! 


9, 100 


18 2, 105, 780 


5, 444 


machinery 


Fixed Unallocated 
construction 
and account 
(Dee. 31, 
1956) 


noone $243, 751 
12 628, 139 
~~, 400 
35 47, 820 


e 
to 
& 


8 1177, 189 j.cce- 
22, 496 |.- 
OSES loctecwun 


} 
OD icisienectinsannl 
| 


7, 100 


1, 181, 567 


Current 
expenses for 
repairs and 
alterations 2 





10, 710 
1, 586 
2, 296 
1, 781 


816 
637 
596 

6, 906 
8, 665 
9, 599 
10, 803 


1, 269 
3, 006 
1, 154 
4,978 
706 
744 
442 


6, 011 
9, 074 
19, 512 
19, 449 
10, 146 
10, 618 
31, 585 


739 
528 
16, 138 
65, 461 
12, 043 
17, 182 
26, 903 


too 


34, 276 
, 617 
nore 
vid 
&39 
5, 080 
2, 044 
85, 507 


2, 471 
&, 054 
868 
693 
384 
650 
304 


10, 752 
3, 096 
7, 331 
6, 659 

17, 504 
1,709 

879 


1, 845 
11, 839 
, 676 
15, 263 

3, 485 

2, 462 


29, 135 





nS 
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Federal Reserve bank expenditures for bank premises and repairs and 
alterations, 1950-—56—Continued 


FEDERAL 
BRANCHE 


Denver: 


1950_. = 


1951_.... 
1952... 
1953... 


ee 


1955_ .. 
1956... 


Oklahoma City: ' 
sa 


 atiristetecheontes 
1952 
1953... 
1954_ 


1955... 
1956... 
Omaha: 
1950__. . 
1951... 


| 


RESERVE ! 
S 





con. 





1956 


1950 





1950 _- es 
1951 


ae 


1956...... 
Portland: 

1950 

1951 

1952 


1956 


Salt Lake City: ss 


1950_- 
1951 
1952 
1953 
1954 
1955... 
1956_ -- 


See footnotes 


at end of table. 


Capitalized expenditures for bank premises 


Land 


$401, 013 
4, 400 
85, 095 
250 


258, 007 


250, 000 


630, 068 
14 —300 


290, 853 


37, 000 


| 
| 
| 


18 3, 127, 674 


Fixed 
machinery 
and 
equipment ! 


Building ! 


$7, 642 


$5, 681 


5, 681 


5, 096 1, 943 


10, 116 
441 


4 001 


3, 617 


29, 464 2, 587 


“18 1, 235, 012 


16 1, 196, 435 16 §25, 090 
1, 453 5, 829 
10, 885 


Unallocated 
construction 
account 
(Dee, 31, 


1956) 


$60, 840 


1, 459, 087 


305, 204 


1, 974, 819 


Current 
expenses for 
repairs and 
alterations ? 


» 425 
, 137 
, 054 
, 391 
,110 
, 423 


OS me et ee BD 


579 
, O99 
9, 164 

383 
033 
76 


3, BSH 


840 


i, (42 
1, 242 
1, 819 
1,116 





| 
! 
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Federal Reserve bank expenditures for bank premises and repairs and 
alterations, 1950-56—Continued 





Capitalized expenditures for bank premises 








| | Current 
| Fixed Unallocated | expenses for 
| machinery | construction | repairs and 
Land Building! | and ;/ account alterations 2 
| equipment! | (Dee. 31, 
} 1956) 
sitiinetiiyoan | ieneresieliapalipiiptdliad Atemestagnnaiavaiaie ti aegteertedaiietgngl aha 
} 
FEDERAL RESERVE 
BRANCHES—Con. | | 
} 
Seattle: 
BU) deaducath abe dhociabedeothas rine diel sbapiawe $232 
i vucchibishmeiiaawubiceer” $24,772 | 17 $1,127,204 | 17 $642, 240 | 5, 241 
MR 2. cace save dndwaneat _ ; aan ; 8, 882 
DN eiecsbokadoeucke 4 sean 2, 118.| eee cee 12, 009 
Sree. Jan aoe eee ESAS Pte tO 1 PPO AP ah OES 6, 225 
See dcadhhehavipn nid dbhncs wane nnn en een se [nena eee enenne- sein wa wh th hatin Sy seh ei Main tall eatin naa 12, 855 
DORE da bier dnemiiade ddncenbedtasninbesaeage ninciennhibindtisalliwtch deceit hating etme 7, 190 











1 Figures in the 2d and 3d columns include capitalized expenditures for renovation, modernization, and 
improvement of building and fixed machinery and equipment, respectively. 

2 Does not include minor repairs and alterations made by the banks’ own maintenance employees. 

2 Allocations of construction and renovation expenditures for 1950-53. 

4 Allocations of construction and renovation expenditures for 1952-55, 

5 Alloeation of modernization expenditures for 1954-56. 

6 Represents proceeds from sale of parcel of land. 

7 Allocation of construction and modernization expenditures, 1950-53. 

® Allocation of construction and modernization expenditures for 1951-53. 

* Represents insurance recovery as result of fire damage to buildings formerly on the site. 

10 Includes reallocation of amounts reported in previous year. 

11 Allocation of construction and modernization expenditures for 1955-56. 

12 Allocations of construction expenditures for 1950-53. 

13 Allocation of construction and modernization expenditures for 1950-53. 

¢ Represents proceeds from sale of material salvaged from demolition of buildings formerly on the site. 

15 Allocation of construction and modernization expenditures for 1953-55. 

6 Allocation of construction expenditures for 1950-51, 

!” Allocation of construction expenditures for 1950-51. 


Mr. Vanix. Mr. Chairman, I have one question. 

The Cuarrman. Mr. Vanik. 

Mr. Vanix. Mr. Martin, this relates to the question raised by Dr. 
Talle a moment ago concerning the urgency of this legislation. 

Now, I don’t seem to recall any comment from you with respect 
to the urgency. Is there anything that impels us or should impel us to 
pass this legislation out of committee now rather than after a little 
more deliberate study. 

Mr. Martin. Well, most of the items in this bill, those that we have 
commented upon, Mr. Vanik, seem to us to be long overdue as far as 
recodification and clarification of the banking laws. 

Mr. Vanik. Well, is there any jeopardy to the banking system if we 
take a little more time to study this legislation? 

Mr. Martin. I can’t say there is any jeopardy to the banking sys- 
tem, no. 

Mr. VanrK. Is there anything in the Financial Institutions Act 
which impels us, or any part of it which should come out right away ? 

Mr. Martin. I don’t see any jeopardy to the banking system in 
failing to enact any of the items that are in this bill, but I want to 
make the position of the Board clear that we would like to see this 
bill enacted as early as possible. 

Mr. Vanrg. Yes. Thank you. 

Mr. Mutrer. As a practical matter, even if we reported this bill 
today, you couldn’t get any action from the House before next Jan- 
uary. That is just one of the parliamentary facts of life. 
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Mr. Parman. And, Mr. Chairman, the recodification could be re- 
ported out of this committee unanimously this morning. Nobody ob- 
jects to it. It is the substantive law changes we object to. 

If the chairman will introduce a bill today restricted just to the 
recodification, we can report it out unanimously tomorrow. 

On the question whether my earlier references to this bill as 
“bankers’ bill” is correct, I would like to include in the record an 
item relating to bankers’ support of the bill which appeared at page 
40 of the May 1957 issue of Banking, which is, of course, the journal 
of the American Bankers Association. This item appears under the 
heading: “Bankers’ Prestige.” It is in the nature of a self-congrat- 
ulatory editorial in which the editor is assigning a lion’s share of the 
credit for passage of the bill in the Senate to the effectiveness of the 
bankers “numerous telegrams, tele phone calls, and letters” to Sena 
tors and Representatives. I think this item will leave no doubt that 
passage of the bill has been the object of an organized lobbying effort 
on the part of the membership of the American Bankers Association. 
The item is as follows: 

Both in connection with Senate passage of the Robertson bill and House de- 
feat of the Patman inquiry, Senators and Representatives reported that they 
received numerous telegrams, telephone calls, and letters from individual com- 
mercial bankers, emphasizing the effect of these matters upon commercial 
banking. 

In the Senate, these communications resulted (coincidentally or otherwise) in 
greater attention and attendance by Senators to the debate on the Robertson 
bill than has occurred in a long time in the case of legislation lacking broad, 
public interest. 

Sponsors of the Patman resolution credited these banker communications with 
the defeat of the subcommittee inquiry. Seasoned observers, however, would 
not evaluate this banker expression of sentiment as the decisive factor. Presi- 
dent Eisenhower backed the broader gage financial inquiry. Houses GOP leader- 
ship under Representative Joe Martin (Republican, Massachusetts) and his 
assistant, Representative Charles Halleck (Republican, Indiana) turned in a 
superb performance from the standpoint of a purely political operation. They 
lost only two Republican votes in the House. Furthermore, quite a few Demo- 
crats were disinclined to back a monetary inquiry by an individual so thor- 
oughly convinced of the need for inflation. 

The CHarrman. Mr. Martin, we thank you very much for the 
service you have rendered and the information that you have given to 
this committee. 

We hope you may come back again sometime. We thank you. 

The committee now stands adjourned. 

Mr. Mouurer. I want the record to show that at the next executive 
session of this committee I will raise a protest against any of the 
witnesses being dismissed until all members have had : . full oppor- 
tunity to question them about every part of this Seanoued statute. 

(Whereupon, at 12:03 p.m., the committee adjourned, to reconvene 
at 10 a. m., Wednesday, August 7, 1957.) 
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WEDNESDAY, AUGUST 7, 1957 


House or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, Messrs. Brown, Patman, Multer, 
Barrett, Mrs. Sullivan, Messrs. Vanik, Healey, Coad, Anderson, 
Breeding, Talle, Betts, Mumma, McVey, Bass, Seely-Brown, Hender 
son, and Chamberlain. 

The Cuarrman. The committee will be in order. 

Mr. Gidney is back again to testify. 


FURTHER STATEMENT OF HON. RAY M. GIDNEY, COMPTROLLER 
OF THE CURRENCY; ACCOMPANIED BY L. A. JENNINGS, DEPUTY 
COMPTROLLER; AND R. T. ENGLERT AND G. E. McCONLEY, LEGAL 
DIVISION, OFFICE OF THE COMPTROLLER OF THE CURRENCY 


Mr. Gipnrey. Mr. Chairman, might I say that in response to a re- 
quest of Representative Patman we have brought with us the audits 
for the last 5 years. 

Mr. Parman. What about the interest table we asked about, Mr. 
Gidney / 

Mr. Gipnrey. We have brought that. That is here today. 

Mr. Parman. I have a copy here. 

Mr. Gipney. I would like to say with respect to these audit reports 
that some of them are our only copies, that is, the annual reports of 
our bureau, the reports of the Treasury, and we have brought here 
the original bound annual statements of the accounts of the office 
of the Comptroller of the Currency, the original bound audit reports 
of the office of the special disbursing agent for these 5 years, the 
original bound audit reports of the Division of Solvent National 
Banks, original monthly audit reports of the Office of the Comp- 
‘roller of the Currency, covering 5 years. In the year in which I 
took office I think there were additional audits. Since these are our 
copies and are essential to the protection of the office and the incum- 
bent, we hope you will be able to review them and let us have them 
back as soon as convenient, 

The CuarrMan. Mr. Gidney, I wish you would explain to the com- 
mittee the processes by which mergers are usually effected. In other 
words, the proposition, I suppose, for the merger is presented to the 
board of directors of each of the banks. 

Mr. Gipney. Yes. 


95375 O—d7—pt. 1 38 
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The Cuarrman. Please explain how mergers are effected. 

Mr. Gipney. Mr. Chairman, we probably ought to take this a little 
bit carefully, subject to correction from counsel. 

Now, the arrival at the understanding, of course, is done by negotia- 
tion of people who have ownership of important amounts of stock and 
have something to do with guiding those things; whichever way it 
goes, it would be presented to the respective boards of directors. They 
would perhaps talk with us, if it is going to be a national bank, or 
they would talk with the State bank supervisor if it was a State bank. 

The Cuarrman. If the merger results in a State bank, you have no 
authority ? 

Mr. Gipney. We have no authority in that case; no. 

Then having received some indication as to any objections there 
may be, and if they get where they feel able to go ahead, they will 
make it more formal, and they will actually have each board accept the 
arrangement or proposed agreement. 

Then if it is a national bank concerned, there has to be publication 
for 4 weeks’ notice of the merger. There has to be notice to share- 
holders and the publication for 4 weeks, and then a two-thirds vote 
of the shareholders of each institution. 

Now, as to the form of merger, it is not accomplished by the purchase 
of stock by either bank, except possibly in some jurisdictions. There 
“annot be where the acquiring Aca is a national bank, because they 
vannot purchase stock of any kind. So the purchase-of-stock method 
is almost negligible. There may be a case sometimes, but there are 
almost none. The purchase of assets—let’s take a simple case. If a 
bank had a million deposits, and a hundred thousand of excess value 
in capital funds, a larger bank might pay $1,100,000 for that and take 
the assets, assume the liabilities, and the $100,000 would be paid 
to the stockholders. They would be by purchase of assets. 

The mergers that we have had to deal with come either in the form 
of a merger or consolidation, and those are technically different, but 
that is not too important for the purposes of this description. In 
consolidation, let us say, of 2 national banks, they just go together with 
everything they have, and they usually consolidate under the charter 
of 1 of the banks, so that the holders of that bank continue to own 
the stock they already have, and the people in the other bank get 
stock in the combined bank, and, of course, they both have stock in 
the combined bank. That is a consolidation. 

Now, a merger is just about the same, with some little differences 
as to rights and powers of dissenting stockholders. 

The Cuatrman. It is all effected by stock transaction, is it not ? 

Mr. Gipney. It is effected by stock transaction. 

I noticed in the testimony of another witness the statement there 
had to be money supplied to finance a merger, and that isn’t correct, 
because the two banks furnish their own; they simply go together 
with what they have. 

The Cuatrman. What provision is made for the minority stock- 
holders who don’t want to participate in the merger ‘ 

Mr. Gipney. The minority stockholder gives notice that he disap- 
proves and will vote against it. He can then demand that his stock 
be appraised and that he be paid the value as found by the appraisal. 
And that is supposed to be done by a committee, one of whom he 
appoints, one whom the bank appoints, and they select a third. 
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If they agree, that I believe is binding. If they do not agree, he 
can demand that the Comptroller—if a national bank is concerned— 
appraise the value of the stock and then the merged or consolidated 
bank has to pay him that amount. 

The Cuarrman. Are a great proportion of these mergers effected 
entirely by stock transaction without any minority—— 

Mr. Gipney. Not by the purchase of stock but by this merger or 
consolidation method where they put the banks together. They get 
stock in the combined bank. It is provided by law and the usual 
agreement of merger that each bank takes into the merger whatever 
ithas. Itis an exchange of stock in that way. 

The CuarrmMan. On the merger, the corporation that is organized 
issues new stock to its own shareholders and to the shareholders of 
the merged bank ? 

Mr. Gipney. Yes, but it is a continuing corporation. It usually 
is not a new corporation. It would be once in a very long time that 
it would be a new corporation. 

The CuatrmMan. It would be a reincorporation. 

Mr. Gipney. It isn’t even that. They just go together like a 
wedding. 

They continue under the charter of one or the other. 

The Cuarrman. Of one of the banks. 

Mr. Giwnry. Whichever they like better. If is is a couple of 
national banks, they are very likely to take the charter earlier in 
number. 

The CHamman. But the bank that continues pays to the stock- 
neen the amount they are entitled to for their stock ? 

Mr. Gipnery. The usual case is that they get so many shares of 
stock of the combined institution for so many shares of theirs, and 
that is true for both banks. That is true for both. One might get 
1 for 1, and the other might get 5 and 4, or 4 for 5, or whatever. 
It is just a putting together of the whole entities of the consolidating 
or merging banks. 

Now, the purchase of assets is something different, because the 
stockholders of the selling bank may then take their cash and pay 
their taxes and be out of that particular institution. 

The CHarrman. What proportion of the mergers result in national 
banks merging into State banks? Are they increasing? 

Mr. Gipney. We have figures on that. In numbers I think some- 
what more have come to national rather than going to State. In dol- 
lars, we prepared for the Judiciary Committee a list of the banks, 
going back to 6 or 7 years, and that is at page 145 and following. 

Mr. Mcutrer. 145 of what? 

Mr. Gipney. The hearings before the Antitrust Committee No. 5, 
on March 6, 7, 8, 20 and 21, 1957, serial No. 2, on bills H. R. 264 and 
2143. 

The Cuatrman. Could that list be brought up to date? 

Mr. Gipney. It is up to date. 

The CHarrman. It is? 
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Mr. Gipney. Well, in this document it is up to the end of 1956, and 
I have had it brought down—I have somewhere here the continu- 
ation, bringing it down to June 30 of this year. We can supply this 
material to June 30, 1957, quite readily. 

The CHarrMAN. You may do that, and it may be inserted in the 
record. 

(The information requested above is as follows :) 

(The following data appeared originally in hearings before the 
Antitrust Subcommittee of the Committee on the Judiciary, House of 
Representatives, March, 1957.) 
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1950 
a | 
Total re- 
Name of receiving bank Name of absorbed bank sources of 
absorbed 
| bank 
———_———— ee eee sss Sp aoe ee Se eS eS aD oe 
California: 
United States National’ Bank, San Diego. od Citizens Bank, Monrovia---_.-..--.-.---- $5, 846, 703 
Anglo California National Bank, San Fran- | Citizens Bank of Sacramento. ia 8, 975, 700 
cisco. 
Security-First National Bank, Los Angeles..| Bank of Hueneme, Hueneme. ._-. 1, 588, 000 
Connecticut: 
Hartford National Bank & Trust Co., Hart- | East Hartford Trust Co., East Hartford 8, 114, 732 
for . | 
First National Bank & Trust Co., Bridge- | Shelton Trust Co., Shelton.............. | 8, 769, 414 
port. 
Idaho: : 
Idaho First National Bank, Boise. .......---. First National Bank, Kellogg. ..------- 3, 243, 899 
Illinois: 
First National Bank, Joliet..................| Farmers First National Bank, Minooka 1, 532, 539 
Indiana: 
Old National Bank, Evansville____-- North Side Bank, Evansville _ _- 7, 954, 243 
First National Bank & Trust Co., Craw- | Crawfordsville Trust Co., Crawfords- 475, 883 
fordsville. ville. 
Indiana National Bank, Indianapolis __.-_-..- Union Trust Co., Indianapolis. --_-...--.-- | 46, 469, 533 
Citizens National Bank, Bedford on Citizens Trust Co., Bedford... i 980, 200 
Kansas: 
Central National Bank & Trust Co., Topeka.| Central Trust Co., Topeka...........-- 2, 140, 118 
Kentucky: 
First National Bank, Louisville... ..-.| Security Bank, Louisville 8, 199, 500 
Massachusetts: 
Middlesex County National Bank, Everett..| First National Bank in Medford. ---- 17, 269, 986 
Michigan: 
Peoples National Bank, Bay City........-..- National Bank of Bay City, Bay City--- 19, 599, 128 
Nebraska: 
First National Bank, Chadron. .............| The First National Bank, Chadron. . | 4. 755, 922 
Beatrice National Bank, Beatrice ...........] Beatrice State Bank, Beatrice... _. 2, 702, 700 
New Hampshire: 
Farmers & Traders National & Savings | Farmers Guaranty Savings Bank, 1, 548, 024 
Bank, Colebrook. Colebrook. 
New Jersey: 
National State Bank, Newark of Orange First National Bank, Orange 11, 154, 104 
First National Bank, Jersey City .| Franklin National Bank, Jersey City - -- 11, 718, 386 
Asbury Park National Bank & Trust Co., , | Seacoast Trust Co., Asbury Park... 3, 725, 780 
Asbury Park. 
Hudson County National Bank, Jersey City.| Seaboard Trust Co., Hoboken.--. 12, 079, 600 
National Newark & Essex Banking Co., | Bank of Montclair, Montclair 13, 506, 200 
Newark 
Hudson County National Bank, Jersey City.| Guttenberg Bank & Trust Co., Gutten- 11, 400, 100 
urg. 
National State Bank, Newark United States Trust Co., Newark 35, 851, 400 
New York: 
Meadowbrook National Bank, Freeport-.-- West Hempstead National Bank, West 9, 515, 879 
Hempstead. 
Central National Bank, Mineola. .---. : Williston National Bank, Williston 6, 162, 894 
Park. 
Niagara County National Bank & Trust | Somerset National Bank, Barker~--_---- 1, 564, 428 
Co., Lockport. 
Glens Falls National Bank & Trust Co., | Fort Edward National Bank, Fort 3, 133, 405 
Glens Falls. Edward. 
Franklin National Bank, Franklin Square...| South Shore Trust Co., Rockville | 17, 759, 238 
| Centre. | 
Ohio: | 
Farmers National Bank, Salem... Peoples State Bank, Lisbon | 3, 370, 511 
First National Bank, Jackson... _---. Tron Bank, Jackson. . 4, 312, 095 
Atlas National Bank, Cincinnati. . Peoples Bank & Savings Co., Cincin- 12, 973, 200 


| 
nati. 
Pennsylvania 
| 








DuBois Deposit National Bank, DuBois_..| DuBois National Bank, DuBois- --- 7, 290, 426 
Peoples First National Bank & Trust Co., | National Bank of Springdale, Spring- | 4, 652, 198 
Pittsburgh. | dale. 
First Nationa) Bank, McDonald. __. ..| First National Bank, Cecil 1, 061, 744 
Mellon National Bank & Trust Co., Pitts- | Farmers Deposit National Bank, Pitts- 181, 200, 680 
burgh. burgh. | 
O50. BRU S Acell De --} Turtle Creek Bank & Trust Co., Turtle 6, 618, 600 
Creek. 
: Central-Penn National Bank, Philadelphia_.| The Charter Bank, Philadelphia..--.... 6, 998, 500 
t<hode Island } 
Rhode Island Hospital National Bank, | Aquidneck, National Bank, Newport 14, 457, 033 


Providence. | 


Providence National Bank, Providence.....| Wakefield Trust Co., Wakefield_...-.-.( 11, 860, 900 
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1950 








Total re- 








Name of receiving bank Name of absorbed bank sources of 
absorbed 
bank 
South Carolina: 
Spartanburg Commercial National Bank, | Union County Bank, Union............ $2, 320, 800 
Spartanburg. 
Ucosccsdackoubadcenen | Mutual Bank of Landrum, Landrum. ..| 2, 192, 500 
Oe i a i ie Bank of Jonesville, Jonesville........... 1, 022, 000 
Texas: | : 
First National Bank in Alpine_...........-- The First National Bank of Alpine.-..-. 4, 095, 371 
First National Bank, Jefferson_...........-- Rogers National Bank, Jefferson. -_. 1, 785, 395 
Virginia: } 
Peoples National Bank, Pulaski.............| Pulaski Trust Co., Pulaski.............. 1, 180, 890 
Washington: | 
Seattle-First National Bank, Seattle......... Washington National Bank, Vancouver 13, 243, 952 
National Bank of Commerce, Seattle _. | Quincy Valley State Bank, Quincy---_-.| 772, 100 
ati le i es Bank of Auburn, Auburn............... 1, 087, 600 
Seattle-First National Bank, Seattle __- Citizens State Bank, Omak 3, 345, 000 
National Bank of Commerce, Seattle......-.. Security State Bank, White Salmon_-.-... 2, 885, 100 


Total, year 1950 (52 banks) 








California: 
Security-First Nationa] Bank, Los Angeles_.- 
Indiana: 
Old National Bank, Evansville. __- 
Lincoln National Bank & Trust Co., Fort 
Wayne. 


Caney Valley National Bank, Caney_.....-- 
Maryland: 


Washington County National Savings 
Bank, Williamsport. 
Massachusetts: 
Brockton National Bank, Brockton. -.--.--.-. 
Michigan: 
First Nationa] Bank & Trust Co., Kalama- 
z00. 
Nebraska: 
First National Bank, Atkinson-_. ‘ 
New Jersey: 


} 
National Newark & Essex Banking Co., 


Newark. 
First National Bank & Trust Co., Paterson 
New York: 
Chautauqua National Bank & Trust Co., 
Jamestown. 
Staten Island National Bank & Trust Co., 
Oh Port Richmond, Staten Island. 
io: 


First National Bank, Cincinnati. .-_-.......- 

Old Phoenix National Bank, Medina -....-.- 

National City Bank, Cleveland._........-.- 
Oklahoma 

First National Bank, Perry. 
Pennsylvania: 

First National Bank, Erie 


Second National Bank, Wilkes-Barre_-_.---_- 

Mellon National Bank & Trust Co., Pitts- 
burgh. 

Do 


County National Bank, Clearfield_.........- 
Philadelphia National Bank, Philadelphia_- 
Mellon National Bank & Trust Co., Pitts- 
burgh. 
Do 


Rhode Island: | 
Providence Union National Bank & Trust 
i 


Co., Providence. 


| 





| Red Rock State Bank, Red Rock 


Union National Bank, Ventura...__._--_} 

| 
Franklin Bank & Trust Co., Evansville} 
Peoples State Bank, New Haven 


The Niotaze State Bank, Niotaze-_-_..... 
Savings Bank of Williamsport, Wil- | 
liamsport. 


Morris Plan Bank & Banking Co., | 
Brockton. | 
State Savings Bank, Otsego 


Emmet State Bank, Emmet... 
Caldwell National Bank, Caldwell 


United States Trust Co., Paterson 


Union Trust Co., Jamestown........-..| 
West New Brighton Bank, West New 

Brighton. | 
Second National Bank, Cincinnati_-..--- 
Seville State Bank, Seville._............. 
‘tha Bank of Berea Co., Berea_-_-.....-. 


National Bank & Trust Company of 
Erie, Erie. 

First National Bank, Kingston__......-- 

First National Bank, Oakmont.-.....-... 


Parnassus National Bank, New Ken- 
sington 
ee National Bank of Osceola, Osceola 
fills. 
Ninth Bank & Trust Co., Philadelphia__-| 
Fourteenth Street Bank, Pittsburgh-.---| 


Manchester Savings Bank & Trust Co., 
Pittsburgh. 


Union Trust Co., Providence 





576, 464, 143 


$9, 472, 347 


6, 670, 
3, 419, 


464 
568 


399, 
945, 


051 


718 


1,011, 901 


2, 313, 


323, 

7, 378, £ 
44, 305, 465 
20, 212, 


11, 047, 


150 
727 
65, 432, 


1, 232, 
8, 312, 


242 
989 
213 
242, 563 
11, 729, 514 


4, 143, 120 
4, 889, 079 


3, 505, 502 
1, 999, 037 


54, 471, 794 
6, 383, 278 


9, 816, 395 


93, 516, 394 





le 


500 
00 


371 
395 


300 
952 
600 
100 


143 


511 


, 242 
, 989 
» 213 
, 563 
, 514 


, 120 
079 


5, 502 
), 037 


|, 794 
3, 278 


5, 395 


5, 304 
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Name of receiving bank 


Washington: 
National Bank of Commerce, Seattle 
Seattle-First National Bank, Seattle 
National Bank of Commerce, Seattle... 
Wisconsin 
First National Bank, Kenosha. .. 


Wyoming: 
First National Bank, Lander 


Total, year 1951 (30 banks) 


Alaska: 
First National Bank, Anchorage 
California: 


First National Bank of San Mateo County, | 


Redwood City. 
Security First National Bank, Los Angeles 
Anglo California National Bank, San Fran- 
cisco. 
Idaho: 
Idaho First National Bank, Boise 


First Security Bank of Idaho, National 
Association, Boise. 
Kentucky: 


First & Farmers National Bank, Somerset 
Michigan: 
National Bank of Detroit, Detroit 
National Bank of Jackson, Jackson 
National Bank of Detroit, Detroit 
Do 


Manufacturers National Bank, Detroit 
Missouri 
First National Bank, Joplin 


First National Bank, Stewartsville 
New Jersey: 

Allenhurst 
Allenhurst 

Citizens Northern 
Englewood. 

The National Bank of New 
Brunswick 

National Newark 
Newark. 

First National Bank & Trust Co., 


National Bank & Trust Co., 


Jersey, 
& Essex Banking Co., 
Kearny 
National Newark 
Newark. 


New York 
Franklin National Bank, Franklin Square 


& Essex Banking Co., 


Meadow Brook National Bank, Freeport 
First Suffolk National Bank, Huntington 


Oswego County National Bank, Oswego. 
Manufacturers National Bank, Troy. 


First Westchester National New 
Rochelle 


Franklin National Bank, Franklin Square 


Bank, 


National Commercial Bank & Trust Co., 
Albany 
Ohio: 
First National Bank, Cincinnati 


Do. 
Park National Bank, Newark 
Atlas National Bank, Cincinnati. 


Winters National Bank & Trust Co., Dayton 


New 


1951 


Name of absorbed bank 


First National Bank, Lynden_......._.-| 
Odessa State Bank, Odessa____- al 
Guaranty State Bank, Colville...... _._.| 


Northwestern Loan & Trust Co., Ken- | 
osha. 


Stockgrowers State Bank, Lander... 


1952 


Bank of Seward, Seward. __. 
First National Bank, Belmont. ._. 


Southern County Bank, Anaheim 
Kern County Bank, Taft 


Wendell National Bank, Wendell 
American Falls Bank, American Falls 


Farmers National Bank, Somerset 


First National Bank, Plymouth 

Brooklyn State Bank, Brooklyn 

Wayne State Bank, Wayne 

Plymouth United Savings Bank, Ply- 
mouth 

United Savings Bank, Detroit 


Joplin National 
Joplin. 


Bank & Trust Co 


’ 


| Stewartsville State Bank, Stewartsville 


Valley National Bank, | 


.| First National Bank & Trust Co 


First National Bank, Eatontown 


Northern Valley National Bank, Tena- 
fly. 
Metuchen National Bank, Metuchen 


Bloomfield Bank & Trust Co., Bloom- 
field. 

Harrison-Kearny Trust Co., 
ark, 

Savings Investment & Trust Co., 
Orange. 


East New- 


East | 


, Floral 
Park. | 


Peoples National Bank, Lynbrook 


First 


| Bank of Farmingdale, Farmingdale . | 


National Bank & Trust Co., | 
Northport. | 

Citizens National Bank & Trust Co., 
Fulton. | 

Amsterdam 
Amsterdam. 


Bronxville Trust Co., Bronxville 


City National Bank, 


Hudson River Trust Co., Hudson... 


First National Bank, Norwood___- 
Norwood Savings Bank, Norwood... 
Kirkersville Savings Bank, Kirkersville 
The Columbia Bank & Savings Co., | 
Cincinnati. | 


West Carrollton Bank, West Carrollton 


Total re- 
sources of 
absorbed 


bank 


$3, 973, 260 
3, 379, 935 
2, 040, 400 


355, 368 


1, 467, 473 
334, 389, 647 


$1, 892,748 
1, 607, 181 
15, 087, 624 


14, 958, 508 


1, 968, 


2, 625, 





4, 858, 681 
13, 083, 815 
2, 061, 334 
19, 242, 717 
8, 155, 677 
53, 354, 686 
12, 102, 083 


345, 4 





2, 585, 787 
5, 690, 183 
5, 080, 223 
40, 354, 605 
5, 638, O87 


42, 002, 041 


16, 294, S82 


15, 062, 762 
6, 723, 044 


4, 906, 309 
3, 768, 912 
14, 792, 799 


7, 383, 997 
3, 227, 909 


15, 864, 3459 
5, 410, 647 
1, 091, 460 
5, 979, 454 


2, 121, 848 
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1952 
Total re- 
Name of receiving bank Name of absorbed bank sources of 
absorbed 
bank 
Oklahoma 
First National Bank, Marietta. Love County National Bank, Marietta_.| $1, 080, 171 
First National Bank, Snyder Planters State Bank, Mount Park | 479, 600 
First National Bank, FE! Reno. Piedmont State Bank, Piedmont 408, 549 
Oregon 
First National Bank, Portland Curry County Bank, Gold Beach 4, 129, 891 
Pennsylvania 
Central-Penn National Bank, Philadelphia City National Bank, Philadelphia. -..- 34, 919, 657 
National Bank of Pottstown, Pottstown National Iron Bank, Pottstown 9, 286, O04 
Central-Penn National Bank, Philadelphia South Philadelphia National Bank, 15, 368, 679 
Philadelphia 
County National Bank, Clearfield Madera National Bank, Madera 1, 897, 990 
Mellon National Bank & Trust Co., Pitts- | Carnegie National Bank, Carnegie 4, 983, 834 
burgh. 
Miners National Bank, Wilkes-Barre First National Bank, Nanticoke 13, 132, 871 
Peoples First National Bank & ‘Lrust Co., | Crafton National Bank, Crafton 3, 587, 548 
Pittsburgh 
Miners National Bank, Wilkes-Barre_._...__._| Miners Nationa! Bank, Nanticoke id 6, 350, 280 
First National Bank, Lebanon North Side Bank, Lebanon ; 4, 143, 232 
First National Bank & Trust Co., Hanover_| Hanover Trust Co., Hanover , 7, 898, 878 
Warren National Bank, Warren Tidioute State Bank, Tidiout 1, 318, 305 
Peoples First National Bank 4 Trust Co., | Charleroi Savings & Trust Co., Char- LOS, 457 
Pittsburgh. leroi 
Mellon National Bank & Trust Co., Pitts- | Polithania State Bank, Pittsburgt 4, 143, 41 
burgh. 
OS ee a _ _...--..----.----| Safe Deposit & Title Guaranty Co 11, 332, 240 
Kittanning 
Do shaves bieede adi sis Canonsburg Trust Co., Canonsburg 11, 510, 538 
Pennessee 
First American National Bank, Nashville...| Madison Bank & [rust Co., Madison 2, 498, 022 
Texas 
First Strawn National Bank, Strawn __. .| First National Bank, Strawn i S64, 339 
Vermont: 
First Brandor National Bank, Brandon__...| Brandon National Bank, Brand 951, 082 
Howard National Bank & Trust Co., Bur- | Burlington Trust Co., Burlingt 8, 051, 028 
lington. | 
Virginia: 
Merchants National Bank, Hampton........| Bank of Fox Hill, Fox Hill 446), 221 
Washington 
National Bank of Commerce, Seattle _...| First National Bank, Burlington 2, 751, 113 
“eee oe Jagdeo -.--..-...-..--}| Citizens Bank, College Place bleu 1, 695, 974 
lotal, year 1952 (59 banks ee ; $ : 517, 662, 108 
1953, JAN. 1 TO APR. 15, INCLUSIVE 
California 
Citizens National Trust & Savings Bank, | First National Bank, Corona.......-. $5, 102, 519 
Riverside 
a i Citizens Bank, Corona at : 2, 926, 282 
Connecticut 
- National Bank of Commerce, New London__| Mystic River National Bank, Mystic 3, 012, 596 
aano 
First Security Bank of Idaho, National Asso- | First Trust & Savings Bank, Moscow 9, 889, 631 
ciation, Boise. 
Indiana 
Merchants National Bank., Indianapolis....| Co-ops’ State Bank, Beech Grove 1, 567, 123 
Kansas 
fj American National Bank, Baxter Springs...| Baxter National Bank, Baxter Springs 1, 334, 747 
Kentucky 
National Bank of Lancaster, Lancaster_.-.-. Citizens National Bank, Lancaster 1, 837, 121 
Farmers National Bank, Williamsburg......| Farmers Bank & Trust Co., Williams- 1, 618, 426 


burg 
Maryland 
Farmers & Mechanics-Citizens National | Citizens National Bank, Frederick...... 10, 777, 390 
Bank, Frederick. 
New Jersey 


First National Bank & Trust Co., Paterson..; North Jersey National Bank, Pompton 8, 169, 996 
Lakes 

Rutherford National Bank, Rutherford......| North Arlington National Bank, North 5, 438, 939 
Arlington. 

First National Bank, Toms River ....., First National Bank, Barnegat 3, 187, 206 





FINANCIAL INSTITUTIONS ACT OF 1957 


585 


Consolidations, mergers, and purchase and sale transactions approved by 
Comptroller of the Currency—Continued 


1953, JAN. 


Name of receiving bank 


New York: 
at National Bank, Canajoharie....- 
Wilber National Bank, Oneonta_- 
Meadow Brook National Bank, Freeport_. 


Ohio: 


First National Bank, Zanesville__........- 


Central National Bank, Cambridge-- 


First National Bank, Mansfield.......-.-.-.| Mansfield Savings Trust National os 


Farmers National Bank & Trust Co., Ash 
bula. 
Pennsylvania: 
First National Bank, Chester--. 


Punxsutawney National Bank, Punxsutaw- 


ney. 
First National Bank, Mercer 


Second National Bank, Uniontown.....____. 
Mellon National Bank & Trust Co., Pitts- 


burgh. 


First National Bank, Carbondale... aia Mayfield State Bank, Mayfield - 


South Dakota: 


Aberdeen National Bank, Aberdeen... -____- 


Utah: 


First Security Bank of Utah, National Asso- 


ciation, Ogden. 
Washington: 
Pacific National Bank, Seattle _ .- 


Seattle-First National Bank, Seattle.....___. 


Total, 1953, Jan. 1 to Apr. 15 inclusive 
banks). 


Consolidations, 


peu die Marcus Hook National Bank, Marcus 


1 TO APR. 15, INCLUSIVE 


Name of absorbed bank 


National Mohawk River Bank, Fonda.. 

Milford National Bank, Milford _. 

Port Washington- Manhasset National 
Bank, Port Washington 


First National Bank, New Concord. 
First National Bank, Senecaville 


Mansfield. 
ta- | Marine Savings Bank Co., Ashtabula_..- 


Hook. 
First National Bank, Dayton 





Farmers National Bank, Mercer_.-_-._.-- 
First National Bank, Perryopolis-- -- 
Ambridge National Bank, Ambridge--__- 


Columbia State Bank, Columbia. --.--_-_- 
Bear River State Bank, Tremonton-- 
First National Bank, Bellevue. __- 
Miners & Merchants Bank, Chelan. 
GP as ot 2. cSda Micdedin ckdiede sietlii Cuntahoe 


Comptroller of Currency Ray M. Gidney 


1953, APR. 16 


TO DEC, 31, INCLUSIVE 





Name of receiving bank 


Name of absorbed bank 


California 
American National Bank, San Bernardino...| American National Bank, Big Bear 
Lake. 
Connecticut: 2 
Hartford National Bank & Trust Co., Hart- | New London City National Bank, New 
ford, | London, 
ED. cadena asween wee National Bank of Commerce, New 
London. 
Georgia: 
irst National Bank, Columbus.. Merchants & Mechanics Bank, Colum- 
bus. 
Idaho: 


Idaho First National Bank, Boise. _..... 
Indiana: 

Merchants National Bank & Trust C 

Indianapolis. 

Merchants National Bank, Muncie 
Minnesota: 

First National Bank, Buhl.. 
New York: 


Franklin National Bank, Franklin Square_. 


Valley National Bank, Wallkill 


First Suffolk National Bank, Huntington ; 


‘ American National Bank of Idaho, 
Idaho Falls. 


0., | Indiana Trust Co., Indianapolis. --.-._- 
Muncie Banking Co., Muncie 

| Buhl State Bank, Buhl. . 

First National Bank, Bellmore 


First National Bank, Walden--. .- begies 
Northport Trust Co., Northport 


Lincoln Nationa) Bank & Trust Co., Syra-| Industrial Bank of Central New York, 


cuse. 


National Bank of Auburn, Auburn....._.. 


_ Syracuse. 
.-| Citizens Bank, Locke... 


Total re- 


sources of 


absorbed 
bank 


ae ots 
922, 268 
27, 504, 611 


1, 714, 427 
755, 025 
36, 988, 954 


3, 159, 713 


5, 661, 670 
799, 766 

2, 346, 820 
2, 098, 504 
11, 066, 790 
1, 353, 480 
978, 215 

4, 252, 981 


3, 845, 268 
5, 303, 430 


166, 409, 474 





mergers, and purchase and sale transactions approved by 


Total re- 


| sources of 


absorbed 
bank 


$1, 603, 917 


16, 368, 075 


18, 581, 234 
17, 100, 782 
26, 568, 653 


38, 438, 750 
5, 348, 219 
BLL, 445 

8, 432, 231 
3, 685, 932 
6, 838, 1878 
6, 168, 134 


736, 458 
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1953, APR. 16, TO DEC. 31, INCLUSIVE 


Name of receiving bank 


Ohio: 
First National Bank, Cincinnati__.--..-_..- 
First National Bank, Middletown_...---.--- 
am Citizens National Bank, Upper San- 
usk 
Central National Bank, Cambridge. -------- 


Pennsylvania: 

First National Bank of Delaware County, 
Media. 

Lebanon National Bank, Lebanon- ---.---_.-.- 

Philadelphia National Bank, Philadelphia_- 

Miners National Bank, Wilkes-Barre___.---- 

Peoples First National Bank & Trust Co., 
Pittsburgh. 

First National Bank, McKeesport_..----.--- 

Punxsutawney National Bank, Punxsutaw- 


ney. 

Wyoming National Bank, Wilkes-Barre_.... 

Pennsylvania National Bank & Trust Co., 
Pottsville. 

DuBois Deposits National Bank, DuBois-_. 

Warren National Bank, Warren_. 

First National Bank, cana Biol 


‘Texas National Bank, Houston 
Utah: 
First Security Bank of Utah, National As- 
sociation, Odgen. 
Washington: 
National Bank of Commerce, Seattle. ------- 
National B.nk of East Stanwood, East 
Stanwood. 
Seattle-First National Bank, Seattle__......-. 
National Bank of Washington, Tacoma-..--. 


Total, 1953, Apr. 16 to Dec. 31, inclusive 
(38 banks). 


Total, year 1953 (67 banks) 





Name of absorbed bank 


First National Bank, Lockland........-. 
Monroe National Bank, Monroe......-.- 
Nevada Deposit Bank, Nevada..--.-...-- 


Cumberland Savings Bank Co., Cum- 
berland. 
Equity Savings Association, Cleveland.. 


First National Bank, Hermiston. ..-.--..-. 
First Security Bank, Beaverton........- 


Swarthmore National Bank & Trust 
Co., Swarthmore. 

First National Bank, Shaefferstown_.---- 

First National Bank, Conshohocken. .-.- 

First National Bank, Dallas_.......---- 

Peoples National Bank, Washington... 


First National Bank, Smithton.-.......- 
First National Bank, Sykesville......... 


First National Bank, Plymouth... 
First N tional Bank, Ringtown 


First National Bank, Falls Creek. .-.... 
First National Bank, Warren. -_-.-...--- 
Roaring Spring Bank, Roaring Spring. -- 





Union Nationa] Bank, Houston......... 
Commercial National Bank, Smithfield. 
First National Bank, Kirkland........-- 
State Bank, Silvana................-..-- 


Spokane Valley State Bank, Millwood- 
Citizens State Bank, Buckley 


1954 





Alabama: First National Bank, Birmingham. 

Arizona: Valley Nationa] Bank, Phoenix-.--- 

Arkansas: Simmons National Bank, Pine 
Bluff. 

California: 

Crocker First National Bank, San Francisco. 

— California National Bank, San Fran- 
cisco. 

Citizens National Trust & Savings Bank, 
Riverside. ‘ 

ag & Merchants National Bank, Santa 

ruz 

Bank of California, National Association, 
San Francisco. 

Anglo California National Bank, San Fran- 


a ee a a ae aa 
Connecticut: 
ar National Bank & Trust Co., Hart- 
ort 
he tke 
District of Columbia: 
National Bank of Washington, Washington - 
Riggs National Bank, Washington-.-_.-.---- 


Idaho: 
First Security Bank of Idaho, National 
Association, Boise. 








First National Bank, Bessemer... ----- 
Buckeye Valley Bank, Buckeye___-.----- 
Bank of Sherrill, Sherrill. 3 


National Bank of San Mateo, San Mateo 

Mechanics & Merchants National Bank 
Vallejo. 

Desert Bank, Cathedral City.....-....- 


Peoples Savings Bank, Santa Cruz.--.-- 
Bank of Martinez, Martinez. _...-...--- 
Bank of Eureka, Eureka... --...---- 
First Savings Bank, Colusa_--.-._.-...-.-.-- 
Connecticut River Banking Co., Hart- 
mae Bank & Trust Co., Hartford... 
Hamilton National Bank, Washington 

Washington Loan & Trust Co., Wash- 

ington. 


Bruneau State Bank, Bruneau 


Total re- 

sources of 

absorbed 
bank 


$13, 591, 070 
1, 830, 082 
623, 412 


1, 343, 090 
18, 606, 707 


5, 276, 831 
7, 009, 075 


6, 190, 095 


1, 234, 509 
16, 181, 947 
4, 313, 477 
4, 655, 242 


3, 324, 950 
1, 430, 396 


11, 053, 237 
993, 879 


1,171, 485 

7, 864, 148 

2, 095, 834 

82, 312, 059 
1, 283, 118 

9, 052, 216 

657, 326 

3, 281, 649 

1, 413, 600 








357, 271, 451 


523, 680, 925 








$15, 695, 174 
2, 649, 737 
1, 242, 430 


14, 528, 393 
14, 365, 280 
8, 316, 962 
5, 434, 712 
8, 832, 250 
23, 635, 586 
8, 584, 038 
20, 668, 850 
19, 478, 039 
115, 540, 454 
55, 274, 150 


984, 492 


SS EES 


— 


SS a: | 


— = 
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Illinois: 
Central National Bank, Chicago. - . . 
Indiana: 
American Fletcher National Bank & Trust 
Co., Indianapolis. 


| Marine National Bank, Chicago--- 


Central National Bank & Trust Co., Attica_| 


Kansas: 
Merchants National Bank, Topeka-_.. 
Kentucky: 
= National Bank, Louisville... .-- 
0 


Matewan National Bank, Matewan, W. Va.) 


Owensboro National Bank, Owensboro. . 
Louisiana: 
Commercial National Bank, Shreveport. 


Maine: 
First Natiqnal Bank, Biddeford - 


Maryland: 
Fidelity-Baltimore National Bank & Trust 
Co., Baltimore 
Do 
Massaehusetts: 
Merrimack National Bank, Haverhill. 
First National Bank & Trust Co., Greenfield 


Third National Bank & Trust Co., Spring- 
field 
Michigan: 
National Bank of Jackson, Jackson 
Nebraska: 
Omaha National Bank, Omaha 
Nevada: 


First National Bank of Nevada, Reno ne 


New Jersey 
National State Bank, Elizabeth - - 

New York: 
Oneida Valley National Bank, Oneida 
Suffern National Bank & Trust Co., Suffern 
First Suffolk National Bank, Huntington 


Central National Bank, Canajoharie -. 


Franklin National Bank, Franklin Square 
National Bank of Westchester, White Plains 


Meadow Brook National Bank, Freeport 
National City Bank, Troy 


Do 
National Commercial Bank & Trust Co., 
Albany. 
Wilber National Bank, Oneonta 
Franklin National Bank, Franklin Square 


Do é 
Rye National Bank, Rye 
National Bank of Westchester, White Plains 


Meadow Brook National Bank, Freeport 
Do 
Fulton County National Bank & Trust Co., 
Gloversville. 
Ohio 
First National Bank, Powhatan Point 
Central National Bank, Cambridge 
First National Bank, Cincinnati 
Citizens National Bank, Flushing 
First National Bank, Germantown 


First-Knox National Bank, Mount Vernon 


First National Bank, Munsfield 
First National Bonk, Newark 


1954 


Total re- 
sources of 
absorhed 


| 

Name of absorbed bank 
bank 

"7 

| 


$11, 930, 206 
Fletcher Trust Co., Indianapolis | 156, 255, 867 


Newtown State Bank, Newtown.. 1, 285, 360 


Guaranty State Bank, Topeka 4, 505, 767 


First National Bank, St. Matthews. 8, S11, 546 

First National Bank, Buechel._. 1, 368, 025 

Merchants & Miners Bank, Freeburn-.- 358, 510 

Bank of Whitesville, Whitesville_.- 929, 795 

| Continental-American Bank & Trust | 37, £90, 408 
Co., Shreveport. | 

North Berwick National Bank, North | 1, 596, 180° 


Berwick. 


National Marine Bank, Baltimore_...- 18, 138, 113 





| Fidelity Trust Co., Baltimore... . 123, 946, 829 
| First National Bank, Merrimaek_____. 481, 810 
a National Bank, South Deer- 2, 365, 365 
eld. 
West Springfield Trust Co., West 12, 623, 224 
Springfield. 
Farmers State Bank, Grass Lake___.-- 2, 005, 996 
Live Stock National Bank, Omaha.... 75, 081, 605 
| 
Farmers Bank of Carson Valley, Inc.,. 4, 907, 820 
Minden. | 
Roselle Park Trust Co., Roselle Park...| 14, 812, 222 
! 
First National Bank, Sherrill. -.--._~--- 2, WS, WRI 
National Bank of Tuxedo, Tuxedo-__---} i, 532, 383 
First National Bank & Trust Ce., Ami- | 9, 638, 924 
tyville. 
First National Bank of Mid lleburg, 2, 960, 204 
Middleburg. . i 
First National Bank, Inwood _- seu] 13. 720, 301 
Tarrytown National Bank & Trust Co., | 7, HR4, R24 


Tarrytown. 

East Rockaway National Bank & Trust * 5, 036, 064 
Co., East Rockaway. 

Ticonderoga National Bank, Ticendero- 
ga. 

Citizens National Bank, Port Henry _- 

Plattsburg National Bank & Trust Co., 
Plattsburg. 

Schenevus National Bank, Schenevus__. 


4,185, 177 


$, 51, 92s 
), 624, 83) 


1, 077, 869 


| Nassau County National Bank, Rock- | 32, 592, 637 
| ville Centre. | 
| Great Neck Trust Co., Great NeeK....- | 16, 171, 861 
Rye Trust Co., Rye } 8, 420, 506 
Westchester Bank & Trust Co., New! sf), 114, 784 
Rochelle. j 
Bank of Hicksville, Hicksville 17, 665, BST 
Lawrence-Cedarhurst Bank, Lawrence 4, $31, S46 
Northville Bank, Northville ! 1, 815, 997 


First National Bank, Clarington | , 330, 100 
First National Bank, Byesville , 308, 192 
Atlas National Bank, Cinefunati AN, R43, 204 


Piedmont State Bank, Piedmont 644. 438 
| Farmers & Citizens Savings Bank Co., 1, 678, 871 
Germantown. 
Dan Struble & Son Bank, Frederick 2. §31, Toe 
town. 
Shiloh Savings Bank Co., Shiloh 1, 960, 770 


Union Licking Bank, Newark 11, 287, 384 
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Oregon 

First National Bank, Portland 
Do 
Do 
Do 
Do 

United States National Bank, Portland 
Do 

First National Bank, Portland 
Do 
Do 
lo 
Do 


Do 
Do 
Do 
Do 
Do. - 
United States National Bank, Portland 
Do___. 
First National Bank, Portland 
Pennsylvania: 


First National Bank of Middleburg, | 


Middleburg. 
First National Bank, Middleburg 
Cumberland County ‘National Bank & 
Trust Co., New Cumberland 
Do-. . 
First National Bank, Lewistown 


First National Bank, McKeesport 


Merchants National Bank, Quakertown 
First National Bank. Allentown 
Jim Thorpe National Bank, Jim Thorpe 
Union National Bank & Trust Co., Souder- 
ton 
Philadelphia National Bank, Philadelphia 
Do 


First National Bank, McKeesport 


Pennsylvania National Bank & Trust Co., 
Pottsville 

Peoples First National Bank & Trust Co., 
Pittsburgh 

Mellon National Bank & Trust Co., Pitts- 
burgh 

Do_. aiid 

Union National Bank, Mahanoy City--- 

Peoples First National Bank & Trust Co., 
Pittsburgh. 

DuBois Deposit National Bank, DuBois 

Mellon National Bank & Trust Co., Pitts- 


burgh. 
First National Bank, McKeesport 
Do 
Peoples First National Bank & Trust Co., 
Pittsburgh 


First National Bank, Lewistown 
Philadelphia National Bank, Philadelphia 


Peoples First National Bank & Trust Co., 
Pittsburgh 
Bridgeville National Bank, Bridgevilk 


Melion National Bank & Trust Co., Pitts- 
burgh 
Peoples First National Kank & Trust Co.. 
Pittsburgh 
Do ° 
Do. _. 
Rhode Island 
Industria] Nationa) Bank, Providence 
Tennessec 
Cleveland National Bank, Cleveland 


1954 


Name of absorbed bank 


First National Bank, Cottage Grove 

First National Bank, Eugene 

First National Bank, Forest Grove 

First National Bank, Lebanon 

First National Bank, Prineville 

Bank of Albany, Albany 

Commercial Bank of Oregon, Hillsboro... 

First Silverton Bank, Silverton 

First Scio Bank, Scio 

First Seaside Bank, Seaside 

First Sweet Home Bank, Sweet Home 

First Moreland-Sellwood Bank., Port- 
land 

First Corvallis Bank, Corvallis 

First Monrov Bank, Monroe 

First Carlton Bank, Carlton 

First Ontario Bank, Ontario. - 

First Yamhill Bank, Yarhill 

Oregon State Bank, Brookings 

Johnston Bros., Bankers, Dufur 

First State Bank, Waldport 


First National Bank, MeClure 


First Nationa] Bank, Beaver Springs 


| Camp Hill National Bank, Camp Hill 


West Shore National Bank, Lemoyne 
MecVeytown National Bank, McVey- 
town. 


First National Bank of Monongahela 


City, Monongahela. 
Sellersville National Bank, Sellersville 
Allentown National Bank, Allentown 
Citizens National Bank, Jim Thorpe 
Teliord National Bank, Telford 


First National Bank, Lansdale 
Montgomery National Bank, Norris- 
town 


First National Bank of Belle Vernon, | 


North Belle Vernon 
City National Bank, Pottsville 


First National Bank, McDonald 


Peoples National Bank & Trust Co., 
Monessen 

National Bank of Ford City, Ford City 

First National Bank, Girardvillk 

First National Bank, Canonsburg 


National Bank of Brookville, Brookville_! 


First National Bank, Beaver Falls 


First National Bank, Finleyville 
First Nationa! Bank, Roscoe 
First National Bunk, MckKees Rocks 


Milroy Banking Co., Milroy 

Chester-Cambridge Bank & Trust Co., 
Chester 

Washington Union Trust Co., Wash- 
ington 

McDonald Savings & Trust Co., Me- 
Donald 

The Rankin Bank, Rankin 


Peoples Bank, California 


Peoples Bank, Marianna 
Bank of Elizabeth, Elizabeth 


Industrial Trust Co., Providence 


Hiwasse Bank, Charleston 


Total re 

sources o 

absorbed 
bank 


$8, 653, 2 
66, 112, 2 


1, 116, 35 


4, 804 


3, 003, 
1 


, 075, 7 


12, 172, 


2, 953, 
59, 671, 


1, 624, 2 


3, 519, 


17, 315, 


11, 922 
5, 490 
2, 446, 


6, 50! 


4, 338, 
2, 457, 
6, 647, 


3, 825, 
5, 094, 
4,414, 
2, 450, 
6, 990, 


1, 009 


30, 38%, 2 


22, 045, 








{ 


94 
392 
oF - 


377 


RR4 


626 


193 


596 


5, 301 


OR6 
749 
549 


244 
94 


344 
61a 
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1954 
Total re- ; 
Name of receiving bank Name of absorbed bank sources of ‘ 
absorbed 
bank 
4 Texas: 
BY First National Bank in Dallas.__._......-..- Dallas National Bank, Dallas. ---......- $94, 409, 433 
se Republic National Bank, Dallas...........-- National City Bank, Dallas. 48, 539, 276 
Ws First National Bank, Deport__._.....-.-.--- Deport State Bank, Deport. be 621, 982 
4 ——_ National Bank, Marfa...._..........- Marfa State Bank, Marfa.........---..- 1, 840, 437 
. Virginia: 
5 o a Ss Citizens National Bank, Alexandria_| Citizens National Bank, Alexandria__-.-- 29, 271, 764 
6 ashington: 
24 Seattle-First National Bank, Seattle... _..__- First National Bank, Renton..._....--- 6, 335, 306 
: ya National Bank of Washington, | Grant County State Bank, Ephrata. --- 6, 482, 678 
ao eattle. 
87 BOS tan 2's See Ne ae Fe wate Othello State Bank, Othello_...........- 992, 947 
83 National Bank of Commerce, Seattle --______- Farmers State Bank, Newport_-_--__.--- 2, 907, 216 
% Fecmes National Bank of Washington, | Magnolia State Bank, Seattle........._. 2, 648, 747 
40 eattle. 
i) National Bank of Commerce, Seattle. --____- Citizens Bank of Blaine, Blaine---__--__- 1, 642, 758 
25 West Virginia: 
35 Citizens National Bank, Elkins..._........- Bank of Pickens, Pickens. ............-- 308, 948 
86 oe 
~ Total, Feuer WOO8 CiRD Cas oo ah Eine Sh MN he a Liseasese 2, 058, 262, 234 
83 oe 
1955 
5S 
5y Alabama: 
91 Merchants National Bank, Mobile..-......-- Loop National Bank, Mobile... ......-- $6, 616, 917 
, ate DUS s edbicagibe daa ip bi hetiiasqnsqaaed Prichard National Bank, Prichard..---.. 6, 114, 944 
5 ona: 
‘68 eu National Bank of Arizona, Phoenix....| White Mountain Bank, McNary-.....-.. 3, 293, 003 
fornia: 
90 Cue ota Trust & Savings Bank, | Fontana National Bank, Fontana_...... 5, 909, 963 
verside. 
194 OS ES Yucaips Valley National Bank, Yucaipa_ 3, 494, 461 
392 Security First National Bank, Los Angeles..| Citizens National Bank, Claremont--... 6, 028, 681 
a —_ alifornia National Bank, San Fran- | First National Bank, Yreka_............ 6, 049, 981 
77 cisco. 
Valley National Bank, Alhambra-.-.-....... Pacific National Bank. Long Beach-.---.- 8, 262, 925 
384 First National Bank, Dixon................- Northern Solano Savings Bank, Dixon... 2, 432, 645 
526i Anglo California National Bank, San Fran- | Bank of South San Francisco, South 12, 166, 473 
cisco. San Francisco. 
433 DO. .vsessacdvcntceschliiti esse, Suburban Bank, Fair Oaks. ...........- 4, 159, 689 
Bank of America, National Trust & Savings | Peoples Bank, Long Beach_...........-- 22, 394, 486 
193 Association, San Francisco. 
Bank of California, National Association, | Bank of Berkeley, Berkeley............- 16, 204, 922 
596, San Francisco. 
United States National Bank, San Diego....| Costa Mesa Bank, Costa Mesa.........- 7, 861, 795 
301 Connecticut: 
Connecticut National Bank, Bridgeport-_--... First National Bank, Westport... -..- 4, 489, 487 
DRE Hartford National Bank & Trust Co. Hart- | Central National Bank & Trust Co., 10, 136, 666 
749 ford. Middletown. 
549 WG. <4 tse wdtnldidetad. ds Hitse shea «--| Middletown National Bank, Middle 8, 700, 395 
town. 
a DO. ccscetsecacscthth il Ak Vase: Mentinte National Bank, Nor- 7, 454, 963 
WA. wich. 
New Haven Bank NBA, New Haven-.----.- Morris Plan Bank, New Haven..--..-.-... 2, 664, 858 
344 — National Bank & Trust Co., New | Milford Trust Co., Milford............. 14, 005, 936 
613 aven. 
187 Illinois: 
oe Chicago National Bank, Chicago--_..-...-..-- Liberty National Bank, Chicago._.....- 59, 049, 106 
824 iana: 
225 : First National Bank, Aurora.........-.--- .| Aurora State Bank, Aurora-.--........-- 1, 577, 145 
owa: 
457 . ae National Bank, Creston_..............| Kent State Savings Bank, Kent--......_. 81, 546 
entucky: 
485 =e National Bank & Trust Co., Louis- | United States Trust Co., Louisville. -_-.-_- 6, 514, 385 
ville. 
702 State National Bank, Maysville. ‘ ...| State Trust Co., Maysville. -._. = 129, 026 
= “4 National Bank & Trust Co., Louis- | Bank of Jeffersontown, Jeffersontow: 1, 656, 824 
224 ville. 
Louisiana: 
733 National Bank of Commerce, New Orleans... ee Bank & Trust Co., New 36, 785, 050 
40) rleans. 
us zoe National Bank, Shreveport-_........-- Bank of Vivian, Vivian ..__.......-- ae 3, 242, 761 
441 Maine: 
Northern National Bank, Presque Isle. - - .--. Frontier Trust Co., Fort Fairfield... -. 6, 035, 740 
791 Massachusetts: 
First Safe Deposit National Bank, New | Safe Deposit National Bank, New Bed- 15, 874, 324 
Bedford. ford. 
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Michigan: 
Manufacturers National Bank, Detroit_.__.-. 


Missouri: 
First National Bank, Kansas City_.......-- 
First National Bank, St. Louis__........._.- 
Nebraska: 
Minden Exchange National Bank, Minden- 
Nevada: 
First National Bank of Nevada, Reno-.-..-- 
New Jersey: 
First Camden National Bank & Trust Co., 
ween, 
First National Bank & Trust Co., Paterson. 
National State Bank, Newark 
Boardwalk National "Bank, Atlantic City 
National Newark & Essex Banking Co., 
Newark. 


New Mexico: 
First National Bank, Dalhart, Tex_-_____- 
New York: 
First Westchester National Bank, New 
Rochelle. 
First Suffolk National Bank, Huntington- - 


Meadow Brook National Bank, Freeport. __| 


Franklin National Bank, Franklin Square. 


National Bank of W estchester, White Plains. 


300. . . 5. skit) - dtd apse ved> evils «cu 
Meadow Brook National Bank, nae 30 
First aes i National Bank, Huntington. . 
Chautau ua National Bank, Jamestown. - 
Meadow Brook National Bank, Freeport -_- 
First-City National Bank, Binghamton --.-.. 
First Suffolk National Bank, Huntington 


County National Bank, Middletown.. --_--- 
First National Bank, Glens Falls...........- 


Manufacturers National Bank, Troy....-... 
First National City Bank, New York__.--.- 


Oneida National Bank & Trust Co., Utica-. 
National Commercial Bank & Trust Co., 





Farmers National Bank, Hudson.._--__...-- 
— Brook National Bank, Freeport 


0. 
Franklin National Bank, Franklin Square_ 
Meadow Brook, National Bank, Freeport... 


Ohio: 


First Suffolk National Bank, Huntington. --| 
Citizens First National Bank, Xenia._.___-- | 


—- National Bank & Trust Co., Steuben- 

ville. | 

First National Bank, Akron--. 

First National Bank & Trust Co., , Hamilton _| 

National City Bank, Marion----- 

Farmers Nationa) Bank & Trust Co. . Ash- | 
tabula. 


1955 


Name of absorbed bank 


Industrial National Bank-Detroit, 
Detroit. 

Rochester National Bank, Rochester... - 

Utica National Bank, Utica._........... 

Grosse Pointe Bank, Grosse Pointe... 


Inter-State National Bank, Kansas City. 
United Bank & Trust Co., St. I ouis. .- 


Heartwell State Pank, Heartwell.--_-.--- 
First National Bank, Lovelock. --......- 


by aa National Bank, Pennsau- 
en. 

Berlin National Bank, Berlin_- site 
First National Bank, Bloomingdale. --__- 
Lincoln National Bank, Newark 
Mainland National Bank, Pleasantville. 
Community Trust Co., Bloomfield- 


South Orange Trust Co., South Orange_| 
First National Bank, Nara Visa------._-- 
Port Chester National Bank, Port Ches- 


ter. 

Babylon National Bank & Trust Co., 
Babylon. 

Baldwin Nationa) Bank & Trust Co., 
Baldwin. 

Roslyn National Bank & Trust Co., 
Roslyn. 

First National Bank, Mineola.......--... 

First National Bank, Glen Cove... -__.--- 

West Chester County National Bank, 
Peekskill. 

Crestwood National Bank, Tuckahoe -- 

National City Bank, Long Beach-_-_-_..- 

First National Bank, Lindenhurst__-_- 

First National Bank, Islip.--..........-.- 

First National Bank, Falconer. ---.----- 

Central National Bank, Mineola-_-..--_-_- 

City National Bank, Binghamton 

South Bay National Bank, Center 
Moriches. } 

National Bank of Pine Bush, Pine Bush. 

Washington County National Bank, 
Granville. 

Hamilton County National Bank, Wells 

moe eee Bank of the City of New | 

ork. 
First National Bank, Old Farge........- 
Athens National Bank, Athens eae 


| 
| 
Merchants National Bank, Whitehall 
Peoples-First National Bank, Hoosick | 
Falls. 
Philmont National Bank, Philmont 
Peoples State Bank, Baldwin 
Bank of New Hyde Park i | 
Nassau County Trust Co., Mineola 
North Shore Bank & Trust Co., Oyster | 
Bay. | 
Bank of Northern Brookhaven, Port | 
Jefferson. | 
| 
Spring Valley National Bank, Spring | 
Valley. 
Peoples National Bank, Steubenville 


| National Bank of Hudson, Hudson 


Farmers National Bank, Seven Mile 


| Prospect-Citizens Bank, Prospect 


Orwell Banking Co., Orwell 


Total re- 

sources of 

absorbed 
bank 


$173, 760, 466 


11, 411, 691 
12, 006, 153 
36, 183, 259 


65, 783, 701 
64, 532, 979 


346, 621 
4, 344, 603 
6, 531, 689 


5, 256, 204 
21, 561, 109 
52, 736, 147 

8, 671, 416 

9, 481, 005 


9, 590, 52 
517, 785 
2, 046, 154 
12, 518, 053 
8, 939, 128 
14, 549, 085 


13, 078, 048 
5, 168, 719 
14, 030, 017 


3, 538, 485 
14, 323, 572 
8, 899, 654 
7, 116, 342 
9, 500, 204 
23, 705, 845 
28, 070, 053 


5, 400, 240 
2, 161, 623 
5, 473, 930 


1, 653, 663 
715, 375, 981 


2, 149, 330 
1, 240, 682 


3, 190, 908 
9, 340, 508 


1, 283, 760 
9, 167, 392 
11, 280, 964 
30, 837, 655 
7, 310, 457 


11, 789, 031 


1, 188, 453 
14, 708, 9OL 


5, 398, 867 
1, 201, 304 
2, 672, 329 
2, 473, 799 





21 


O85 


048 
719 
017 


4&5 
57 

654 
342 


845 
053 


240 
623 


663 
981 


330 


867 
304 
$29 
799 
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Ohio—Continued 
Lake County National Bank, Painesville... 
Pomeroy National Bank, Pomeroy..---_.-.- 
National Exchange Bank & Trust Co., 
wae 


Pemasienniet 
National Bank of Catasauqua, Catasauqua. 
Harrisburg National Bank, Harrisburg_-.-_-.-.-- 
Drovers & Mechanics National Bank, York. 
Philadelphia National Bank, Philadelphia. - 


Galea National Bank, Uniontown.- ---..-.- 


First National Bank, McKeesport.-_-........- 

Peoples First National Bank & Trust Co., 
Pittsburgh. 

Oil City National Bank, Oil City_.......... 

oa National Bank, Uniontown. -..._-- 

Fulton National Bank Lancaster bshseSiie «ditt 

Gallatin National Bank, Uniontown. ...... 

Pennsylvania National ‘Bank & Trust Co., : 
Pottsville. 

Fulton National Bank, Lancaster. .........- 


First National Bank, McKeesport -......-.- 
National Bank of Chambersburg, Champers- 


Dore. 
First National Bank, McKeesport-........-- 
Central-Penn National Bank, Philadelphia_. 


First National Bank, Greenville.........._.. 
South Carolina: 
First National Bank of South Carolina, 
Columbia. 
First National Bank, ee tte iba sad 
South Carolina National Bank, Charleston.- 
South Dakota: 
Tes i National Bank, Aberdeen............. 


Industr ial National Bank, Dallas...........- 
ta! 


First Security Bank of Utah, National 
Association, Ogden. 
First Security Bank of Utah, National 
Association, Ogden. 
Vermont: 
Windham National Bank, Bellows Falls-_... 
Virginia: 
SPirst National Bank of Martinsville and 
Henry County, Martinsville. 
First National Trust & Savings Bank, 
Lynchburg. 
Washington: 
Pacific National Bank, Seattle--..........-- i 
National Bank of Commerce, Seattle -------- 
Sette see National Bank, , Beattle oe od 
Dilisabiscku=s=56 


Total, year 1955 (126 banks) - - -- 


1955 
Name of absorbed bank 


Citizens Bank, Madison. -.-...........- 
Rathburn’s Bank, Rutland. 
Miners & Merchants Bank, Smithfield. 





Willamette Valley Bank, Salem......._- 
Mill City State Bank, Mill City 


Lehigh National Bank, Catasauqua _--- 

National Bank of Penbrook, Penbrook -- 

First National Bank, Windsor. -....._-... 

Citizens National Bank & Trust Co., 
Pottstown. 

Hatboro National Bank, Hatboro----_--_- 

National Bank & Trust Company of 
Connellsville, Connellsville. 

First National Bank, California......-.. 

First National Bank, Natrona... -_....-- 


Clarion County National Bank, Knox. - 
First National Bark, Point Marion_-..-. 
¥irst Netional Bank, Dawson_-_......--- 
Akron National Bank, P| a 
First National Bank, Jefferson. ......... 
First National Bank, Centralia........- 


East Petersburg State Bank, East 
Petersburg. 

State Bank of Dravosburg, Dravosburg. 

Fort Loudon State Bank, Fort Loudon. 





—- Deposit & Trust Co., Sharps- 

urg. 

Wyoming Bank & Trust Co., Phila- 
delphia. 

8. J. Gully Bank, Farrell............-- 


Carolina National Bank, Anderson... ---. 


Bank of Cameron, Cameron... _-- ‘ 
Port City Bank, North Charleston...._- 


First National Bank, Hecla.-..........-- 








Oak Lawn National Bank, Dallas_...... 
First National Bank, Moab............-. 
Bank of Southern Utah, Cedar City----- 


National Bank of Chester, Chester-.-.. 
Bank of Fieldale, Fieldale............... 


Lynchburg Trust & Savings Bank, 
Lynchburg. | 





University National Bank, Seattle... - 

First National Bank, Waitsburg.- ------ 

Harbor National Bank Aberdeen. 

©. E. Bingham & Company State 

Bank, Sedro Wooley. 

Leavenworth State Bank, Leavenworth. 

Cowlitz Valley Bank, Kelso 

Citizens Independent Bank, Longvi iew - 

Yakima Valley Bank, Sunnyside oh 

Dishman State Bank, Dishman. s 

Nooksack Valley State Bank, Everson | _ 135 
} 
| 


Total re- 

sources of 

absorbed 
bank 


$3, 871, 515 
335, 041 
1, 246, 280 
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12, 167, 434 
7, 582, 522 
13, 342, 667 


1, 107, 309 
3, 350, 390 


861, 678 
7, 680, 536 
6, 059, 530 
6, 963, 088 


649, 959 
3, 575, 373 
9, 769, 351 


30, 225, 436 
3, 283, 137 
5, 519, 713 
5, 158, 734 


3, 294, 904 
6, 596, 242 
§, 812, 861 
3, 868, O68 
4, 876, 489 
1, 157, 619 


2,015, 225, 452 
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Consolidations, mergers, and purchase and sale transactions approved by 
Comptroller of Currency Ray M. Gidney—Continued 


Name of receiving bank 


Alabama: 
First National Bank, Mobile 
Arizona 
First National Bank of Arizona, Phoenix. - 
California: 
Crocker-Anglo National Bank, San Fran- 
cisco. 
Central Valley National Bank, Oakland 
(formerly First National Bank, Oroville). 
Bank of California, National Association, 
San Francisco. 
Crocker-Anglo National Bank, San Fran- 
isco 


Do.. 
Security-F irst National Bank, Los Angeles. 


United States National Bank, 


San Diego-.-.-.-- 
Colorado: 
First National Bank, Montrose...........- 2. 
Connecticut: 
Hartford Bank & Trust Co., 
grmnet. 


National 


First aaonaiias Bank of Idaho, “National 
Association, Boise. 
Kansas: 
Home National Bank, Eureka 
Citizens National Bank, Eureka. ---. 
First National Bank, Ottawa 
Kentucky: 
Lanegta County National Bank, Stanford -_. 


Maine: 
Northern National Bank, Presque Isle - - - - 
Maryland: 
First National Bank, Baltimore 
First National Bank & Trust Co., Hay re de. 
Grace. 
Massachusetts: 
Andover and Merrimack National Bank, 
Haverhill. 
National Bank of Plymouth County, 
Brockton. 
Merchants National Bank, Boston. --- 
Michigan 
Hackley Union National Bank, Muskegon 
Community National Bank, Pontiac 
— Bank of Detroit, Detroit... 
aes 


Manufacturers National Bank, ‘Detroit_..-.-; 


New Hampshire: 
Concord National Bank, Concord... . - 
New Jersey: 
Monmouth County National Bank, Red 
Bank 


National Community Bank of Rutherford, 
Rutherford. 
First National Bank of South River, South 


River (formerly First National Bank, 
Jamesburg). 

Monmouth County National Bank, Red 
Bank. 

First National Bank of Somerset County, 
Bound Brook. 


Peoples National Bank of Laurel Springs, 
Laurel Springs. 

First National Bank, Freehold -. 

National Newark & Essex Banking Co., 
Newark. 
National State Bank, 

Do... 
National State Bank, Elizabeth -. 


Newark 








Boardwalk National Bank, Atlantic City-_-_| 


National 
Newark. 
First National Bank & Trust Co., 


Newark & Essex Banking Co., 


Paterson. 


1956 





| Total re- 


Name of absorbed bank sources of 
absorbed 
| bank 
Citizens Bank, Mobile..-............-- $1, $23, 396 
Miners & Merchants Bank, Bisbee... .- 13, 743, 23 
Anglo California National Bank, San 926, 720, 926 
Francisco. 
Central Valley National Bank, Oakland 36, 856, 208 
First National Bank, San Leandro. - - ied i3, 549, 118 
First National Bank, Scotia. - -. | 9, 409, 163 
First National Bank, Madera 9, 346, 809 
Salinas National Bank, Salinas 19, 020, 012 
Farmers & Merchants National Bank, 344, 124 5 
Los Angeles. 
Pasadena-First National Bank, Pasa- 22, 440, 753 
dena. 
First National Bank, Olathe_........... | 1, 474. 029 
Windsor Trust Co., Windsor_........-.. 6, 963, 1455 
First National Bank, Cottonwood --.... 5, 039, 032 
Bank of Orofino, Orofino. -__.........-.-. 4, 517, 203 
First Bank of Culdesac, Culdesac.. -..... 1, 428, 657 
Neal State Bank, Neal. ...........--.-.-- 425, 256 
Virgil State Bank, Virygil.............-- 371, 105 
State Bank of Ottawa, Ottawa-_-.....-.-- 1, 936, 535 
Stanford State Bank, Stanford..-_._..-.- 1, 476, 230 
Crab Orchard Banking Co., Crab 636 440 
Orchard. 
First National Bank, Fort Kent. -~...._- 3, 332, Si 
Western National Bank, Baltimore... --- 24, 362, Y&3 
Havre de Grace Banking & ‘I'rust Co., | 2,414, 872 
Havre de Grace. 
Merrimack National Bank, Haverhill .. 10, 351, 421 
Hingham Trust Co., Hingham 4, 332, 368 
Day Trust Co., Boston...-. 24, 218, 113 
Montague State Bank, Montarue 2, 961, 938 
|} Oakland County State Bank, Milford. 6, 883, 263 
| Farmington State Bank, Farmington... 13, 363, 710 
| Peoples State Bank, Bellevitle--.- 7, 630, 721 
Depositors State Bank, Northville..-... 7, 242, 321 
National State Capital Bank, Concord-- 9, 317, 262 
Keyport Banking Co., Keyport 8, 310, 688 
First National Bank, Garfield_......-.. 19, 927, 219 
First National Bank, South River...-- 22, 473, 886 
First National Bank, Englishtown ‘ | 2, 477, 760 
| Second National Bank, Somerville. 11, 022, 62 
National Bank of Clementon, Clemen- 2, 930, 542 
| ton, 
| Central National Bank, Freehold-..- | 6, ¥A7, S86 
First National Bank, Cedar Grove 10, 384, 27 
First National Bank, Miiburn_. | 16, 133, 421 
Irvington Trust Co., Irvington | 14, 580, 790 
First National Bank, Springfield 7, Lod, Sd 
First National Bank, Mays Landing 3, 243, 521 
Franklin Washinyton Trust > 33, 250, O79 
Newark 


Linares & Rescigno Bank, Paterson 


5. O10, 276 
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Consolidations, mergers, and purchase and sale transactions approved by 
Comptroller of Currency Ray M. Gidney—Continued 


Name of receiving bank 





New York: 
County National Bank, Middletown 
Citizens National Bank, Wellsville 
Rockland National Bank, Suffern 


County National Bank, Middletown... ..- 
National Commerical Bank & Trust Co., 
Albany. 


Do 
Oneida National Bank & Trust Co., Utica... 


Rockland National Bank, Suffern........... 
Citizens National Bank, Wellsville. ; 
National Commercial Bank & Trust Co. o. 
Albany. 
First National Bank, Jamestown 
North Carolina: 
Planters National Bank & Trust Co., 
Rocky Mount. 
Obio: 


First National Bank, Akron 


Do. 
Liverty ‘National Bank of Fremont, Fre- 
mont. 
National City Bank, Marion_............... 
Citizens National Bank, Chillicothe __.....- 
First Nationa Bank, M iamisburg........... 
Oregon: 
United States National Bank, Portland - -.- 


Pennsylvania: 

Columbia County Farmers National Bank, 
Orangeville. 

Catawissa-Valley National Bank, Catawissa 

First National Bank, Bedford ens 

Union National Bank & Trust ‘Co., 
Souderton. 

Western Pennsylvania National Bank, 
McKeesport 

Lebanon Valley National Bank, Lebanon. -- 

Pennsylvania National Bank and Trust Co., 
Pottsville. 

Union National Mount Joy Bank, Mount 


oy. 

Gallatin National Bank, Uniontown... ..--- 

Oil City National Pank, Oil City........... 

Western Pennsylvania National Bank, 
Mckeesport. 

Lebanon Valley National Bank, Lebanon--. 

First National Bank & Trust Co., Scranton. - 


Philadelphia National Bank, Philadelphia 


First National Bank, Mount Carmel.-.-- 


Oil City National Bank, Oil City -_- 
First National Bank, Danville | 
Western Pennsylvania National Bank 
McKeesport. | 
South Carolina: | 
First National Bank of South Carolina, | 
Columbia. 
Citizens & Southern National Bank of 
South Carolina, Charleston. 
Tennessee: | 
Hamilton National Bank, Knoxville 
Texas: 
First City National Bank, Houston. .. | 
Corpus Christi State National Bank, 
Corpus Christi. | 
Utah: 
First Security Bank of Utah, National 
Association, i | 


Vermont: } 
Howard National Bank & Trust Co., | 
Burlington. 


1956 


Cornwail National Bank, Cornwgll__---.- 

Andover National Bank, Andover... _.. 

First National Bank & Trust Co., Pearl 
River. 

First National Bank, Port Jervis. _.....- 

Second National Bank, Cooperstown. .- 


First National Bank, Cobleskill__.___._- 

West Winfield National Bank, West 
Winfield. 

Ramapo Trust Co., Spring Valley 

University Bank, Alfred_ 

State Bank of Ellenburg, Ellenburg 


State Bank of Mayville 


Roanoke Bank & Trust Co., Roanoke 
Rapids. 








Macedonia-Northfield Banking Co., 
Northfield 
Clinton Savings Bank Co., Clinton-_..- 
Liberty Banking Co., Fremont......... 
Caledonia Banking Co., Caledonia_-._.. 
Merchants & Farmers Bank, Frankfort 
Citizens Bank, Farmersville_..........- 
Coos Bay National Bank of Marshfield, 
Coos Bay. 


Columbia County National Bank, | 
Benton. 

Valley National Bank, Numidia-. 

First National Bank, Schellsburg 

First National Bank, Green Lane 


First National Bank, Braddock. .-_.-_-~_-- 


Annville National Bank, Annville--_.-- 
First National Bank ,Cressoma.......-. 


Maytown National Bank, Maytown...- 


Nationa] Deposit Bank, Brownsville-.-- 

Peoples National Brank, Clintony ille_-- 

Farmers & Merchants sank, Sharps- 
burg. 

Palmyra Bank & Trust Co., Palmyra_.- 

Seranton Lackawanna Trust Co., 
Scranton. 

Delaware Valley Bank & Trust Co., 
Bristol. 

Dime Deposit Bank & Trust Co., Kulp- 
mont. 

Citizens Banking Co., Oil City 


| Montour County Trust Co., Danville 


Washington Trust Co., Pittsburgh 


| 
Carolina Savings Bank, Charleston... 
Growers Bank & Trust Co., Inman.... | 


Commercial National Bank, Knoxville 
First National Bank, Houston 
State National Bank, Corpus Christi - - 


Commercial Bank of Utah, Spanish | 
Fork. 


| Uintah State | Ee | 


Enosburg Falls Savings Bank>& Trust | 
o., Enosburg Falls. ' 


Total re- 

sources of 

absorbed 
bank 


7, 290, 324 
2, 698, 808 


9, 681, 992 
1, 450, 756 
3, 009, 923 
5, 806, 664 


5, 258, 393 


2, 910, 557 


1, 657, 472 
3, 076, 805 
2, 107, 238 

786, 548 
1, 496, 030 


10, 898, 944 


2, 194, 687 
1, 138, 313 
1, 593, 590 
1, 724, 744 
11, 622, 751 


6, 193, 651 
2, 038, 119 


1, 128, 76 
12, 546, 482 
1, 688, 020 
4, 979, 310 


6, 149, 704 
2, 054, 831 


28, 837, 813 
2, 691, 94 
5, 659, 952 
1, 341, 580 
39, 028, 367 
13, 109, 393 
1, 353, 996 


21, 753, 942 
279, 143, 468 
33, 438, 586 
19, 549, 808 
5, 556, 277 


1, 884, 498 


ery = a igor ge eee 
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Consolidations, mergers, and purchase and sale transactions approved by 
Comptroller of Currency Ray M. Gidney—Continued 











1956 
waeadaina ; aaah 
‘ | Total re- 
Name of receiving bank Name of absorbed bank | sources of 
| absorbed 
bank 
Virginia: 
Augusta National Bank, Staunton ---.--.._.-. Staunton National Bank, Staunton. ..-.- } $2, 843, 805 
Peoples National Bank & Trust Co., Lynch- | Depositors Bank, Lynchburg.-..._...... 1, 923, 637 
burg i 
Central National Bank, Richmond..-......-- Mechanics & Merchants Bank, Rich- | 14, 004, 622 
| mond. 
Washington: 
Nationa) Bank of Washington, Tacoma- -.-_- West Side National Bank, Yakima_ -.-- 18, 585, 111 
National Bank of Commerce, Seattle -_..-.__-. West Seattle National Bank, Seattle--.-.; 4, 556, 924 
BD 6k te ALS ee a eae stn see eahl First National Bank, Mount Vernon....| 7, 864, 766 
Seattle-First National Bank, Seattle.........| National Bank of East Stanwood, East | 3, 833, 804 
Stanwood. 
a Bank of Washington, Tacoma. -...| Naches State oot siaenes ahold eemadl | 1, 767, 381 
cca one acl l Selah State Bank, Selah................. 3, 646, 427 
a National Bank of Washington, | Vashon State Bank, Vashon---.-.....---. 1, 121, 434 
Seattle. 
First National Bank, Everett. -............- Marysville State Bank, Marysville - - - _ 3, 430, 349 
National Bank of Commerce, Seattle.......- State Bank of Clarkston, Clarkston a 5, 750, 953 
Oe re eae 2 aaa aie aes rereeaatinial ae Valley State Bank, Sedro Wool- | 2, 795, 771 
ey. 
Seattle-First National Bank, Seattle... ....-- Washington State Bank, Snoqualmie - --| 17, 076, 130 
Total, year 1956 (105 RAS) arneetnonennctecfrmestnn = Tah Fn I ern sewen | 2, 380, 816, 965 


Consolidations, mergers, and purchase and sale transactions approved by the 
State banking departments 











1950 
| | Total ro- 
Name of receiving bank | Name of absorbed bank sources cf 
| absorbed 
bank 
California: | 
American Trust Co., San Francisco--.....-- Bank of Woodland, National Associa- | $6, 683, 143 
tion, Woodland. | 
California Bank, Los Angeles...............- | Whittier National Trust & Savings 16, 450, 633 
Bank, Whittier. 
American Trust Co., San Francisco. -..---.-. Yolo County Savings Bank, Woodland... 8, 606, 000 
ao Valley Bank of California, Rich- | Novato Bank, Novato..........-...-.-- 2, 914, 000 
mond. | 
Huntington Park Bank, Huntington Park..| Burbank State Bank, Burbank---._..-.- 5, $30, 000 
Connecticut: 
Colonial Trust Co., Waterbury-...........-.-- | Thomaston National Bank, Thomaston. ' 1, 809, 208 
Phoenix State Bank & Trust Co., Hartford..| Park Street Trust Co., Hartford... -.-.-.- 10, 419, 000 
Riverside Trust Co., Hartford_._.......-..--- Portland Trust Co., Portland... .....-.--| 2, 591, 000 
Stamford Trust Co., Stamford.............-- | Home Bank & Trust Co., Darien......- 7, 740, 000 
Georgia: 
Citizens & Southern Bank, Atlanta_-_---.--- |} American Savings Bank, Atlanta --- 4, 419, 000 
Savannah Bank & Trust Co., Savannah_....| Citizens Bank & Trust Co., Savannah. 5, 457, 000 
Georgia Railroad Bank & Trust Co., Au- | The Farmers Bank, Blythe...-..-.... acl 557, 000 
gusta. 
ilinois: } 
Hinckley State Bank, Hinckley. -....-.....-..- | First National Bank, Hinckley-_-.......- 1, 241, 958 
Kentucky: | 
Farmers State Bank, Warsaw -.----------- Union Bank, Glencoe. ------ : 2s 218, 000 
Maine: | ’ | 
Casco Bank & Trust Co., Portland.......-. Rumford National Bank, Rumford..... | 5, §23, 213 
Maryland: | 
The Chestertown Bank of Maryland, Ches- | The Church Hill Bank of Maryland, 613, 000 
tertown. | Church Hill. 
Michigan: 
Maynard-allen State Bank, Portland. ----_- The * gee alaeas State Bank, West- | 318, 000 
phalia. j 
Industrial State Bank, Kalamazoo...........| The State Bank of Augusta, Augusta. ._| 1, 426, 000 
Traverse City State Bank, Traverse City--- 7 State Bank of Suttons Bay, Suttons 948, 000 
| Bay. 
Minnesota: | 
Bank of Commerce & Saving, Duluth ._-.-.-- Northwestern State Bank, Duluth_.--_.- 2, 741, 000 
Cambridge State Bank, Cambridge..........| State Bank of Harris, Harris. -.-_..-- 543, 000 
State Bank of Virginia, Virginia..........-.- American Exchange National Bank, 4, 006, 419 


i Virginia. | 
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Consolidations, mergers, and purchase and sale transactions approved by the 
State banking departments—Continued 











1950 
Total re- 
Name of receiving bank Name of absorbed bank sources of 
absorbed 
bank 
ort: 
- ae ts & Planters Bank, Hazlehurst....| Georgetown Bank, Georgetown .__...... $577, 000 
Missouri: 
os Bank of Knob Noster, Knob Noster........- Peoples State Bank, Knob Noster-...... 529, 000 
ontana: 
2 = Citizens State Bank, Scobey_..........- Daniels County State Bank, Flaxville... 1, 615, 000 
ew Jersey 
The Toledo Conp., East Oem Sivséci nnsssin Ampere Bank & Trust Co., East Orange. 9, 138, 000 
af Yudsy Union t Co., Newark !......... The Toledo Corp., East Orange.........}...-.......-.- 
ew York: 
The County Trust Co., White Plains....... The Citizens Bank, White Plains___.__- 18, 399, 000 
Security Trust Co., Rochester..............- State Bank of Churchville, Churchville. 2, 545, 000 
Bankers Trust Co., New York............-- — — & Trust Co., New 69, 278, 000 
ork, 
BE. coctascnnes dittmndlees). alunite Aicmesss Lawyers Trust Co., New York.......... 83, 274, 000 
Manufacturers Trust Co., New York-.-.----- Brooklyn Trust Co., New York.._.....- 244, 070, 000 
North Carolina: 
The Scottish Bank, Lumberton...........-- The Bank of China Grove, China Grove. 2, 976, 000 
. Guaranty Bank & Trust Co., Greenville....| The Bank of Aurora, Aurora...........- 1, 408, 000 
Ohio: 
‘ The Kenton Savings Bank, Kenton...--.---- The Ridgeway Banking Co., Ridgeway. 781, 000 
regon: 
Douglas County State Bank, Roseburg_--.--- — & Company Bank, Oak- 2, 752, 000 
Pennsylvania: , 
Colonia) Trust Co., Pittsburgh........-.-... Keystone National Bank, Pittsburgh... 14, 697, 826 
Peoples City Bank, McKeesport... --.--...-- Citizens National Bank, Bentleyville. .. 2, 263, 046 
Rhode Island: “ f 
Industrial Trust Co., Providence... --....-..-- Newport Trust Co., Newport---.--..---- 5, 478, 000 
Pete), you! THUG Ge DERES) « <oca- ccc cec scene wdisisdliencess ctcccecedecvesseccccccncees 552, 435, 446 
1951 
California: 7 
Central Valley Bank of California, Rich- | First National Bank, Parlier- --.----..-- $2, 703, 252 
mond. 
BD ooo eric Cera as ear Bank of Manteca, Manteca. -..--.-------- 2, 699, 000 
Connecticut: . : a 
Colonial Trust Co., Waterbury..............| Watertown Trust Co., Watertown. ...-- 3, 742, 000 
D 4 
“Security Trast Co., Wilmington.........22-- Central National Bank, Wilmington....| 14, 880, 077 
Georgia: 
ane of Rockdale, Conyers..............---- Bank of Conyers, Conyers--...........- 805, 000 
: “Continental State Bank, Boise.............- First State Bank, Richfield. ............ 682, 000 
ndiana: 
Security Bank & Trust Co., Vincennes _----- The Oaktown Bank, Oaktown---_-_--.-.-.- 1, 487, 000 
Cision County Bank & Trust Co., Frank- | The Farmers’ State Bank, Scircleville.. 1, 810, 000 
fort. 
Kansas: 
Trego-Wakeeney State Bank, Wakeeney....| The Wakeeney State Bank, Wakeeney-- 1, 964, 000 
The Saline Valley Bank, Lincoln............ The Lincoln State Bank, Lincoln....... 5 
¥ Farmers & Merchants State Bank, Colby...) Menlo State Bank, Menlo. _..........-- 732, 000 
entucky: 
Casey County Bank, Liberty --...-.........- Peoples Bank, Dunnville __.-..........- 466, 000 
Peoples Exchange Bank, Beattyville........ | Lee County Commercial Bank, Beatty- 738, 000 
ville. 
Maryland: 
Birnie Trust Co., Taneytown..............- Carroll County Savings Bank, Union- 933, 000 
town. 
Westminster Trust Co., Westminster_....._.| Union Mills Savings Bank of Carroll 909, 000 
Y County, Union Mills. 
Suburban Trust Co., Hyattsville...........- Suburban National Bank, Silver Spring. 31, 527, 600 
Kent County Saving Bank, Chestertown-....| First National Bank, Chestertown------ 2, 121, 600 
Massachusetts: 4 
Sogieehea, Sate Deposit & Trust Co,, | Monson National Bank, Monson. -.....- 1, 189, 634 
Springfield. 
uM — County Trust Co., Brookline. ...-.-- Braintree National Bank, Braintree_...- 5, 477, 622 
ichigan: 
Union Bank of Michigan, Grand Rapids... Rockford State Bank, Reekergs.--7---| 1, 929, 000 
J eerois Trades Oo... DGSFOIL......2-0---c0-cu-- Bankers-E quitable Trust Co., Detroit - 4, 303, 000 
City. Bank, UdieGbislwec. ) niscds Jssus ccc. Peoples State Bank, Hazel Park........ 8, 368, 000 


1 Simultaneous transactions. 





596 


FINANCIAL INSTITUTIONS ACT OF 1957 





Consolidations, mergers, and purchase and sale transactions approved by the 
State banking departments—Continued 


Name of receiving bank 


Missouri: 
Bank of Perryville, Perryville. 
Mercantile Trust Co., St. Louis.__......----| 
Exchange Bank of Kahoka, Kahoka.--_--- ; 
Commerce Trust Co., Kansas City.......---| 


New Jersey: 
Fidelity Union Trust Co., Newark_-__..-..-- 
Bank of Nutley, Nutley_-......_.......-.--- 
County Trost Co., Tene@y.............-.... 
Montclair Trust Co., Montclair. --.....-.--- 
County Bank & Trust Co., Paterson__...--- 

New York: | 
Bankers Trust Co., New York_--....-.----.- 
North Fork Bank & Trust Co., Mattituck. - 
Chemical Bank & Trust Co., New York-.-. 


Marine Trust Co., Buffalo. _.............--- 





Bankers Trust Co., New York....-....----- | 


Marine Trust Company of Western New | 
York, Buffalo. | 


Lincoln Rochester Trust Co., Rochester-.-.- - 


Auburn Trust Co., Auburn... ..- ieeeasae 
North Dakota: 
First State Bank, Wiltom.........-cc0cescens= 
Oklahoma: 
Bank of Hydro, Hydro................-- bia 
Pennsy] vania: 
Peoples Union Bank, McKeesport : 
Girard Trust Corn Exchange Bank, Phila- 
delphia. 
Pennsylvania Company for Banking and 
Trusts, Philadelphia. 
Colonial Trust Co., Pittsburgh 
Rhode Island: 
Rhode Island Hospital Trust Co., Provi- 
dence. ; 
Tennessee: 
u Bank of Huntingdon, Huntingdon-.-........ 
Jtah: 


Commercial Bank of Utah, Spanish Fork-. 
Vermont: 

Killington Bank & Trust Co., Rutland__..--. 
Virginia: 

The Bank of Floyd, Floyd... -..--- ibbbnsas’ 


Total, year 1951 (54 bamks).._...........-.. 


2 Not available. 


Arkansas: 
Horatio State Bank, Horatio. .............-- 
California: 
California Bank, Los Angeles_._.__--_- 
Security Trust & Savings Bank, San Diego_- 


j 
Dover. : 


Delaware: 
Farmers Bank of the State of Delaware, 
Wilmington Trust Co., Wilmington. 
Security Trust Co., Wilmington__..___- oe 
Illinois: 
Rushville State Bank, Rushville......-..-- 
Indiana: 


Elston Bank & Trust Co., Crawfordsville. -- 


1951 


Name of absorbed bank 


Mississippi Valley Trust Co., St. Louis-- 

Bank of Revere, Revere 

Stock Yards National Bank, Kansas 
City. 


First National Bank, Belleville....__-.- 
First National Bank, Nutley_...._....-- | 
Dumont National Bank, Dumont.--... 

Verona Trust Co., Verona..__...-.....-- 
Peopels Bank & Trust Co., Passaic... -- 


Brazeau Bank, Brazeau............-...- 


Flushing National Bank, New York... 

First National Bank, Cutchogue_---__--.- 

National Safety Bank & Trust Co., 
New York. 

Niagara County National Bank & Trust 
Co., Lockport. 

Commercial National Bank & Trust 
Co., New York. 

Power City Trust Co., Niagara Falls... 


| Marine Midland Trust Co., Albion. _.-- 


Medina Trust Co., Medina.__.........- 
State Trust Co., North Tonawanda.._-_- 
First Trust Co., Tonawanda 
Bank of Hammondsport, Hammonds- 


port. 
Wm. H. Seward & Co., Auburn 
First National Bank, Wilton.....--....-- 
First National Bank, Hydro--..-.-.-.-.-.-- 
Union Nationa] Bank, McKeesport. - - -- 
Corn Exchange National Bank & Trust 


Co., Philadelphia. 
Northeast National Bank, Philadelphia 


Bank of Ohio Valley, Pittsburgh 


Rhode Island Hospital Nationa] Bank, 
Providence. 





Total re- 

sources of 

absorbed 
bank 


14, 031, 006 
1, 500, 500 
107, 179, 900 
18, 953, 700 
207, 764, 000 
82, 862, 000 
6, 808, 000 
6, 320, 000 
14, 815, 000 
20, 569, 000 
1, 829, 000 
¢?) 
1, 115, 709 
1, 124, 751 


9, 582, 394 
299, 199, 300 


20, 105, 100 
3, 308, 000 
159, 172, 792 


Home Bank, Bruceton--.........- «sich 2, 032, 000 
Roosevelt State Bank, Roosevelt__.._.-. 2, 423, 000 
Killington National Bank, Rutland __.-.| 5, 571, 700 
Peoples Bank of Floyd County, Floyd-- 1, 642, 000 
ee Se ee a ee on |" 1, 393, 302, 452 
1952 

Bank of Dierks, Dierks- $527, 000 


| Citizens National Bank, Bellflower- 
V yw y Commercial & Savings Bank, ‘El 
Cajon. 


Fruit Growers National Bank & Trust 
Co., Smyrna. | 
Farmers’ Trust Co., Newark___._.._-.-- | 
Equitable Trust Co., Wilmington._--. | 
Camden State Bank, Camden.........- 


Citizens National Bank, Crawfordsville. 


5, 931, 563 
6, 088, 000 
1, 757, 178 


7, 129, 000 
54, 630, 000 


612, 000 
3, 106, 376 
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Consolidations, mergers, and purchase and sale transactions approved by the 
State banking departments—Continued 


Name of receiving bank 


M 


ary 
Tne Fidelity Trust Co., Baltimore 
Seat Pleasant Bank, Seat Pleasant 
Reisterstown- Glyndon Bank, Reisterstown_- 
Massachusetts: 
Harvard Trust Co., Cambridge 
Michigan: 
Genesee County Savings Bank, Flint 
American State Bank, Lansing 
Missouri: 
Trenton Trust Co., Trenton 
New Jersey: 
Suburban Trust Co., Westfield... .......--- 
Camden Trust Co., Camden..__...-- 
New York: 
Union Trust Co., Rochester. ..............-- 


Security Trust Co., Rochester 


The County Trust Co., White Plains. --.-.- 
Security Trust Co., Rochester___.__........- 
Marine Trust Company of Western N. Y., 

Buffalo. 
New Rochelle Trust Co., New Rochelle.._.- 
Security Trust Co., Rochester 

North Carolina: 

oe — Scottish Bank, Lumberton 
The Fifth Third Union Trust Co., Cincin- 

nati. 
The Farmers Savings & Trust Co., Mans- 
fletd 

Oregon: 

Commercial Bank of Oregon, Hillsboro 


Pennsylvania; 
Beaver Trust Co., Benver.....--<n0.<--ces<0~ 
Warren Bank & Trust Co., Warren 
Fidelity Trust Co., Pittsburgh 
Montgomery Trust Co., Norristown -.....-- 


pety- Philadelphia Trust Co., Philadel- 
phi 


Broad Street Trust Co., Philadelphia-.--_- -| 


Rhode Island: 
Rhode Island Hospital Trust Co., Provi- 


dence. 
Texas: 
Seagoville State Bank, Seagoville 
Washington: 
Grant County State Bank, Ephrata 





Total, year 1952 (40 banks) _..............- 





Connecticut: 
Hartford-Connecticut Trust Co., Hartford - - 


Towa: 
Bankers Trust Co., Des Moines............- 
Kansas: 
The State Bank, Pretty Prairie. ............ 
Citizens State Bank, Hiawatha_...........-. 
The Kaw Valley Citizens State Bank, 
Topeka. 


| Citizens State Bank, 


1952 
Total re- 
Name of absorbed bank sources of 
absorbed 
bank 
Calvert Bank, Baltimore_..__........... $29, 773, 000 
Bank of Bowie, Bowie_.............._-- , 386, 000 
The Glyndon Bank, Glyndon..______.-- 2, 571, 000 
Concord National Bank, Concord_.-.--..- 6, 473, 544 
Bank of Swartz Creek, Swartz Creek_._- 1, 573, 000 
Holt State Bank, Holt_.........-......- , 944, 000 
Osgood Banking Co., Osgood... ........- 481, 000 
Cranford Trust Co., Cranford_.........- 9, 760, 000 
Citizens National Bank, Collingswood -- 9, 340, 706 
Merchants & Farmers National Bank, 3, 476, 351 
Dansville. 
Genesee River National Bank, Mount 4, 987, 015 
Morris. 
Mount Vernon Trust Co., Mount Ver- 26, 061, 000 
non. 
Rushville State Bank, Rushville_-_--_--- 2, 210, 000 
Bank of Hamburgh, Hamburg. .-.-..-.- 9, 166, 000 
Huguenot Trust Co., New Rochelle-.-_- 8, 345, 000 
Hiram Maxfield State Bank, Naples. - -- 1, 961, 000 
First National Bank, Salisbury. -....... 4, 626, 005 
The Cincinnati Bank & Trust Co., Cin- 7, 882, 000 
cinnati. 
The Farmers Bank, Bellville...........- 3, 958, 000 
Commercial National Bank, Hillsboro--. 12, 954, 171 
— Bank of Oregon, West 3, 471, 000 
Commereta Bank of Newberg, New- 4, 038, 000 
rg 
Commercial Bank of Tillamook, Tilla- 7, 153, 000 
mook. 
Midland Bank, Midland-_-............-- 3, 063, 000 
Sugar Grove Savings Bank, Sugar Grove. 1, 053, 000 
Union Trust Co., Butler..............-- 16, 395, 000 
North Wales National Bank, North 5, 124, 716 
Wales. 
National Bank of Olney, Philadelphia... 10, 349, 138 


North Broad National Bank, Philadel- 9, 321, 594 


phia. 
Woonsocket Trust Co., Woonsocket ---- 13, 192, 000 
Citizens National Bank, Crandall_-.....- 522, 775 
Warden State Bank, Warden..........- 75, 000 
ev benedehwnebsbodmeddcdustabesuliénaeetaaly 302, 468, 222 
1953 
Windham County National Bank, $8, 620, 119 
Danielson. 
Des Moines Bank & Trust Co., Des 7, 841, 000 


Moines. 


First National Bank, Pretty Prairie__..-; 
Farmers State Bank, Mercier. -. 
Topeka... 


577, 336 
271, 000 
2, 121, 000 
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Maine: 


M 


Rangeley Trust Co., Rangeley. --..---...---- 
aryland: 


"Mercantile-Safe Deposit & Trust Co., Balti- 
more. 


Michigan: 


State Savings Bank, Scottville_..........-- 


Minnesota: 


Heron Lake State Bank, Heron Lake--..-.~-- 
Citizens State Bank, Roseau----------- sian 


Mississip 


ppi: 
First State Bank, Holly Springs....-....-..-- 
Grenada Bank, GramOtebiss: )--0.2-ku0s sda 


New York: 


Nor 


Ohio: 


Oklahoma: 


State Bank of Albany, Albany-_.-.--.....---- 

Marine ean Trust Co. of Central New 
York, Syracuse. 

Bankers rust Co., New York____--.....--- 

Northern New York Trust Co., Watertown. 


County Trust Co., White Plains. _--.....-- 
Westchester Bank & Trust Co., New 
Rochelle. 
Long Island Trust Co., Garden City-------- 
Northern New York Trust Co., Watertown. 
State Bank of Albany, Albany... ----....---- 
Manufacturers Trust Co., New York-.-._----- 
Atlantic Bank of New York, New York._.-- 
Glen Cove Nassau Union Trust Co., Glen 
Cove. 
Marine Midland Trust Company of South- 
ern New York, Elmira, 
TO. . dene 
Do... 
The Northern New York Trust Co., W ater- 
town. 
th Dakota: 
Peoples State Bank, Fairmount. -.-....-.....- 


The Fifth Third Union Trust Co., Cincin- 
nati. 


Spiro Street Bank, Spiro. ........-.-...-.-.- 


Pennsylvania: 


Woodlawn Trust Co,, Aliquippa. --...-.--- 

Somerset Trust Co., Somerset ies caeeeadill 

Bristol Trust Co., Bristol........ a 

Tradesmens L: and Title Bank & Trust. Co., 
Philadelphia, 

Myerstown Bank & Trust Co., Myerstown 

Girard Trust Corn Exchange Bank, Phila- 
delphia. 

Peoples Union Bank. McKeesport.... ..-- 

Oil City Trust Co., Oil City - 

Brookville Bank & Trust Co., Brookville-._.- 

Berks County Trust Co., Reading : 

Altoona Trust Co., Altooma.-.-......-...-.-.- 

Peoples Trust Co., Wyomissing - - 

Liberty Real Estate Bank & Trust Co., 
Philadelphia. 

Beaver Trust Co., Beaver 

Montgomery Norristown Bank & Trust Co., 
Norristown. 

Berks County Trust Co., Reading--. 


Rhode Island: 


Rhode Island Hospital Trust Co., Provi- 


dence. 


1953 


Name of absorbed bank 


Phillips Trust Co., Phillips._..-.....-.- 


Mercantile Trust Co., Baltimore... -.~-- 


Fountain State Bank, Fountain 


First National Bank, Heron Lake.....-- 


First National Bank, Roseau_.. 


Bank of Michigan City, Michig 
Citizens State Bank, Moorhead 


Farmers National Bank, Amste 
Oswego County National Bank, 


Bayside National Bank, New Y 


an City. 


rdam.... 
Oswego. 


ork _.... 


First National Bank & Trust Co., 


Massena, 
First National Bank, Croton on I 


Tudson.. 


Peoples National Bank & Trust Co., 


White Plains. 
Bank of Great Neck, Great Nec 
People’s Trust Co,, Malone. -_-_- 
State Bank, Chatham...._....-- 


ns minelie 


Peoples Industrial Bank, New York.__- 


Hellenic Bank & Trust Co., Ne 
The Nassau Union Bank, Glen 


w York. 
Cove...- 


Marine Midland Trust Co., Bingham- 


ton. 


Workers Trust Co., Johnson City-...--. 
Marine Midland Trust Co., Cortland-_. 
Potsdam Bank & Trust Co,, Potsdam... 


National Bank of Fairmount, Fair- 


mount, 


The Western Bank & Trust C 
cinnati. 


State Exchange Bank, Bokoshe- - - 


o., Cin- 


First National Bank, Aliquippa.....-.-- 


First National Bank, Somerset. 


Yardley National Bank, Yardley 


Tradesmens National Bank & Trust 


Co., Philadelphia. 
Myerstown National Bank, My 


erstown. 


National Bank of Germantown & Trust 


Co., Philadelphia. 
First National Bank, Irwin. 
First National Bank, Oil C ity _ 


Union National Bank, Be Oty ns 


Wyomissing Valley Bank, Moh 


nton..- 


Morrisons Cove Bank, Martinsburg - ro 
Sinking Spring Bank, Sinking Spring--- 
Liberty Title & Trust Co., Philadelphia. 


Rochester Deposit Bank, Rochester 
Norristown-Pennsylvania Trust Co., 


Norristown 
Temple State Bank, Temple 


Phoenix National Bank, Providence... 


shel. and BOER GAR et. 6 sh iasld - cnicsin ddl swe) <b ipso ~ 2-0 -e aenr’ 








Total re- 

sources of 

absorbed 
bank 


$454, 000 
71, 615, 000 


591, 000 


1, 623, 394 
1, 549, 851 


30, 052, 000 


18, 779, 000 
5, 643, 000 
7, 191, 000 


880, 227 


27, 269, 000 


197, 000 


3, 065, 218 
4, O88, 147 
4, 380, 585 
139, 801, 397 


3, 147, 925 
39, 833, 433 


7, 466, 782 
6, 745, 873 
830, 015 

3, 736, 000 
1, 645, 000 
1, 549, 000 
51, 556, 000 


3, 583, 000 
27, 451, 000 


6, 471, 000 
27, 214, 240 


676, 103, 752 
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1954 
Total re 
Name of receiving bank Name of absorbed bank sources of 
California: 
County First Savings Bank, Santa Cruz...... Cilomne, Commerce & Savings Bank, $4, 017, 000 
oque 
Central Bank, Oakland .................-.-. Stanislaus County Beek, Oakdale... ._. 890, 000 
The San Francisco Bank, San Francisco... Central Bank, Oakland-_......._........ 163, 581, 000 
Wells Fargo Bank & Union Trust Co,, San | Antioch Bank of aaa Antioch... ---- 3, 036, 000 
Security Trust & Savin, Bank, San Diego..._| The Border Bank, San Ysidro..........-. 1, 659, 000 
ae estern Bank & Trust Co., San Fran- | Bank of Beaumont, Beaumont........-.- 3, 111, 000 
WO:cbikconcnsdbaedl. deavadndd Seeded < Bank of Peers OB ay eke dscsd-vses 10, 488, 000 
i indhivnspncpomes tendatnaievaipaiiges onan Western Bank, Long Beach_....___- m 14, 169, 000 
Wevabkchasedasdessecbs rocsssewateuteiuaes hol eee & Merchants Bank of Watts, 3, 930, 000 
WO iis a dba haa doc ddctue saawcdese dee — mF Conamerclal & Savings Bank, 1, 681, 000 
oor 
DOs. dcccccesspudanlbwware~ cima enbaues Bank of Newman, Newman..___._._..-- 6, 384, 000 
Mi ch nn thtilideerdeiguadiat din eiaaintade tena First Trust & Savings Bank, Pasadena _. 61, 405, 000 
DG ob cccncceusceheebetll «dew. domains Central Bank of Calaveras, San Andreas. 3, 955, 000 
BOs o5bss nccstisbakssshudsevecebasccecubh First on Bank, San Jacinto... ....-- 1, 019, 000 
ee ee ee Bank of Tehachapi Teas yereew es 1, 542, 000 
American Trust Co., San Francisco... ..-_.. First National Bank, Los Gatos______... 6, 108, 116 
Central Bank, Oana: 053 <isdo-ue baad First National Bank, can View .. 6, 844, 128 
California Bank, EC SS Torrance National Bank, Torrance __.._. 7, 442, 015 
Central Bank, Oakland a a ee First National Bank, Oakdale......____. 7, 851, 587 
Wells ae Bank & Union Trust Co., San | First National Bank, Antioch... ......-. 5, 103, 335 
Francisco. 
- a Bank & Trust Co., San | First National Bank, Turlock........... 8, 604, 327 
ranc 
BOs oi duvccccsscouittnibd sacnel-tamesnv’ First National Bank, Bellflower... .._.- 11, 144, 180 
a lis inant cial eal eae es atoll First National Bank, Corcoran _.__- 6, 013, 990 
BO so} cba dtiled- thdnbs deuibeltuhd ate ih ae First National Bank, Crows Landing _- a 3, 504, 243 
Ws ahoccccssks ohovengecsststccaesncmee First National Bank, Delano. ...-_____--- | 15, 220, 226 
IOs «i cadens «calthnbine innndes bb-.sehheowe First National Bank, Fairfield ___....... 3, 939, 086 
Os bcecksvedcudin.b.Lecubectcnkssecuenele First National Bank, Garden Grove_.._| _13, 210, 843 
eet First National Bank, Los Altos_..._.... 9, 849, 888 
DE Ml nt ouiintis acdiaes First National Bank, Santa Ana-____-_-. 47, 632, 726 
ee ee ee en ee First National Trust & Savings Bank, | | 23, 946, 488 
Santa Barbara, 
DO: so cewniatadess datgldn Neus eee First National Bank, San Jacinto----_-- 1, 544, 907 
IDO. £46 - ce ccaynsdanetshie sdemlolansl é —— City National Bank, Temple 8, 314, 543 
ty. 
SO .....b <eetinktinectiteatha lametia he tiles First National Bank, Weed. -...........- 3, 375, 376 
Connecticut: 
Connecticut Bank & Trust Co., Hartford... waoentx State Bank & Trust Co., Hart- 130, 328, 000 
ord. 
Greenwich Trust Co., Greenwich............| Byram National Bank of East Port 6, 122, 560 
Chester, Byram, 
Delaware: 
ae Security Trust Co., Wilmington..| First National Bank, Dover............- 5, 093, 078 
Fidelity Trust Co., Indianapolis.............] Central State Bank, Indianapolis... _.__ 3, 476, 000 
Do__..--...----.---.-.+----.----.-----.--}| Northwestern State Bank, Indianapolis. 3, 475, 000 
Madison Bank & Trust Co., Madison.......| National Branch Bank, Madison......_- 5, 727, 737 
ansas: 
Citizens State Bank, Seneca_._.............. National Bank of Seneca, Seneca-.-_-...- 1, 626, 865 
x aor Exchange Bank, Elmdale _- The Clements State Bank, Clements.... 157, 000 
entuc 
Oltissas Fidelity Bank & Trust Co., Louis- | Citizens Fidelity Bank, Buechel-.--_..-- 2, 247, 000 
ee Citizens Fidelity Bank, St. Matthews. - 6, 031, 000 
Citizens-Union Bank & Trust Co., Lexing- | Union Bank & Trust Co., Lexington_.-. 8, 304, 000 
ton. 
Maine: 
os a Trust Co., Augusta. ..._........- Wilson Trust Co., Wilson..............- 4, 169, 000 
ichi 
ar The ¢ Cadillac State Bank, Cadillac..........| The Manton State Bank, Manton. ---.- 1, 009, 000 
ississippi: 
ope Guaranty Bank & Trust Co., | Commercial Bank & Trust Co., Jackson. 27, 999, 000 
son 
Pascagoula-Moss Point Bank, Moss Point... om Springs State Bank, Ocean 1, 745, 000 
prings. 
Bank of Clarksdale, Clarksdale.............- Commercial & Savings Bank of Friars 203, 000 
Point, Friars Point. 
New Jersey: 
Peoples Trust Company of Bergen County, | Glen Rock Bank, Glen Rock___......-.- 3, 451, 000 
Hackensack. 


Madison Trust Company, Madison....-...-- 


First National Bank, Madison.........- | 


11, 894, 972 
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Name of receiving bank 





New York: 
North Fork Bank & Trust Company, 
tituck. 


The Bank of Castile, Castile.._...........--- 
Hempstead Bank, Hempstead_...........-.- 
Security Trust Co., Rochester_.............- 


Chemical Corn Exchange Bank, New 


Mat- 


York. 


Genesee Valley Union Trust Co., Popherte 


Citizens State Bank, Arcade....__- 
North Carolina: 


Wachovia Bank & Trust Co., Winston- 


Salem. 


Peoples Bank & Trust Co., Rocky Mount-_-!| 


The Scottish Bank, Lumberton... --- 
North Dakota: 


= State Bank, Binford..._...........- 


The Commercial Banking & Trust 
Wooster. 


Co., 


Society for Savings in the City of Cleveland, 


Cleveland. 
Oklahoma: 


First State Bank, Blanchard -.-.-_-.--_-- sz 


First State Bank, Hinton.-_....--- 
Pennsylvania: 
Beaver Trust Co., Beaver-_- 
Fidelity- Philadelphia Trust Co. 
delphia. 
Do... 


Phila- | 


Broad Street Trust Co., Philadelphia ---_. 


Bryn Mawr Trust Co., Bryn Mawr--------- 


Colonia] Trust Co., Pittsburgh. - 
Bellefonte Trust Co., Bellefonte-_-- 
Oil City Trust Co., on City 


First Seneca Bank & Trust Co., Oil City - 


Fidelity: -Philadelphia Trust Co., 
delphia. 


Apollo Trust Co., Apollo-- 


Phila- 


Girard Trust Corn Exchange Bank, Phila- 


delphia 
Camahoutwenith Trust Co., aay 
Peoples Union Bank, McKeesport. - 
Fidelity Trust Co., Pittsburgh. 


Delaware Valley Bank & Trust Co., Bristol... 
Fidelity-Philadelphia Trust Co., Philadel- 


phia. 
Puerto Rico: 


Banco Popular de Puerto Rico, San Juan_- 


Rhode Island: 

Citizens Trust Co., Providence... .--- 
*™ Citizens Savings Bank, Providence---- 
Tennessee: 


Farmers Exchange Bank, Union City- -- 


Vermont: 
Chittenden Trust Co., dniemmvenen : 
Do.. ‘ = 


Washington: 
First Independent Bank, Ridgefield 


Total, year 1954 (90 banks) 


1954 


Name of absorbed bank 


Peoples National Bank., Greenport. _-_- 


Gainesville National Bank, Gainesville. 

Bank of Sybsset, Syosset .__._- 

Farmers, & Mechanics’ Trust Co., 
Bath. 

Corn Exchange Bank Trust Co., New 
York. 

Genesee Valley Trust Co., Rochester... -| 

Silver Springs Nationa) Bank, Silver 
Springs. 

National Bank of Burlington, Bur- 

lington. 


The Pinetops Banking Co., Pinetops.. --| 
The Peoples Bank, Randleman.._- aah 


First National Bank, Binford__.-...-.._- | 
The Farmers Banking Co., Sterling_-_. 
The Bank of Ohio Co., Cleveland... .... 


First National Bank, Blanchard -- ------ | 
First Nationa] Bank, Hinton....._-__--- 


First National Bank, Rochester 
First National Bank, Chester- 


Clifton Heights Nationa] Bank, Clifton 
Heights. 
Northwestern National Bank, Phila- 
delphia. 
Bank, 


Bryn Mawr National 
First National Bank, Wilkinsburg - . 


Bryn 
Mavr. 


he 
. 
5 
sh 
a 
“a 
= 7 
e 
= 5 
° 
5 
> 
rr 
= 
Se 
By 
“PT 
_— 
& 
eo 
@ ¢ 
= 
S 
5 
Ss 


First National Bank, New Bethlehem ...| 

First National Bank, Rimersbure 

Sligo National Bank, Sligo. 

ee Park National Bank, Ridley 

ark. 

First Nationa] Bank, Apollo- -. 

North Philadelphia Trust Co., Phila- 
delphia. 

South Hills Trust Co., Pittsburgh -.-.-... 

Glass City Bank, Jeannette...-........- 

Colonial Trust Co., Pittsburgh _. 

Southampton State Bank, Southhamp- 
ton. 

Delaware County Trust Co., Chester... 








Credit Union Bank, San Juan..._.-.. " 


| }Greenville Trust Co., Greenville-...-...- 





| Orleans Trust Co., Newport 
Valley Savings Bs ank & Trust Co., North | 
Troy. 


The Farmers & Merchants Bank, Rives | 
| 
| 





State Bank of Battle Ground, Battle 
Ground. 


Total re- 


sources of 


absorbed 
bank 


$1, 687, 932 
612, 895 

3, 571, 000 
5, 203, 000 
832, 296, 000 
56, 905, 000 
558, 108 

12, 923, 221 


1, 338, 000 
1, 572, 000 


802, 066 
737, 000 

52, 360, 000 
761, 313 

2, 137, 976 


5, 710, 159 
23, 037, 984 
10, 459, 227 
30, 310, 388 
7, 899, 091 
18, 668, 856 
982, 472 
11, 492, 875 
3, 187, 916 
2, 681, 463 
3, 950, 382 


3, 141, 904 
22, 162, 000 
5, 201, 000 
14, 900, 000 
141, 144, 000 
3, 526, 000 


8, 306, 000 
3, 766, 000 
8, 128, 000 


449, 000 


2, 537, 000 
1, 121, 000 


2, 326, 000 


ie lil ti nme reaeenen anes ies | 2, 006, 310, 444 
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1955 
Total re- 
Name of receiving bank Name of absorbed bank sources of 
absorbed 
bank 
Arizona: 
on Bank of Douglas, Phoenix_.-......-.........- First State Bank of Arizona, Mesa_..--..- $7, 152, 000 
alifornia; 
American Trust Co., San Francisco. ........- Monterey County Trust & Savings 62, 939, 000 
Bank, Salinas. 
‘alifornia Bank, Los Angeles__....-.-...-...- California Trust Co., Los Angeles._--..-- ?, 250, 000 
F irst Western Bank & Trust Co., San Fran- | Indian Valley Bank, Greenville_........- 1, 950, 000 
cisco. 
American Trust Co., San Francisco. -.-......| Commercial Bank, Patterson... .---..--- 5, 864, 000 
First Western Bank & Trust Co., San Fran- | Butte Valley State Bank, Dorris. ------- 3, 731. 000 
cisco, 
Modesto Bank & Trust Co., Modesto. .-...--.- Citizers Bank, Riverbank. -._-.-...-.... 1, 532, 000 
California Bank, Los Angeles. id - haul .-.| Oilfields National Bank, Brea... -....-...- 4, 417, 451 
First Western Bank & Trust Co., San F ran- First National Bank, Riverdale.__---...-- 2, 130, 327 
cisco. 
County Bank of Santa Cruz__........-.--...- County First National Bank, Santa 7, 985, 470 
Cruz. 
California Bank, Los aes .-.-..-.--.| First National Bank, Pomona..-.-_--- lesnests 33, 079, 327 
Gs a ~ doce vests aussi, dacniiec.t Covina National Bank, Covina-.-.-..--.- 13, 680, 535 
a hc ena i ae Union National Bank, Pasadena- --.-..-- 17, 488, 451 
Wells Fargo Bank, San Francisco- .....| First National Bank of San Mateo 37, 104, 380 
j County, Redwood City. 
First Western Bank & Trust Co., San Fran- | Valley } National Bank, Alhambra.-..--. 27, 472, 084 
cisco. 
a . J3-<3 tow gtdtus «nntdibeledne nantll First National Bank, Sunnyvale-.-.---.-- 2, 355, 715 
Riss 4. 6 7.-.d24s)~. Lael - dito Commercial National Bank, Alameda_. 1, 901, 974 
Connecticut: 
Connecticut Bank & Trust Co., Hartford...| Windham National Bank, Willimantic... 12, 706, 905 
ns pmeversiae Trust Co., Hartford... .......---- New Hartford Trust Co., New Hartford. 2, 822, 000 
elaware: 
Wilmington Trust Co., Wilmington.........| Industrial Trust Co., Wilmington-.---_-- 16, 047, 000 
Do-_. pas ee ..--.--...------| New Castle Trust Co., New Castle. __... 3, 470, 000 
Farmers Bank of State of Delaware, Dover...} Rehoboth Trust Co., Rehoboth Beach 2, 731, 000 
Wilmington Trust Co., Wilmington_._......| Delaware City National Bank Deaware, 1, 388, 644 
City. 
Illinois: 
: Farmers & Merchants Bank, Highland_.....| Highland National Bank, Highland_-._. 3, 209, 412 
owa 
New London State Bank, New London... Iowa State Bank, New London.-..------ 1, 082, 000 
State Bank of Schaller, Schaller_..-._....... Schaller Savings Bank, Schaller__.------ 1, 015, 000 
Dysart State Bank, Dy Sneti. gsi ole Gass Dysart National Bank, Dysart_.---.-..--. 2,317, 603 
Kentucky: 
meee Comp Trust & Banking Co., Shel- | Citizens Bank of Waddy, Waddy--.--.. 641, 000 
yville. - 
Maine: 
Depositors Trust Co., Augusta..............| Lewiston Trust Co., Lewiston... ..-.-.-- 19, 199, 000 
Massachusetts: 
— Bank-State Street Trust Co., | Second National Bank, Boston.......--- 170, 695, 801 
oston. 
Michigan: 
Eaton County Bank, Charlotte_._-._. Barber State Bank, Vermontville--_---. 1, 392, 000 
Jackson City Bank & Trust Co., Jackson... -| The. Commercial & Savings Bank, 9, 436, 000 
Albion. 
Sparta State Bank, Sparta-. ..-| The Peoples State Bank, Sparta--.-.-....-. 1, 184, 000 
Union Bank of Michigan, Grand Rapids. ..| Cedar Springs State Bank, “Cedar Springs. 2, 359, 000 
Detroit Wabeek Bank & Trust Co., Detroit..| Detroit Trust Co., Detroit.............. 35, 353, 000 
Peoples State Bank, Williamston_. ...--| Farmers State Bank, Webberville__----- 566, 000 
“ Wayland State Bank, Wayland-_--_-- oedobba Hopkins State Savings Bank, Hopkins. - 1, 108, 000 
innesota: 
a State Bank, - Moorhead pa sible Baker State Bank, Baker_.-.........._- 691, 000 
ns Bank of Clarksdale, Clarksdale.............- Merchants & Planters Bank, Drew... ..- 3, 589, 000 
Nev 
Nevada Bank of Commerce, Reno...........| Ely National Bank, Ely...............- 8, 232, 825 
New Jersey: 
Suburban Trust Co., Westfield_..........._. Mid-City Trust Co., Plainfield - -.-----.- 7, 734, 000 
Fidelity Union Trust Co., Newark-.-...--... a National Bank & Trust Co., 12, 128, 236 
Irvington. a 
County Bank & Trust Co., Paterson. ...--. Little Falls National Bank, Little Falls-- 11, 919, 830 


Camden Trust Co., Camden.-.-.............. Oaklyn National Bank, Oaklyn._.---..- 6, 869, 408 
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Name of receiving bank 


New York: 
County Trust Co., White Plains. ..-.......- 
The Chase Manhattan Bank, New Y ork...- 
me . a te 


State Bank of Albany, Albany-.--....-....- 
County Trust Co., White Plains........-..-- 


Lewis County Trust Co., Lowville.........- 
Geum Trust Co., White Plains 


Bankers Trust Co., 


Manufacturers & Traders Trust Co., Butfalo-. 
Marine Midland Trust Co., New York 
State Bank of Albany, Albany 


Marine Trust Company of Western New 
York, Buffalo. 

Conny Trust Co., White Plains. _........-- 

Bank of the Manhattan Co. .. New York. 

Marine Trust Company of Western New 
York, Buffalo. 

Cmereial State Bank & Trust Co., New 

ork. 

North Fork Bank & Trust Co., Mattituck --- 

Manufacturers & Traders Trust Co., Buffalo. 

State Bank of Suffolk, Suffolk 

North Carolina: 
First-Citizens Bank & Trust Co., Smithfield. 


Wachovia Bank & Trust Co., Winston- 
Salem. 
Durham Bank & Trust Co., Durham 
Wachovia Bank & Trust Co., Winston- 
Salem. 
Ohio: 
Fifth Third Union Trust Co., Cincinnati--.- 
i _ Bank of Commerce Co., Cleve- 
and, 
The Croghan Colonial Bank, Fremont. .._-.. 
The Union Bank of Commerce Co., Cleve- 
land, 
Oregon: 
Bank of Lebanon, Lebanon 
Pemnsylvania: 
Littlestown State Bank, Littlestown 
First Seneca Bank & Trust Co., Oil City 
oe Do. County Bank & Trust Co., 


Perkasie. 


Potter Bank & Trust Co., Pittsburgh 
Industrial Trust Co., Philadelphia... _...-- 
Dauphin Deposit Trust Co., Harrisburg----- 
First Seneca Bank & Trust Co., Oil City___- 
Lawrence Savings & Trust Co., New Castle 
Peoples Union Bank, McKeesport inmel 

~~ County Bank & Trust Co., Perkasie - 


City Bank & Trust Co., Reading 
Pennsylvania Company for Banking & 
Trusts, Philadelphia. 








| Iodine State Bank, Wagener 


Fidclity-Philadelphia Trust Co., Phila- 
delphia. 

Broad Street Trust Co., Philadelphia_....... 

Provident Trust Co., Philadelphia. ........-. 

} 

Tradesmens Bank & Trust Co., Phila- | 
delphia. 

South Carolina: 
; — Bank & Trust Co., Greenwood_.....-- 
Walker Bank & Trust Co., Salt Lake City-- 


1955 


Name of absorbed bank 


First National Bank, Ardsley-.---.------ 

Chase National Bank of the City of 
New York. 

Public National Bank & Trust Co., 
New York. 

Merchants National Bank, Plattsburg--. 

Irvington National Bank & Trust Co., 
Irvington. 

a apo National Bank, Port 

Central National Bank, Yonkers _-. 

Peekskill National Bank & Trust Co., ‘ 
Peekskill. 

First National Bank, Buffalo 

Jamaica National Bank, New York 

First National Bank & Trust Co., Hud- 
son. 

Citizens National Bank, 


Springfield _.... 


First National Bank, Elmsford_-_..-.-.- 
Northern Westchester Bank, Katonah.. 
Bronx County Trust Co., New York... 
Bank of Gowanda, Gowanda-..-......--. 


ynptins Industrial Bank, New 
‘ork. 

Bank of Southold, Southold_.........-..- 
Bank of Clarence, Clarence. -__.......-- 
Bank of Amityville, Amityville-.--- 


Citizens Bank & Trust Co., Roanoke 


The A Bonk of Wayne, Goldsboro-.-....-. 
Bank of Harnett, Erwin 


Peoples Savings Bank & Trust Co., 
Wilmington. 


Lincoln National Bank, Cincinnati. - - 
The American Savings Bank, Cleveland 


The Colonial Savings Bank, Fremont... 
Commercial & Savings Bank, Beres-- 


Halsey State Bank, Halsey-....-.-- 
Farmers’ Bank, McSherrystown- -- ---- 
Citizens Trust Co., Clarion 
Perkusie Trust Co., Perkasie & 
| Quakertown Trust "Co.,, Qu: akertown.- 
Prospect Park State ‘Bank, Prospect 
Park. 
Homewood Bank, Pittsburgh.-.....-.- 
Rzepski Bank, Philadelphia... ...-... 
Market Strect Trust Co., Harrisburg 
First National Bank, Shippenville.. --- 
First National Bank, Volant-- 


| First National Bank, West Newton....- 


First National Bank, Perkasie _.-. wa 

Dublin National Bank, Dublin----. 

First National Bank, Birdsboro 

First National Bank, Philadelphia 

National Bank of Lansdowne, Lans- 
downe. 

Morton National Bank, Morton... 

First National Bank of Delaware 
County, Media. 

Market Street National Bank, 
delphia. 


First Nationa] Bank, Murray 


Farmers & Merchants Bank, Provo.-.--.-| 


Phila- | 


| 





i 


Total re- 

sources of 

absorbed 
bank 


$2, 837, 551 


5, 731, 385, 183 


506, 858, 684 


10, 477, 672 
3, 214, 598 


861, 500 


29, 196, 836 
7, 857, 956 


41, 144, 058 
32, 889, 571 
7, 790, 178 
5, 625, 434 
4, 131, 799 
5, 615, 000 
75, 767, 000 
9, 877, 000 
18, 950, 000 
1, 258, 000 
2. 703, 000 
6, 885, 000 
1, 659, 000 
12, 662, 000 
1, 805, 000 
il, 733, 00U 
42, 871 , 962 
21, 599, 000 
5, 323, 000 
13, 371, 000 
1, 685, 000 


1, 527, 000 
8, 421, 000 


216, 894, 707 
7, 768, 362 


3, 192, 713 
31, 198, 151 


60, 166, 455 


1, 269, 000 


9, 660, 427 
9, 461, 000 
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Consolidations, mergers, and purchase and sale transactions approved by the 
State banking departments—Continued 

















1955 
Total re- 
Name of receiving bank Name of absorbed bank sources of 
absorbed 
bank 
Vermont: . 
Chittenden Trust Co., Burlington...........} National Bank of Newport, Newport... $3, 907, 236 
¥ vee Trust Co., Brattleboro. __...-.-. First National Bank, Bennington. _-.-__._. 7, 392, 972 
Jest Virginia: 
Kanawha Union Bank, Glenville... ...__.._- aa Banking & Trust Co., Glen- 934, 000 
ville. 
Wisconsin: 
Citizens State Bank, Wausau............... Merchants & Farmers State Bank 508, 000 
Marathon. 
Total, year 1AG6 (00 Dams i sesed sick stil ls ass ntti 7, 600, 107, 754 
1956 
California: 
First Western Bank & Trust Co., San Fran- First National Bank in Orosi, Orosi..... $3, 482, 192 
cisco. | 
Oo. <- -nhasdenks dbbkis< stabi etbsswdiadned Southern Commercial & Savings Bank. 13, 650, 000 
East Pasadena, 
ee ee Bank of Sierra Madre , Sierra Madre_--. 6, 747, 000 
‘ California Bank, Los Angeles. ..............-. Hollywood State Bank, Los Angeles... 43, 746, 000 
Sonnecticut: 
Ushs & New Haven Trust Co., New | First National Bank, Wallingford_._.__- 10, 491, 216 
aven. 
am ad Britain Trust Co., New Britain....--. Fidelity Industrial Bank, New Britain... 862, 000 
elaware: 
Equitable Security Trust Co., Wilmington | Naw Castle County National Bank, 1, 982, 110 
Odessa, 
Farmers Bank of the State of Delaware, Newark Trust Co., Newark............- 10, 248, 000 
Dover. 
Georgia: 
— Company of Georgia, Atlanta......._. East Atlanta Bank, Atlanta. -_.......... 7, 683, 000 
Indiana: | 
Union Trust Co., Grneqebare, -ss.+---+---«.}| Westport Union Trust Co., Westport... 1, 739, 000 
Irwin Union Bank & Trust Co., Columbus.| Hope State Bank, Hope................- 1, 894, 000 
Peoples Trust Co., Linton....__........-.--.. Switz City Bank, Switz City. ........-- 1, 507, 000 
Fidelity Bank & Trust Co., Indianapolis....| Bankers Trust Co., Indianapolis ......-. 16, 153, 000 
. Citizens Bank, Michigan City. ............. LaCrosse State Bank, LaCrosse.......-- 1, 852, 000 
owa: 
Union Bank & Trust Co., Ottumwa........ Farmers & Merchants Savings Bank, 5, 255, 000 
Ottumwa. 
Kentucky: 
Bank of Alexandria, Alexandria. ...... «-----| Citizens Bank, Cold Spring_.......-..-- 660, 000 
- —— Bank of Carlisle, Carlisle. ........-- Moorefield Deposit Bank, Moorefield... 681, 000 
Maryland: 
iberty Trust Co., Cumberland............. Sees Savings Bank, Cumber- 2, 873, 000 
and. 
Michigan: 
The Detroit Bank & Trust Co., Detroit..... Bipminghem National Bank, Birming- 42, 975, 731 
am. 
cl a ee Ferndale National Bank, Ferndale....-- 16, 854, 078 
Hubbard State Bank, Bad Axe............-.- Elkton State Bank, Elkton............- 1, 730, 000 
Secret ene ttt li atic ted ca ech 2, 714, 000 
Union Savings Bank, Manchester..........-. Peoples Bank, Manchester__...........-. 1, 332, 000 
Frankenmuth State Bank, Frankenmuth ...| State Savings Bank, Reese....-......-.-- 3, 229, 000 
Commercial Savings Bank, Adrian... ....-- Addison State Savings Bank, Addison _. 2, 153, 000 
Citizens State Bank, Clare. ...............-- Rosebush State Bank, Rosebush. -.---.-.-- 1, 369, 000 
. Bank of Lenawee County, Adrian_.......... First State Savings Bank, Morenci-..-- 4, 163, 000 
innesota: 
“ aang State Bank, Harmony....-....-...-. First National Bank, Harmony. ..-.--.... 1, 379, 063 
Mississippi: 
Security State Bank, Starkville..............| Merchants and Farmers Bank, Mathis- 675, 000 
ton, 
New Hampshire: 
Concord Savings Bank, Concord. -.--- .....-| Union Trust Co., Concord............-- 9, 938, 000 
New Jersey: 
= Trust Company of New Jersey, Jersey | Peoples National Bank, Secaucus. ---.--- 6, 976, 082 
ity. 
The ‘Prenton Banking Co., Trenton........ First National Bank, Pennington. ------ 8, 496, 880 
Princeton Bank & Trust Co., Princeton. Hopewell National Bank, Hopewell. --- 4, 404, 196 
Freehold Trust Co., Freehold... ---- ; First National Bank, Farmingdale. - -- 3, 730, 123 
Bank of Passaic & Trust Co., Passaic- - ---- Bank of Alwood, Clifton.. acai 11, 535, 000 
County Bank & Trust Co., Paterson Ls steal Citizens Trust Co., Paterson. . --. ae 20, 980, 000 
Bank of Commerce, Newark (formerly | Bank of Commerce, Newark--.-- se 7, 570, 000 
West Side Trust Co., Newark. | 
Peoples Trust Company of Bergen County, | Rutherford Trust Co., Rutherford... - 21, 748, 000 


Hackensack. | 
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Consolidations, mergers, and purchase and sale transactions approved by the 
State banking departments—Continued 


Name of receiving bank 


New York: 
First Trust & Deposit Co., Syracuse_ _--.--- 
Northern New York Trust Co., Watertown- 


Hempstead Bank, Hempstead... _-.-......-- 


State Bank of Albany, Albany _ 
Dutchess Bank & Trust Co., P oughkeepsie-- 


First Trust & Deposit Co., Syracuse __-....- 
Hempstead Bank, Hempstead --------- ve 

Security Trust Co., Rochester_-..........-.-.. 
First Trust & Deposit Co., Syracuse _----.-- 
Manufacturers & Traders Trust Co., Buffalo- - 


State Bank of Albany, Albanmy-.--.--.------ 
Bank of Huntington, Huntington-.-_-.-.---- 


Manufacturers & Traders Trust Co., Buffalo. 
State Bank of Suffolk, Bay Shore-- 
North Carolina: 
Northwestern Bank, North Wilkesboro 
Commercial] State Bank, Laurel Hill_-- 
Peoples Bank & Trust Co., Rocky Mount 
Wachovia Bank & Trust Co., Winston- 
Salem. 
Wachovia Bank & Trust Co., Winston- 
Salem. 
Onio: 
Central Trust Co., Cincinnati__-_-_-_--__- 
Peoples Savings Bank Co., Mount Gilead. 
Oklahoma: 
First State Bank, Lone Wolf.............-. 
Pennsylvania: 
Fidelity-Philadelphia Trust Co., Phila- 
delphia, 
The Peoples Trust Co., Wyomissing --- - _- 


Fidelity Trust Co., Pittsburgh.......... oe 


Valley Trust Co., Palmyra__............... 
Provident Trust Co., Philadelphia---_-__---_- 
Broad Street Trust Co., Philadelphia-_--._- 


First Pennsylvania Banking & Trust Co., 
Philadelphia. 





1956 


Name of absorbed bank 


First National Bank, Marcellus. - ------.- 

Carthage National Exchange Bank, 
Carthage. 

ce Hills National Bank, W est- 

ury. 

Stewart National Bank, Livonia..--.-..- | 

National Bank of Phelps, Phelps-_-.------ 

First National Bank, Greenwood eool 

First National Bank, Richfield Springs 

Merchants National Bank & Trust Co., 
Poughkeepsie. 

First National Bank, Weedsport- -------| 

Oyster Bay Trust Co., Oyster Bay-_-.--- 

State Bank of Shortsville, Shortsville. _. 

Bank of East Syracuse, East Syracuse 

Adam, Meldrum & Anderson State | 
Bank, Buffalo. 

Schoharie County Bank, Schoharie 

Huntington Station Bank, Huntington | 
Station. 

Genesee Trust Co., Batavia ‘ 

Suffolk County Trust Co., Riverhead. 





| 
- 
Yadkin Valley Bank, East Bend 
Bank of Gibson, Gibson____....-.-- 
Bank of Enfield, Enfield __--- 
CityIndustrial & Savings Bank, Greens- 
boro. 
Fidelity Bank, Durham. __..--- 


| Cleves National Bank, Cleves_..-_- 


Dauphin Deposit Trust Co., Harrisburg. ----| 


Peoples Trust Co., Wyomissing _-__-_--_- 


Tennessee: 

First Peoples Bank, Johnson City... 
Texas: 

Farmers State Bank, Clarendon... -.....--.-.- 
Utah: 

Ww —_ Bank & Trust Co., Salt Lake Cnr. 


Virginia: 
State-Planters Bank of Commerce & Trusts, 
Richmond. 


Bank of Westmoreland, Inc., Colonial Beach .| 


Washington: 
The Citizen’s State Bank, Arlington. _____- 
Wisconsin: 
Bank of Madison, Madison........... 
Bank of Watertown, W atertown _ 


Total, year 1956 (81 banks)_...........--. 


Citizen’s Bank, Cardington---------.- et 


First National Bank, Lone Wolf... __. | 
| 


Farmers National Bank of Bucks 
County, Bristol. 
Wernersville National Bank & Trust 
Co., Wernersville. 
First National Bank, Castile Shannon. --| 
Campbelltown Bank, Campbelltown. - -| 
Ambler Trust Co., Ambler-_- 
| 
| 
ig 





Interboro Bank & Trust Co., Prospect 
Park, 

Wayne Title & Trust Co., Wayne-__. 

Penbrook Banking Co., Penbrook (post | 
office, Harrisburg). 


Womelsdorf Banking & Trust Co., 
Womelsdorf. 


First National Bank, Jonesboro. - 
First National Bank, Clarendon. ._-...-.- 


Cache Valley Banking Co., Logan 
Sandy City Bank, Sandy -. 


Bank of Commerce & Trusts, Richmond 
Bank of Dahlgren, Inc,, Dahlgren... -- 
Arlington State Bank, Arlington 


Union Trust Co., Madison 
Farmers & Citizens’ Bank, Watertown. 


apts 


Total re- 

sources of 

absorbed 
bank 


$4, 046, 570 
5, 559, 614 


4, 860, 815 
3, 056, 778 
1, 888, 551 
715, 911 

4, 395, 407 
6, 815, 381 
2, 219, 190 
6, 182, 000 
3, 554, 000 
4, 318, 000 
5, 635, 000 
3, 155, 000 
14, 565, 000 


10, 771, 000 
7, 314, 000 


1, 084, 000 
858, 000 

3, 436, 000 
1, 769, 000 
32, 959, 000 
2, 387, 488 
1, 561, 000 
1, 075, 559 
25, 716, 207 
4,931, 847 
8, 465, 418 
1, 171, 000 
6, 220, 000 
9, 646, 000 
12, 343, 000 
4, 784, 000 


3, 822, 000 


1, 878, 735 
1, 000, 487 


9, 498, 000 
9, 485, 000 


34, 840, 000 
1, 044, 000 
1, 511, 000 
4, 668, 000 
2, 328, 000 


582, 992, 639 
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All commercial banks, 1950-56 








Jan. 1, 1950: 
Total wuMmiuer OC CMMOTUET VENNE ooo. casos 14, 199 
Less banks absorbed by merger during 1950_..-...---_-_-_-_-__ 91 
Other banks discontinuing business during 1950_.-..--_--___._____ 13 
WO cosstesncennenss ee eS EES 14, 095 
Plus new banks chartered during 1950__.--.._-.....---.....____ 69 
Total commercial banks, Dec. BL, Leics cciciescinicinkcntitcntbesinsticnits 14, 164 
Jan. 1, 1951: 
Total gumber of: commercial banks.....-..nnepsnsnue se OO 14, 164 
Less banks absorbed by merger during 1951_----_-_--_---_--__..__ 
Other banks discontinuing business during 1951......--...._______ 12 
IO ee cence cv arvdlevtts cnesuth nereeranenesscipiminsenteni es eibuhiniticinaitaiaaiaiad dean tie i ial 14, 068 
Plus new banks chartered during 1951_--.--._---....--..---_._ 
eee Conmeerisal bens, Dec. 81, TSGE ncn dscckcetmnendeawans 14, 132 
Jan. 1, 1952: 
Total number of commercial banks__..___...----------------__ 14, 182 
Less banks absorbed by merger during 1952___----------------..- 
Other banks discontinuing business during 1952_..-..-..._--_--.- 16 
a Bee is tceciansinrnicte snken anbc asp ocavnap-anremeindaeactbnelichedininaiy otesanieimemhasiainiaaasaieaeasiaiaay 14, 017 
Plus new banks chartered during 1952_.......................... 1 
Total commercial banks, Dec. 31, 1952_....-... 2 ee enn ee 14, 088 
Jan. 1, 1953: 
Detail aumber: efcommercial bARKS.....ncnncucenencddcnencacemamnuny 14, 088 
Less banks absorbed by merger during 1953__.__.__.___-_-__-_________ 115 
Other banks discontinuing business during 1953_.-..---...--.----_ 14 
Te eh ee Oe ON cies Sis aclaiarela earl 13, 959 
Plus new banks chartered during 1953_~--......--..--------....-- 5 
Total commercial banks, Dec. $1, 1058_.. wn es cdowon 14, 024 
Jan. 1, 1954; 
@etetaumher of commercial banks.....................» ance ensue 14, 024 
Less banks absorbed by merger during 1954___--.--.---..---.....- 216 
I vinccneciniisnadsiea cane iim aan in ada abininidmcisasa naman aaa 13, 808 
Plus new benks chartered during 1064.........ncacaccacensccncaccnet 3 
Tetai commastcial banks, Dec. 31, 1064........... one osama 13, 881 
Jan. 1, 1955: 
Total number of commercial banks.__....01-~~-...-..--~--..--~-. 13, 881 
Less banks absorbed by merger during 1955_............---..--__- 225 
Other banks discontinuing business during 1955_--.--__---------~-~-~ 15 
Te ii Fn i ciercscsnncicnrisinnnnigiigaphiieeatnt teeta 13, 641 
Plus new banks chartered during 1955_.-----_----.--.-..--....-.- 5 
Total commercial? batiks, Dec. 81, 1966. nse ose ptenetineiomes 13, 756 
Jan. 1, 1956: 
Oth GNenes 60 GOMNNRURIAl BODES... nce nnninwnnnainunindennng 18, 756 
Less banks absorbed by merger during 1956___~-_- Sa See 186 
Other banks discontinuing business during 1956_..-.._-_-----.__--- 13 
eee cic easaa cedseasdtbetniatra asa cake rc aaaiennninaeeotde 13, 557 
Plus new banks chartered during 1956_........-_--..--.-.-----..- 123 





Total commercial banks, Dec. 31, 1956-.-..-...----------------- 13, 680 
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(The following supplementary data was supplied by the Comptrol- 
ler of the Currency in response to the chairman’s request.) 


National- and State-chartered banks consolidated, merged, or purchased by other 
National and State-chartered banks from Jan. 1, 1950, to June 30, 1957 


Alabama (population, 3,167,000) 
Banks under $5,000,000 
Banks over $5,000,000 and under $10,000,000 
Banks over $10,000,000 and under $25,000,000 


Total 


Number of banks, 237; branches, 47. 

Total resources, $1,883,994,000. 
Alaska (population, 166,000) 

Banks under $5,000,000 


Total 


Number of banks, 18; branches, 14. 
Total resources, $176,598,000. 
Arizona (population, 1,088,000) 
Banks under $5,000,000 
Banks over $5,000,000 and under $10,000,000 
Banks over $10,000,000 and under $25,000,000 


Total 


Number of banks, 10; branches, 110 

Total resources, $932,642,000. 
Arkansas (population 1,833,000) 

Banks under $5,000,000 


Total 


Number of banks, 236; branches, 26. 
Total resources, $1,154,992,000. 
California (population 13,750,000) 
Banks under $5,000,000 
Banks over $5,000,000 and under $10,000,000 
Banks over $10,000,000 and under $25,000,000 


Banks over $25,000,000 and under $50,000,000- 


Banks over $50,000,000 
Total 


Number of banks, 139; branches, 1,269. 

Total resources, $21,553,896,000. 
Colorado (population 1,655,000) 

Banks under $5,000,000 


Total... 


Number of banks, 170; branches, 1. 
Total resources, $1,786,902,000 

Connecticut (population 2,261,000) 
Banks under $5,000,000 
Banks over $5,000,000 and under $10,000,000 
Banks over $10,000,000 and under $25,000,000 
Banks over $50,000,000. 


Total 


Number of banks, 166; branches, 145 
Total resources, $4,707,053,000. 

Delaware (population 410,000) 
Banks under $5,000,000 
Banks over $5,000,000 and under $10,000,000 
Banks over $10,000,000 and under $25,000,000 
Banks over $50,000,000 


Total 


Number of banks, 30: branches, 40. 
Total resources, $838,810,000 





Number 


mre 


w 


™ Co th 


Resources 
(in thou- 
sands) 


, 823 
732 
059 


yo-—- 
Snr 


43,614 


1, 893 


1, 893 


5, 943 
13, 183 
13, 743 


32, 869 


1, 769 


1, 769 


90, 271 
269, 228 
386, 9R6 
255, 245 

1, 558, 771 


2, 560, 50 


1,474 


21, 993 
71, 518 
147, 708 
130, 328 


371, 547 


14, 586 
, 222 
, 175 
, 630 


SEs 


122, 613 
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National- and. State-chartered banks consolidated, merged, or purchased by other 
National- and State-chartered banks from Jan. 1, 1950, to June 30, 1957—Con. 





Resources 
Number (in thou- 
| sands) 
District of Columbia ‘pombe 876,000) : 
Banks over $50,000,000- 2 | 170, 814 
|\---—_—_————-- ——_ lehemeceEibenES ema 
Total. ved | 2) 170, 814 
Number of banks, 17; branches, 49. Pan toenail 
Total resources, $1,535,909,000. 
Georgia (population 3,759,000) : 
Banks under $5,000,000 2) 1, 362 
Banks over $5,000,000 and under $10,000,000 3 19, 559 
Banks over $10,000,000 and under $25,000,000 1 | 17, 101 
Total : | 6 | 38, 022 


Number of banks, 398; branches, 57. 
Total resources, $2,677,414,000. 

Idaho (population, 636,000): 
Banks under $5,000,000 | y ; 
Banks over $5,000,000 and under $10,000,000. | 2 | 14, 929 
Banks over $10,000,000 and under $25,000,000 2 
Banks over $25,000,000 and under $50,000,000. 1 


Total 


Number of banks, 33; branches, 71. 

Total resources, $592,669,000. 
Illinois (population 9,555,000) : 

Banks under $5,000,000 


d 4 6, 686 
Banks over $10,000,000 and under $25,000,000 | 2 | 23, 842 
Banks over $50,000,000 | 1 | 59, ow 
Total . séul 7 #8, 
Number of banks, 928; branches, 0. a Mi ase | 
Total resources, $17,282,977 ,000. 
Indiana (population 4,482,000) 
Banks under $5,000,000 16 34, 515 
Banks over $5,000,000 and under $10,000,000 g 5 33, 289 
Banks over $10,000,000 and under $25,000,000 1} 16, 153 
Banks over $25,000,000 and under $50,000,000 2 | 84, 909 
Banks over $50,000,000 1 | 156, 256 
Total 25 325, 122 
Number of banks, 474; branches, 190 
Total resources, $4,689,662,000. 
Iowa (population 2,719,000): 
Banks under $5,000,000 4 | 4, 497 
Banks over $5,000,000 and under $10,000,000 2 | 13, 096 
Total 6 17, 593 
Number of banks, 666; branches, 161. 
Total resources, $2,974,022,000. | 
Kansas (population 2,138,000): } 
Banks under $5,000,000 15 19, 192 
Total 15 | 19, 912 
Number of banks, 598; branches, 0. ; > add 
Total resources, $2,261,257,000. 
Kentucky (population, 3,038,000) 
Banks under $5,000,000 18 21, 748 
Banks over $5,000,000 and under $10,000,000 § | 37, 860 
Total 23 59, 608 
Number of banks, 365; branches, 93 Soe tn ee 
Total resources, $2,283,964,000. 
Louisiana (population, 3,057,000) : 
Banks under $5,000,000 1 3, 243 
Banks over $25,000,000 and under $50,000,000 2 | 74, 475 
Total 3 77, 718 


Number banks, 180; branches, 125. 
Total resources, $2,992,126,000. 


ee A SS TN 


f 
} 
I 
\ 
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OF 1957 


National- and State-chartered banks consolidated, merged, or purchased by other 
National- and State-chartered banks from Jan. 1, 1950, to June 30, 1957—Con. 


Maine (population, 917,000 
Banks under $5,000,000 
Banks over $5,000,000 and under $10,000,000 
Banks over $10,000,000 and under $25,000,000 


Total 


Number of banks, 90; branches, 101 
Total resources, $1,031,292,000 

Maryland (population, 2,863,000 
Banks under $5,000,000 
Banks over $10,000,000 and under $25,000,000 
Banks over $25,000,000 and under $50,000,000 
Banks over $50,000,000 


Total 


Number of banks, 158; branches, 196 

Total resources, $2,942,229,000 
Massachusetts (population, 4,861,000 

Banks under $5,000,000 

Banks over $5,000,000 and under $10,000,000 

Banks over $10,000,000 and under $25,000,000 

Banks over $50,000,000 


Total 


Number of banks, 362; branches, 359 
Total resources, $10,907,639,000. 

Michigan (population 7,656,000 
Banks under $5,000,000 
Banks over $5,000,000 and under $10,000,000 
Banks over $10,000,000 and under $25,000,000 
Banks over $25,000,000 and under $50,000,001 
Banks over $50,000,000 


Total 


Number of banks, 408; branches, 415 

Total resources, $8,563, 127,000 
Minnesota (population 3,286,000) 

Banks under $5,000,000 


Total 


Number of banks. 683: branches, f 
Total resources, $4,237,010,000. 
Mississippi (population 2,132,000 
Banks under $5,000,000 
Banks over $25,000,000 and under $50,000,000 


Total 


Number of banks, 196; branches, 10 
Total resources, $1,130,258,000 

Missouri (population 4,307,000 
Banks under $5,000,000 
Banks over $5,000,000 and under $10,000,000 
Banks over $10,000,000 and under $25,000,000 
Banks over $50,000,000 


Total 


Number of banks, 610; branches, 2 

Total resources, $6,089,316,000 
Montana (population 647,000 

Banks under $5,000,000 


Total 


Number of banks, 114: branches, 0 

Total resources, $777,877 ,000 
Nebraska (population 1,432,000 

Banks under $5,000,000 

Banks over $50,000,000 


Total 


Number of banks, 421; branches, | 
Total resources, $1,640,761,000 


Resources 


Number (in thou- 
sands) 
5 11, 045 
= 11, 559 
l 19, 199 
s 41, 803 
10 19, 617 
3 53, 278 
2 61, 301 
2 195, 562 


5 9, 681 
3 18, 926 
6 102, 572 





I 170, 696 
15 301, 875 
29 55, 51 l 

7 105, 562 

3 114, 512 

2 227,115 
48 557, 877 

8 13, 144 

& 13, 144 

7 8, 029 

l 27, 399 

8 36, 028 

6 1, YRS 

] 9, 268 

l 12, 102 

3 380, 899 
il 404, 252 

] 1, 61 

l 1, 61 

4 &, 129 

1 75, O82 

5 83, 211 
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National- and State-chartered banks consolidated, merged, or purchased by other 


Nevada (population 255,000): 
Banks under $5,000,000... 


Banks over $5,000,000 and under $10,000,000__- 


Total_- 
Number of banks, 6; branches, 27. 
Total resources, $331,677 ,000. 
New Hampshire (population 567,000): 
Banks under $5,000,000 


Banks over $5,000,000 and under $10,000,000 


Teal... st. ; 
Number of banks, 108; branches, 3. 
Total resources, $894,660,000 

New Jersey (population 5,475,000): 
Banks under $5,000,000_- 
Banks over $5,000,000 and under $10,000,000 
Banks over $10,000,000 and under $25,000,000 
Banks over $25,000,000 and under $50,000,000- 
Banks over $50,000,000 
Total... 


Number of banks, 299; branches, 319. 
Total resources, $7,839,963,000. 

New Mexico (population 831,000): 
Banks under $5,000,000. - 


Total... sibel 





Number of banks, 52; branches, 30. 
Total resources, $609,622,000. 
New York (population, 16,380,000): 
Banks under $5,000,000 
Banks over $5,000,000 and under $10,000,000 


Banks over $10,000,000 and under $25,000,000- 


Banks over $25,000,000 and under $50,000,000__ 


Banks over $50,000,000 


Total 
Number of banks, 612; branches, 1,229. 
Total resources, $63,445,658,000, 


9 


North Carolina (population, 4,490,000): 
Banks under $5,000,000 
Janks over $5,000,000 and under $10,000,000 


Banks over $10,000,000 and under $25,000,000__ 


) Banks over $25,000,000 and under $50,000,000 
; 

Total. 
: Number of banks, 214; branches, 354. 


Total resources, $2,754,144,000. 


North Dakota (population, 668,000): 
Banks under $5,000,000. - - 


Total... , 3 
) Number of banks, 154; branches, 26. 
9 Total resources, $709,130,000. 


Nm 


Ohio (population, 9,227,000): 
Banks under $5,000,000. . . - 4 
Banks over $5,000,000 and under $10,000,000- 





Banks over $10,000,000 and under $25,000,000_- 


Banks over $25,000,000 and under $50,000,000- 

Banks over $50,000,000. _- ; 
Total. ss 

Number of banks, 620; branches, 443. 

Total resources, $11,383,465,000. 


Oklahoma (population 2,264,000): 
Banks under $5,000,000. _- 


| | eT ee 
oO 


Number of banks, 386; branches, 1. 
Total resources, $2,517,002,000. 


95375—57—pt. 140 


National- and State-chartered banks from Jan. 1, 1950, to June 30, 1957—Con. 


| | — 
Resources 


Number | _ (in thou- 








| sands) 
} | 
| 
pial 2) 9, 253 
J 1 8, 233 
~seeeesewbddtabua e s<s4 3 | 17, 486 
1 1, 548 
2 | 19, 255 
3 | 20, 803 
j 
| 
| 
} 
10 | 33, 871 
27 189, 336 
23 | 327, 720 
6} 222, 057 
¥ 1 | 52, 736 
Ss 67 | 825, 720 
| 
1 | 518 
Widnteleai 1 | 518 
| 
. 65 | 168, 027 
51 | 370, 176 
‘ ‘ 33 | 516, 33 
12 | 361, 503 
sdigacd@aeminere ies Sell 13 | 8, 793, 131 
-——$$—$ $< | —__——_——_ — " 
i sseeddiddsnctan tin 174 | 10, 209, 168 
; 12 26, 283 
2 11, 589 
é 3 } 37,318 
. os 1} 32, 959 
— 18 | 108, 149 
| 
= cana 3 2, 798 
nas 3 | 2, 798 
} 
sda a 37 | 70, 753 
- 7} 46, 788 
De dhhidsa 9 | 140, 541 
‘ dae aé<walad } 3 | 107, 130 
gaacs : 3 | 168, 635 
=e se es tee id 59 533, 847 
| 
| 
ses bhesdhtnbaantawendtoncdne 9 7, 508 
epidsdatindemnadscdatebatdd 9 7, 508 
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National- and State-chartered banks consolidated, merged, or purchased by other 


National- and State-chartered banks from Jan. 1, 1950, to June 30, 1957—Con. 


| 
| 





Oregon (population 1,745,000): 
Banks under $5,000,000__........_- 
Banks over $5,000 000 and under $10,000,000. 
Banks over $10, 000, 000 and under $25 5,000, 000 
Banks over $25,000,000 and under $50, 000,000 
Banks over $50,000,000 

ee 

Number of banks, 52; branches, 150. 
Total resources, $2,024,690,000. 

Pennsylvania (population 11,062,000) : 
Banks under $5,000,000. _............... . 
Banks over $5,000, 000 and under $10,000,000 


Banks over $10, 000, 000 and under $25,000 ,000____- 
Banks over $25,000,000 and under $50,000,000__ 


Banks over $50,000,000__........_. 


Number of banks, 799; branches, 563 

Total resources, $16,221, at 000. 
Puerto Rico (population 2 2,264,000) : 

Banks under $5,000, 000 - 


Number of banks, 10; branches, 67. 
Total resources, $479,417,000. 
Rhode Island (population 839,000) : 


Banks over $5,000,000 and under $10,000,000___- 
Banks over $10,000,000 and under $25,000,000__ 


Banks over $25,000,000 and under $50,000,000 
Banks over $50,000,000 


Number of banks, 18; branches, 88. 
Total resources, $1,352,675,000. 
South Carolina (population 2,390,000): 
Banks under $5,000,000- - - , 
Banks over $10,000,000 and under $25, 
Banks over $25,000,000 and under $50,000,000 





Total....... 


Number of banks, 148; branches, 91. 
Total resources, $943,479,000. 
South Dakota (population 707,000): 
Banks under $5,000,000. ............ 
~oel...i 
Number of banks, 171; branches, 53. 
Total resources, $640,018,000. 
Tennessee (populi ation 3,513,000) : 
Banks under $5,000,000_ . _- 
Banks over $10,000,000 and under $25,000,000- 







Number of banks, 297; 
Total resources, oo 

Texas (population 9,068,000 
Banks under $5,000, 000. ae 
Banks over 55,000, 000 and un¢ ler $10,000,000 
Banks over ,000,000 and under $50,000,000. 
Banks over $50,000,000-_ - 


branches, 146. 





Total. ...2i 





Number of banks, 945; branches, 3. 
Total resources, $11,293,577,000. 





Ranaere eS 











Number (in thou- 
sands) 
a | 16 41, 936 
ouhee 3 10 | 69, 418 
ietietinslh Uieliniatinedintinde diver ol 4 | 50, 538 
eeesrsssisssazss 1 | 36, 071 
iaamaiae 1 | 66, 112 
Si aaikdh he sninteaiaipiatitteishenatain ee 32 264, 075 
} } ee — 
| 
| 
105 | 
oni . 52 
wbboontewelncesdae 26 | 
Se Q | 
ae 9 | 2 
10 | 1, 505, 778 
Sone Ee NS. 202 2, 826, 632 
= ———— 
| 
} 
1 | 3, 766 
diiniicwsieaeedaa 1 | 3, 766 
— = — | ——— = 
2 | 13, 606 
: 3 | 39, 510 
1 | ] 
9 | 645, 114 
} j 
8 13, 543 
in 2 | 26, 452 
1 | 34, 503 
inant 11 | 74, 498 
' 
| | 
2 1, 840 
2 1, 840 
| | 
5 | 8, 423 
1 | 21, 754 
6 30, 177 
| 
~» | wer 
palieddws é 7] 10, 730 
- 1 | 7, 681 
} 2 81,978 
3 t 





| 
| 


FINANCIAL INSTITUTIONS ACT OF 1957 611 


National- and State-chartered banks consolidated, merged, or purchased by other 
National- and State-chartered banks anenstins Jan, 1, 1950, to June 30, 1957—Con. 


janie 











Resources 
Number (in thou- 
sands) 
Utah (population 825,000): | 
Banks under $5,000,000. ss vm Senn daeae 5 11, 635 
Banks over $5,000,000 and under CRO OOD NOE oie. c. cadktecsas othmandienl 7.4 56, 683 
Banks over $10,000,000 and under $25,000,000...............-....-----.-- 1 19, 550 
Sen. 5 Pigs Pe Sie washes 13 | 87, 868 
Number of banks, 48; branches, 49. | 
Total resources, $910,324,000. | } 
Vermont (population 372,000): 
Banks under $5,000,000. 7 12, 309 
Banks over $5,000,000 and under $10,000, 000.._- 3 | 21, 016 
RTE 
GN. i cssncswntccesenchneoess Gal 10 | 33, 325 
Number of banks, 68; branches, 26. 
Total resources, $491,757,000, 
Virginia (population 3,708,000): 
Banks under $5, 000, 000... : it 9 16, 125 
Banks over $5,000,000 and under $10, 000,000... aah | 1 9, 769 
Banks over $10,000,000 and under $25,000,000_ 1 14, 005 
Banks over $25,000,000 and under $50,000,000....................-.-..-.- 2 | 64, 112 q 
© eprenetaene pense cenenientmntinitiniien | 
ele). $69302).. 2. ese 1: 104, oul j 
j= ———— ai 
Number of banks, 312; branches, 182. | 
Total resources, $3,078,963,000. | 
Washington (population 2,713,000): | a 
Banks under $5,000,000_ 35 91, 149 
Be anks over $5,000,000 and under $10,000,000 10 63, 877 | 
Banks over $10,000,000 and under $25,000,000 3 48, 905 i 
Banks over $25,000,000 and under $50,000,000_ l 30, 225 
Le I ade 49 234, 156 
Numbér of banks, 97; branches, 228. | | § 
Total resources, $3,041,824,000. | Ni 
West Virginia (population, 1,994,000): i 
SE NE CE 6 6 ndp cecncuds cdvtucgakanghesecoandaeagoasen 2 1, 243 3 
ele a ee 2 | 1, 243 ; 
Number of banks, 182; branches, 0. | tl 
‘Total resources, $1,278,235,000. | j 
Wisconsin (population, 3,818,000): | a 
Banks under $5,000,000 ‘ 4 7, 859 
Total... 4 
Number of banks, 555; branches, 150, 
Total resources, $4,196,248,000, 
Wyoming (population, 328,000): 
Banks under $5,000,000 é 1 1, 467 
Total_- | 1 | 1, 467 
Number of banks, 53; branches, 0 
Total resources, $372,742,000, | 
Grand total......__- a SE LS ee ee 1, 087 22, 389, 717 


NOrTe. 








Population, number of banks, number of branches, and total resources as of Dec. 31 


, 1956, 
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National- and State-chartered banks consolidated, merged, or purchased by other 
National- and State-chartered banks during the 6 months ended June 30, 
1957 


Total 

Type Number of resources 

banks | (figures in 

millions) 

— — _ ——____— -_— a Le Pe uoi§ _ = 
National banks consolidated with and into other national banks_-_.-.-..--..-] 8 | $88 
Nationa] banks merged with other national banks seabed eval 3 | 20 
National banks purchased by other national banks..--..........--- 1 | 5 
wae os Bo ita css , seal 12 | 113 
State-chartered banks consolidated with and into national banks- --- 5 | 38 
State-chartered banks merged with national] banks wisite . 7 | 71 
State-chartered banks purchased by national banks..................-.-.-- 13 | 31 
S nneeemeenenes — —————$—— 
St G est pean ba ancy ee ->----- 25 140 
Approved by Comptroller of the Currency.............-..---- 37 | 253 
National banks consolidated or merged with and into State-chartered banks_| 8 82 
National banks purchased by State-chartered banks | 4 21 
State-chartered banks merged, consolidated, or purchased with or by State- | 

chartered banks. .......-...-....- . | 22 | 164 
dana dial aic haste cde dpviticidihiplaennt 
Approved by State banking departments 34 | 567 


Total banks absorbed-_........-.-.-- phbibeenabece Maariv 71 | 820 








' 
: 
| 
' 
} 
' 


{ 
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Consolidations, mergers, and purchase and sale transactions approved by the 
Comptroller of the Currency, 1957 





Name of receiving bank 





Arizona: The Valley National Bank, Phoenix. 
California: 
The Bank of California, National Asso- 
ciation, San Francisco. 
Security-First National Bank, Los An- 


geles. 
ee es Te 
Connecticut: Connecticut National Bank, 
Bridgeport. 
Idaho: 
Idaho First National Bank, Boise. ........ 
Do_. 


Illinois: Belleville National Savings Bank, 
Belleville. 
Indiana: 
Purdue National Bank, Lafayette_........ 
American Fletcher National Bank & 
Trust Co., Indianapolis. 
Kentucky: First-Hardin National Bank, 
Elizabethtown. 
Maine: First National Bank, Biddeford___.__. 
Maryland: Farmers & Mechanics-Citizens 
National Bank, Frederick. 
Massachusetts: Merrimack Valley National 
Bank, Haverhill. 
Michigan: Peoples National Bank and Trust 
Co., Bay City. 
New Jersey: 
National State Bank, Newark............. 
The National State Bank, Elizabeth.._.... 
New York: 
Lincoln National Bank & Trust Co., 
Syraeuse. 
Meadow Brook National Bank of Nassau 
County, Freeport. 
Chautauqua National Bank, Jamestown_. 
First National Bank, Spring Valley...-..-- 
North Carolina: 
First National Bank & Trust Co., Ashe- 
ville. 
Ohio: 
Winters National Bank & Trust Co., 
Dayton. 
First National Bank, Cambridge. _...._.-- 
Central National Bank, Cleveland. ..-.... 
Pennsylvania: 
Western Pennsylvania National Bank, 
McKeesport. 
National-Dime Bank, Shamokin--.. 
Miners National Bank, Wilkes-Barre__._- 
Harrisburg National Bank, Harrisburg-_-- 
South Carolina: 
Carolina National Bank, Easley. 
South Carolina National Bank, Charleston. 
Utah: First Security Bank of U tah, National 
Association, Ogden. 
Virginia: Wythe County National Bank, 
W ytheville. 
Washington: 
National Bank of Commerce, Seattle...... 
Do... 
Peoples National Bank of Washington, 
Seatile. 


Total re- 

Name of absorbed bank sources of 

absorbed 

bank 
Bank of Flagstaff, Flagstaff................. $6, 031, 462 
Modesto Bank & Trust Co., Modesto......- 16, 583, 588 
Bank of Laguna Beach, Laguna Beach-..---- 7, 763, 347 
Broadway State Bank, Los Angeles........- 18, 865, 000 
Waterbury Trust Co., Waterbury........... 14, 852, 312 
Homedale State Bank, Homedale..........- 1, 868, 512 
Marsing State Bank, Marsing-...........-.. 1, 318, 351 
Belleville Savings Bank, Belleville.......... 11, 911, 879 
Purdue State Bank, West Lafayette.......- 7, 589, 564 
Wanamaker State Bank, Wanamaker--_-.-..- 4, 863, 754 
Bank of Upton, Upton...................... 731, 532 
South Berwick Trust Co., South Berwick... 1, 492, 588 
Union Bridge Banking & Trust Co.......-- 4, 849, 015 
Methuen National Bank, Methuen. .......- 6, 974, 187 
Bay Trust Co., Bay Oity..................- 3, 079, 259 
Citizens National Bank & Trust Co., | 10, 264,875 
Caldwell. 
First National Bank & Trust Co., Summit..} 13, 848, 141 
Fair Haven National Bank, Fair Haven-...- 925, 396 
Bank of Malverne, Malverne_.............. 10, 009, 358 
Lake Shore National Bank, Dunkirk........| 11, 619, 367 
First National Bank, Sparkill_.............. 6, 176, 183 
Transylvania Trust Co., Bervard.........-- 3, 751, 940 
First National Bank, Waynesville.......... 6, 331, 216 
Phillipsburg State Bank, Phillipsburg..._... 1, 285, 741 
Cambridge Bank, Cambridge............_.. 3, 633, 421 
The Brecksville Bank, Brecksville........_. 8, 482, 125 
First National Bank, Houston. -............. 2, 837, 818 
Shamokin Banking & Trust Co., Shamokin. 2, 159, 181 
First National Bank, Ashley (post office 9, 121, 449 
Wilkes-Barre). 

Second National Bank, Mechanicsburg. ... 6, 475, 740 
Liberty Bank, Liberty_....................- 928, 125 
First Nations af Bank, Greenville....-..-__- 34, 503, 349 
Monroe State Bank, Monroe...............- 2, 060, 111 
Bank of Crockett, Inc., Crockett...........- 488, 454 


Bank of Pomeroy, Pomeroy...........--.--- 2, 3 
Broughton National Bank, Dayton-.-__--.._- 4, 481, 364 
Central Washington Bank, Moses Lake___. 3,4 


Total, Ist 6 months of 1957 (37 banks) _---|...-.--..--.---.----...- se cndtieecsecoeen ae 252, 961, 148 








: 
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National- and State-chartered banks consolidated, merged, or purchased by other 
National- and State-chartered banks during the 6 months ended June 30, 


1957 


Type 


National banks consolidated with and into other national] banks_.__-_-- ; 
Nationa] banks merged with other national banks | 
National banks purchased by other national banks. 


Mia cescacecs 
State-chartered banks consolidated with and into national banks_. 
State-chartered banks merged with national banks__-. 
State-chartered banks purchased by national banks-_-_.--__---- — 
dh hae cnet erindinerenacvweindin access 
Approved by Comptroller of the Currency. --- 


Nationa! banks consolidated or merged with and into State-charterec 

National banks purchased by State-chartered banks 

State-chartered banks merged, consolidated, or purchased with or by State 
chartered banks. -- 


Approved by State banking departments ' . es 


Total banks absorbed. .....------- : es eee 


Number of 


banks 


Total 
resources 
(figures in 
millions) 


$88 

20 

5 

113 
38 

71 

31 


140 
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Consolidutions, mergers, and purchase and sale transactions approved by the 
Comptroller of the Currency, 1957 


Name of receiving bank 


Arizona: The Valley National Bank, Phoenix. 
California: 
The Bank of California, National Asso- 
ciation, San Francisco. 
Security-First National Bank, Los An- 
geles. 
Do 
Connecticut: Connecticut 
Bridgeport. 
Idaho: 
Idaho First National Bank, Boise. .._..... 


National Bank, 


Illinois: Belleville National Savings Bank, 
Belleville, 
Indiana: 
Purdue National Bank, Lafayette._....._- 
American Fletcher National Bank & 
Trust Co., Indianapolis. 
Kentucky: First-Hardin National Bank, 
Elizabethtown. 
Maine: First National Bank, Biddeford___.__. 
Maryland: Farmers & Mechanics-Citizens 
National Bank, Frederick. 
Massachusetts: Merrimack Valley National 
Bank, Haverhill. 
Michigan: Peoples National Bank and Trust 
Co., Bay City. 
New Jersey: 
National State Bank, Newark 


The National State Bank, Elizabeth__...-. 
New York: 
Lincoln National Bank & Trust Co., 
Syracuse. 
Meadow Brook National Bank of Nassau 
County, Freeport. 
Chautauqua Nationa) Bank, Jamestown_. 
First National Bank, Spring Valley....... 
North Carolina: 
First National Bank & Trust Co., Ashe- 
ville. 
Ohio: 
Winters National Bank & Trust Co., 
Dayton. 
First National Bank, Cambridge____..-_-- 
Central National Bank, Cleveland..-._..- 
Pennsylvania: 
Western Pennsylvania National Bank, 
McKeesport. 
National-Dime Bank, Shamokin... _ __- 
Miners National Bank, Wilkes-Barre... - | 


Harrisburg National Bank, Harrisburg- --.- 
South Carolina: 
Carolina National Bank, Easley... 
South Carolina National Bank, Charleston 
Utah: First Security Bank of Utah, National 
Association, Ogden. 
Virginia: Wythe County National Bank, 
W ytheville. 


Washington: 
National Bank of Commerce, Seattle...._. 
Do-_. eel sila as atta teal 
Peoples National Bank of Washington, 

Seattle. 





Total, Ist 6 months of 1957 (37 banks) - rr 


Total re- 

Name of absorbed bank sources of 

absorbed 

bank 
Bank of Flagstaff, Flagstaff................. $6, 031, 462 
Modesto Bank & Trust Co., Modesto......-. 16, 583, 588 
Bank of Laguna Beach, Laguna Beach-.-...- 7, 763, 347 
Broadway State Bank, Los Angeles........- 18, 865, 000 
Waterbury Trust Co., Waterbury..........- 14, $52, 312 
Homedale State Bank, Homedale..........- 1, 868, 512 
Marsing State Bank, Marsing.............-. 1, 318, 351 
Belleville Savings Bank, Belleville.......... 11, 911, 879 
Purdue State Bank, West Lafayette........ 7, 589, 564 
Wanamaker State Bank, Wanamaker-_-_-_---.- 4, 863, 754 
Deak of Daten, CpRGc.scccasasabscisbonnck 731, 532 
South Berwick Trust Co., South Berwick-_. 1, 492, 588 
Union Bridge Banking & Trust Co.......-- 4, 849, 015 
Methuen National Bank, Methuen......-.. 6, 974, 187 
Bay Trust Co., Bay Oity.................-- 3, 079, 259 
Citizens National Bank & Trust Co., | 10, 264,875 
Caldwell. 
First National Bank & Trust Co., Summit..| 13, 848, 141 
Fair Haven National Bank, Fair Haven--..- 925, 396 
Bank of Malverne, Malverne............... 10, 009, 358 
Lake Shore National Bank, Dunkirk-......-_- 11, 619, 367 
First National Bank, Sparkill............... 5, 176, 183 
Transylvania Trust Co., Bervard.........-- 3, 751, 940 
First National Bank, Waynesville.......... 6, 331, 216 
Phillipsburg State Bank, Phillipsburg....... 1, 285, 741 
Cambridge Bank, Cambridge--__...........- 3, 633, 421 
The Brecksville Bank, Brecksville.......... 8, 482, 125 
First National Bank, Houston-_............ 2, 837, 818 
Shamokin Banking & Trust Co., Shamokin.| 2, 159, 181 
First National Bank, Ashley (post office 9, 121, 449 
Wilkes-Barre). 

Second National Bank, Mechanicsburg. .. -- 6, 475, 740 
Liberty Bank, Liberty......._........._-..- 928, 125 
First National Bank, Greenville. --.....-.-- 34, 503, 349 
Monroe State Bank, Monroe...............-. 2, 060, LIL 
Bank of Crockett, Inc., Crockett___.....__-- 488, 454 
Bank of Pomeroy, Pomeroy...........-....-| 2,323, 450 
Broughton National Bank, Dayton--_--.-.-~- 4, 481, 364 
Central Washington Bank, Moses Lake... 3, 479, 904 


dam Gt tee ete chepeenaes Lacdddnonnencanaesaepel wae ite Mae 
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Consolidations, mergers, and purchase and sale transactions approved by the 
State — departments, 1957 


| Total re- 

| sources of 

| absorbed 
bank 


Name of receiving bank 


| 
Name of absorbed bank 


Alabama: Exchange-Security Bank, Birming- | 


Security Commercial Bank, Birmingham $13, 364, 000 


ham. 
California: 

California Bank, Los Angeles..............| Commercial National Bank, Santa Ana ---| 29,355, 341 
I acaba Ie tingle nites | Antelope Valley Bank, Lancaster---.-_-.._-- 6, 967, 000 
es... cee = aaa | Newport Harbor Bank, Newport Beach | 6,063, 000 

| _ (Corona del Mar), | 

Pajaro Valley Bank, Watsonville_.--...-- | Pajaro Valley National Bank, Watsonville 12, 738, 496 

California Bank, Los Angeles...._-...-- — alk Commercial & Savings Bank, | 8,757,000 

Norwalk. 
Connecticut: Stamford Trust Co., Stamford...) The Trust Co. of Old Greenwich, Old | 9,033,000 
| Greenwich. 
Delaware: Equitable Security Trust Co., National Bank of Smyrna, Smyrna ze | 3,256,991 
Wilmington. | i 
Idaho | 

Bank of Idaho, Boise _-. Tc endhtices | First Netiona] Bank, Caldwell | 

Do | Bank of Eastern Idaho, Idaho Falls | 








Massachusetts: Newton Savings Bank, New- | Newton Centre Savings Bank, Newton 22, 235, 000 


ton. | Oenter. 
Michigan: | 
Old Kent Bank & Michigan Trust Co., | Michigan Trust Co., Grand Rapids.-- ..-| 7,461,000 
Grand Rapids. | | 
Citizens Commercial & Savings Bank, | Otisville State Bank, Otisville | 1,601,000 
Flint. | | 
Muskegon Bank & Trust Co., Muskegon__| Muskegon Trust Co., Muskegon. Litiecal 717,000 
Security First Bank & Trust Co., Grand | Ravenna State Bank, Ravenna | 2 842, 000 
Haven. | 
Missouri: First State Bank, Forest City.......| Citizens Bank, Fortescue. --- 3 ; 222, 000 
New Jersey: | | 
County Bank & Trust Co., Paterson -| Haledon National Bank, Haledon 10, 186, 803 
Peoples Trust Co. of Be rgen County, | First National Bank, Oradell-_.-.-- ; 7, 100, 569 


Hackensack. 
New York: | 
First Trust & Deposit Co., Syracuse. -- Cazenovia National Bank, Cazenovia leit 3, 625, 271 
Jamaica Sayings Bank, Jamaica. Rockaway Savings Bank, Far Rockaway...| 26, 429, 000 








First Trust & Deposit Co., Syracuse. ---. | First National Bank, Morrisville_...-__- 1, 889, 967 
The tae rust Co. of Allegany County, Canaseraga State Bank, Canaseraga-.-.-- asel 967, 000 
Wellsville. | 
Bank of North America, New York------- | College Point National Bank of New York, 8, 287, 319 
College Point. 
Ohio: Peoples-Merchants Trust Co., Canton Ohio-Merchants Trust Co., Massillon -- 18, 540, 000 
Pennsylvania: | 

Harrisburg Trust Co., Harrisburg- -_- Highspire State Bank, High Spire_.... | 1,751,000 

Dauphin Deposit Trus st Co., Harrisburg..| Carlisle Trust Co., C arlisle re ...| 7,354, 000 

First Bank & Trust Co., Mechanicsburg ._| Mechanicsburg B: ank, Mechanics sburg x 1, 624, 000 

Provident Tradesmen’s Bank & Trust | Tradesmen’s Bank & Trust Co., Phila- | 301, 672, 378 

Co., Philadelphia. delphia. 
Central Trust Co., Harrisburg---..- | Allison-East End Trust Co., Harrisburg....| 9, 558, 000 
Montgomery County Bank & Trust Co., .» | Penn Valley National Bank, Hatfield... - 8, 007, 673 
Norristown. 

Peoples Trust Co., Wyomissing. -_.....- ...| Strausstown National Bank, Strausstown. 1, 275, 484 
Utah: Bank of St. George , St. George.........| State Bank of Hurricane, Hurricane...._.._. 1, 616, 000 
Vermont: Franklin County Bank, St. Albans_| Richford National Bank, Richford ---- . 1, 258, 639 
Virginia: Southern Bank, Norfolk._..........- Bank of Norview, Norfolk........-. --| 2,981, 000 

|—_____—— 
es ee Ss SEE shisha ccd sed bad cee con ccnsetedstdbqtmbwie sasuddtnee 566, 548, 204 
| — 

SUMMARY 
Total number of commercial banks, Jan. 1, 1950__.__._-__--~- secs sg cs sng 
Less banks absorbed by merger during period 1950-56_____-_- ee enemy ae ee 
Other banks discontinuing business during period 1950-56___--_--~--~-- 83 
CT irae eeeccieniniomis 13, 100 
Plus new banks chartered during period 1950-56___._._._.__-_--__-_-_----- 580 
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Summary of consolidations, mergers, and purchase and sale transactions, by 
years 





Approved by State 


| Approved by Comp- 
| banking departments 


troller of the Currency 
Years 























- 

Number | Total ber | Total resources | N Number | Total resources 
of banks of banks 

met Ae es 

| 
$576, 464, 143 39 $552, 435, 446 
384, 389, 647 54 1, 393, 302, 452 
517, 662, 108 40 302, 468, 222 
Sebtcadecade bo dette vecdacbiedon< 523, 680, 925 | 48 676, 108, 752 
ee seteserereennnnsesenne| 126 | 2, 058, 262, 234 | 90 2, 006, 310, 444 
RG ese eee ee OTE Sai dadsccuenethas 126 | 2 O15, 225, 452 | 99 7, 600, 107, 754 
1956 ad | 105 | 2,380,816, 965 | 81 582, 992, 639 
pelea an renee SS — I 


$0 890001 uu geek os NE Ww 565 | 8,456, 501, 474 | 451 | 13, 113, 720, 709 





Mr. Gipnery. I have here some figures which might be responsive to 
your question, 

In the years 1950 to 1956, inclusive, the Comptroller of the Cur- 
rency approved 565 mergers, with total resources of the banks taken 
over—we put in just the banks that went into another bank, $8,456 
million. 

The State banking departments in that period approved 451 mer- 
gers, with total resources taken over of $13,113 million. 

Mr. Jennrnos. In answer to Mr. Spence’s question as to whether 
the flow was going statewise or coming nationalwise during the 6-year 
period through 1956, 284 State-chartered banks merged into or con- 
solidated into national banks under national charter, and during that 

same period 179 national banks merged into or consolidated into 
State banks under State charter. 

So that the edge has been decidedly in favor of the national system 
as to number. How ever, because of some rather large transactions 
in New York City, the national banks which have merged into State 
banks have had consider ably larger resources. 

Mr. Barrett. Do you have those broken down by States ? 

Mr. Gipnery. We have a tabulation by States. It is not in exactly 
the same form, but it is to show the number of mergers that occurred 
in different States through the years. 

The Cuamman. You have entire authority over the purchase of 
national banks; have you not? 

Mr. Gipney. If two national banks merged, that would be in our 
jurisdiction. 

The Cuatrman. Now, would the FDIC have any authority on that? 

Mr. Gipnery. They would have no authority on that. 

Mr. Muurer. Would the chairman yield at that point on the ques- 
tion of the Federal Deposit Insurance Corporation’s right to approve 
or disapprove ? 

I think Mr. Gidney overlooked the fact that the FDIC has a right 
to refuse insurance to the merged organization. 

Mr. Gipney. No, sir. 

Mr. Mutrer. It must issue the insurance ? 

Mr. Gipnry. National banks 

Mr. Mutter. I am not talking about national banks. 

Mr. Gipney. That was the chairman’s question, where two national 
banks merged. 
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The Cratmrman. In the case of the mergers of State banks, the Fed- 
eral Deposit Insurance Corporation has authority to withdraw its 
insurance. 

Mr. Ginny. We had better be very careful on that question. They, 
of course, always have authority to withdraw insurance under sec- 
tion 8 (c), I believe it is, but that is not what you are speaking of. 

In the case of a merger, their approval w ould be required if there 
is to be a lessening of combined capital and surplus of the merging 
institutions, or if one of the banks is not insured. 

The CHamman. What authority have any of the Federal super- 
visory agencies to control a merger which results in a State bank? 

Mr. GIpNey. They have practic ally none. But if the capital and 

surplus of the combined institution would be less than the capital and 
surplus of the contributing institutions, they would have a power to 
approve or disapprove the 3 merger, or they would have to approve the 
merger to make it effective. They ‘have no other power. 

If there are branches, they may have to approve them. They may 
have before them the matter of branches, but on merger, if the capital 
and surplus is all put together and it is just as much as the capital 
and surplus before the merger, they do not have power to disap- 
prove, 

The Cuatrman. All of those mergers are referred to the Justice 
Department ? 

Mr. Gipney. No, I think not. We have sent material over to 
the Justice Department on a number of mergers, to get their views, 
but they are not all referred. In fact, very few are. 

The Cuarrman. Do any of the banking agencies consider the 
question of whether or not those mergers unreasonably lessen compe- 
tition or tend to create monopoly ? 

Mr. Gipnry. We have watched that rather carefully for a number 
of years, at least for the last several years, and “unreasonably lessen 
competition” is a good phrase. We have thought that they did not 
unreasonably lessen competition. 

The Cuairman. In small towns where there are not many banks, 
it might easily lessen competition and promote monopoly. 

Mr. Gipney. The type of monopoly that is found in a small place. 
In many cities, not by merger but just by fact, there is only one bank, 
and it has a status that—I don’t like to call it monopolistic, but it has 
a status where sometimes they don’t give as good measure of service 
as banks do elsewhere, where there is more competition. 

Mr. Murer. Something of an exclusive franc ‘hise. 

Mr. Gipney. Yes, it has for the time being something of an exclu- 
sive franchise. 

The Cuarrman. Don’t you believe, in any community that can 
reasonably support 2 banks and 2 banks are there, it would be inad- 
visable to allow them to merge? 

Mr. Gipney. Well, there you would have to look at the individual 
ease. I think if they are big enough to make a living, it is rather nice 
if they can go on separately. If they are so small that they can’t 

make a living or must skimp along on the edge of economic starva- 
tion, perhaps it would be better for them and better for the com- 
munity if they were to become 1 healthy bank rather than 2 anemic 
banks. I think it is nice to have two places you can go any time. I 
agree with that. 
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The Cuarrman. If a businessman in the community were refused a 
loan by his home bank he would be compelled to go elsewhere. The 
question asked him would be, Why can’t you get this loan at your 
home bank ? 

Mr. Gipnry. That could be so. Of course, we get around so much 
more easily now than we did in my boyhood that a can can jump in 
his car and in 20 minutes he may reach any one of half a dozen, 2 or 
3, or 1, other banks. And there are openings of that kind that, to us 
in the old days of horse and buggies, were not available. 

The Cuairman. They might still ask him that question, “Where do 
you live? What is your bank?” 

Mr. Groner. They would. But that wouldn’t shut him off from 
telling his story, ae if he has a good story to tell and tells it well, he 
might come out all right. 

The Cuamman. Mr. Barrett. 

Mr. Barrerr. Mr. Chairman, I got the answer to my question up 
to 1953. I suppose you will give us the number of mergers up until 
this present year. 

Mr. Gipney. I think we should provide this material which brings 
it up to 1956 or to June 30, 1957. I have it close by here, and I 
can’t put my hand on it—— 

Mr. Jenninos. Well, Mr. Gidney, may I say I have data here by 
States in answer to Mr. Barrett’s question. 

Mr. Gipney. I think Mr. Barrett has another question. He wants, 
first of all, to bring this material up to date, which we can do. 

Mr. Barrerr. I was interested in Pennsylvania. 

Mr. Gipney. Well, Mr. Jennings says we have material here which 
we prepared from January 1, 1950, to December 31, 1956, by States. 
Pennsylvania had 182 mergers in the 7 years, and those involved 
assets of the banks merged into other banks of $2,397 million. 

There were 97 banks under $5 million, 43 banks over 5 and under 
$10 million, 25 banks over 10 and under $25 million, 8 banks over 
$25 million and under $50 million, and 9 banks over $50 million. 

So that was the record in Pennsylvania. They have been quite 
active there. 

Mr. JenniNGs. And at the end of 1956 in Pennsylvania there were 
799 commercial banks operating 563 branches, having total resources 
of $16,200 million. I am merely pointing that out to show that 
Pennsylvania continues to be served by a large number of banks. 

Mr. Mumma. Isn’t it true that these mergers have seldom closed 
any banking facilities for the transaction of ordinary business? 

Mr. Gipnry. Yes; that is true. If the 2 banks are side by side, 2 
doors apart, they probably move into 1 of the offices. 

Mr. Mumma. Those banks are usually pretty close in other ways, 
too; aren’t they ? 

Mr. Gipnry. That could be. If they have branches, they will keep 
practically all of the branches. 

Mr. Mumma. The situation in my community, Harrisburg, as you 
know, has been very active in consolidation of banks, particularly 
between the two large ones, but that has actually increased the banking 
facilities in the community because there is another trend. 





| 
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In all these shopping centers, the big thing is to get a bank, and 
that has enabled some of the smaller banks that aren’t interested or 
aren’t part of these mergers to open a branch in one of the shopping 
centers, and it is terrific the business they do with people depositing 
money. 

So I don’t think in the ordinary community, which I believe ours 
is, there is a diminishing of the ability of people to get into a bank 
easily. 

Mr. Gipney. You have certainly mentioned a visible trend. The 
people demand that the bank come close to them, and the shopping 
center makes an effort to get a certain group of stores, and in the usual 
case makes an effort to get a bank or a branch bank, and we have a very 
large number of applications for branches, and occasional application 
for new charters for banks to go into shopping centers. 

Mr. Tatiz. Will you yield to me, Mr. Mumma? 

Mr. Mumma. Yes. 

The Cuarmman. Mr. Barrett has the witness. 

Mr. Mumma. Excuse me. 

The Cuarrman. Did you get through, Mr. Barrett? 

Mr. Barrerr. Yes; I will yield my time. 

The Cuareman. Thank you. 

Mr. Parman. At the right time, Mr. Chairman, I want to finish my 
questions, but I am not impatient. 

Mr. Tatxe. Returning to the point that Mr. Mumma was discuss- 
ing, is it not true that in a number of those instances in which so-called 
banks are set up in shopping centers—they really aren’t banks in the 
full sense? They accept deposits, and they can pay out money, but 
they don’t make loans; they are more or less exchange centers, are they 
not, at least some of them, Mr. Gidney ? 

Mr. Gipney. Yes; that is true, but of course they run all of the way 
from that teller’s window description, which you have given, up to a 
pretty full-scale operation if they can do well in the particular area. 

Mr. Tatuz. Probably the tendency would be, as the shopping center 
grows, for those exchange centers to become banks or branches of 
banks doing full-scale banking. 

Mr. Giney. Shopping centers vary a great deal. We made a trip 
to a large city to look at a particular shopping center. It was very 
impressive in the character of the establishments there, and we author- 
ized a charter for a bank there. They were having 35,000 families 
deal with that shopping center, so that has the possibility of being 
a very good location for a bank. 

Another one may get much less, a great deal of difference, but they 
all want banks in the centers. 

Mr. Tauxe. I will ask another question. It has to do with thie in- 
surance business carried on by the banks in a city, let us say, of less 
than 5,000 population. 

I wonder if it would not be fair to permit banks that started in a 
town with a population of perhaps 7 or 8 hundred and now have 
grown beyond 5,000 to continue their insurance business because of 
the element of goodwill and a number of other considerations. I can 
see there is an alternative. The officers could organize a separate 
company, perhaps, and carry on the insurance business. On the 
other hand, I was wondering if it wouldn’t be fairer to permit those 
banks to continue beyond the 5,000 population limit. 
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Mr. Gipnuy. That was brought up by a letter which was intro- 
duced, and this particular bank would like to have the grandfather 
clause so that when their twon grows beyond 5,000, which evidently 
is anticipated, they could carry on. 

Well, we think that would be fair and proper. 

Then of course we also spoke of our belief that banks, national 
banks, might be authorized to do insurance business in that field, that 
field of insurance agency, if State banks were allowed under the 
laws of the State. Hither one of these provisions would be helpful, 
in our opinion. They were not accepted by the Senate committee, 
but we still believe they would be helpful. 

Of course, both perhaps would not set too well, because if you gave 
them authority to handle insurance where State banks are permitted, 
that would carry along the authority under the provision with the 
population limitation of 5,000. But by implication, it would forbid 
them where State banks are forbidden, and that might take away 
the 5,000-population arrangement. 

Whether you could combine these provisions, I don’t know. 

Mr. Mumma. Mr. Talle, will you yield a minute ¢ 

Mr. Taiz. Yes. 

Mr. Mumma. I have a letter from the president of the Pennsyl- 
vania Bankers Association in this matter, which has been discussed 
in the committee several times, and I would like permission, Mr. 
Chairman, to put it in the record. 

(Whereupon, at 10: 37 a. m., Mr. Brown, presiding :) 

Mr. Brown. All right. 

(The letter referred to follows :) 


THE First NATIONAL BANK or LEBANON, 
Lebanon, Pa., July 29, 1957. 
Hon. WALTER M. MUMMA, 
House of Representatives, Washington, D. C. 

DeaR WALTER: Referring to our recent correspondence about the Financial 
Institutions Act of 1957 and your letter of July 9, I have received a reply from 
the American Bankers Association on the subject of national banks being per- 
mitted to write insurance when they are located in communities of less than 
5,000 population. Some States give the State-chartered banks permission to en- 
gage in such insurance activity. Therefore, national banks have the same powers 
in those States. As I stated before, I am not in favor of banks being in the 
insurance business because of many headaches which might be caused by this 
specialized-type of activity. I am quoting below from the ABA’s reply to my 
letter of inquiry. 

“Under the present provisions of the National Bank Act, national banks in 
communities of less than 5,000 population are permitted to act as insurance 
agents. Those national banks which have taken advantage of this provision, 
insofar as I am informed, engage in the sale of fire insurance and casualty in- 
surance but do not generally engage in the sale of life insurance, although I 
do not know anything that would prevent them from selling life insurance as 
the law specifically authorizes acting ‘as agent for any fire, life, or other insur- 
ance company authorized by the authorities of the State in which said bank is 
located to do business in said State, by soliciting and selling insurance and 
collecting premiums on policies issued by such company.’ 

“In the committee print bill, which was the subject of the hearings last Jan- 
uary and February before the Senate Banking and Currency Subcommittee, this 
provision was amended in two respects. The amendment would have permitted 
national banks in those States which authorized State banks to engage in the 
business of acting as insurance agent to likewise engage in such business to the 
same extent as State banks were permitted to do so without regard to the size 
of the city or town in which the national bank was located, and also to permit 
a national bank which commenced the business of acting as insurance agent at 
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a time when the population of the community in which it was located was less 
than 5,000 to continue in such business even though the population of such com- 
munity subsequently exceeded 5,000. 

“This amendment in the committee print bill was recommended by the Ad- 
visory Committee appointed by Senator Robertson to assist in the Senate Bank- 
ing Committee’s study of the banking laws and was supported by the Comptroller 
of the Currency and by the ABA. This amendment, however, was net included 
in S. 1451 as reported by the Senate Banking Committee and passed by the 
Senate. 

“The ABA Federal legislative executive committee met here last week to give 
consideration to the position to be taken by the ABA, at the hearings currently 
being held by the House Banking and Currency Committee on the Financial In- 
stitutions Act of 1957. Our committee agreed to renew its recommendation that 
national banks be permitted to act as insurance agents on the same basis as 
State banks in those States which authorize State banks to engage in such 
business without a similar population limitation.” 

Should you desire any further information on this or any other banking sub- 
ject, do not hesitate to let me know. It is always a pleasure to hear from 
you. 

Cordially yours, 
Metvitrtr M. PARKER, 
Executive Vice President. 

Mr. Tauiz. The term or expression “department store finance” has 
been used on occasion, the idea being that all financial services could 
be provided under one roof. 

realize that has advantages. Of course, on the other hand, that 
does encroach on private individual business. Insurance is a very 
fine business, and it is only proper that we should consider the 
independent insurance businessmen, so that we don’t do something 
that would be harmful to them. 

Mr. Gipney. Well, that has to be considered, certainly. 

Mr. Tatxe. That is all, Mr. Chairman. 

Mr. Parman. Mr. Chairman. 

Mr. Brown. Mr. Patman. 

Mr. Parman, Mr. Gidney, the statement you have prepared about 
interest rates, and also the statement about the amount of money in 
circulation, I would like to have inserted, Mr. Chairman, at this point 
in the record. 

Mr. Brown. That may be done. 

Mr Parman. I would like to accompany it with a statement 
of my own about the interest rates and a statement from Harper's 
magazine, which is pertinent. It is not a long one. 

Mr. Brown. It may be included. 
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(The data referred to above is as follows :) 


TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, D. O., August 7, 1957. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. CO. 


My Dear Mr. CuarrMAn: During the course of the hearings on S. 1451 and 
H. R. 7026, Representative Patman requested that we furnish a statement of 
the rates of interest permissible under State law in the various States. 

Pursuant to Mr. Patman’s request there is enclosed herewith a table setting 
forth the legal and contract rates of interest specified by statute in the various 
States, and also the maximum discount at which a third party’s paper may be 
sold by an owner to a bank. The legal rate of interest is that which applies in 
cases where interest is due but no rate is specified such as in the case of judg- 
ments and matured but unpaid obligations. The contract rate is that which may 
be agreed upon by the parties to a contract. 

As a general rule the contract rate is the maximum rate which may be charged 
on the unpaid balance of loans whether the interest at the date of origination is 
added on to the amount of the loan or deducted in advance in the form of a 
discount transaction. In a few States interest may be deducted in advance at 
the contract rate specified even though this would result in a higher rate of 
interest actually being paid on the unpaid balance. The contract rate may or 
may not (usually it does not) apply to the purchase of paper at a discount from 
an actual owner thereof who is not the maker, depending upon the statute or 
case law of the State. It is this latter type of transaction that is dealt with in 
the proposed amendment to the Federal interest statute. If the contract rate 
does not govern the amount of discount that may be agreed upon, and the amount 
of the discount is not limited by a separate statute, State banks are free to 
negotiate with the owner of such paper regarding its purchase or discount price. 
We believe national banks should be similarly situated in such States. We wish 
to emphasize that the individual makers of notes owned by the person or firm 
seeking to sell them to a bank are not affected by the amount of discount at 
which the owner may decide to sell. As an example, a $1,500 note may be drawn 
at a 5 percent interest rate and given to a dealer as payment for a commodity. 
The dealer may agree to sell the note to a bank at a discount of 8 percent. The 
maker pays of only $1,500 at the 5 percent interest rate. The dealer obtains the 
proceeds of the $1,500 note less 8 percent discount as a result of the negotiated 
sales transaction. 

A majority of the States have small loan laws which establish rates of interest 
which in many cases are higher than the contract rate. These laws apply pri- 
marily to personal loans of small amounts. There is enclosed a summary of the 
small loan laws in those States in which such laws have been enacted. 

National banks may charge on loans only those rates of interest specified in 
State law in all cases where State law specifies a maximum rate, Where there 
is no maximum rate specified in State law National banks are limited by Federal 
law to 7 percent. 

Ray M. GIpney, 
Comptroller of the Currency. 
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Rates of interest 





State | Legal | Contract Discount on purchased paper * 
| rate! | rate 2 | 


Percent | Percent 
ATF 6 8 | No limit. 
tee 6 8 | No limit, except that on consumer installment paper the 
maximum discount rate is 8 percent on Ist $1,000 and 6 
percent on next $2,500. Over $3,50u the discount rate may 

i not exceed 8 percent simple interest. 


7] 
| 




















Arkansas. .....-...... 6 10 | No limit. 

California...._........- 7 10 | No limit, except that on automoblie loans there is a 12 pere 

| cent maximum discount rate. 

Colorado........-.-----| 6 (4) | No limit, 

Connecticut. ~..-.....--] 6 12 Do. 

Delaware. -___-- = are, 6 6 Do. 

District of Columbia--.- 6 8 Do. 

2 er ae _ 6 10 | Do. 

Georgia........._.-__| 7 8 Do. 

Idaho.____. ibd’ 6 | 8 Do. 

MN SC oe Sk hs | 5 7 | Do, 

SS a ee ee | 6 8 | No limit, except that on consumer installment paper bank 
| | is not permitted to discount at less than the unpaid princi- 
| pal amount. 

wthousi-iness | 5 | 7 | No limit. 

Kansas - | 6 | 10 Do. 

Ee mane anh 6 6 Do. 

Louisiana -.._-_-.-...-.- 5 8 Do. 

Maine: .u222---.-+--2- 6 (4) Do. 

Maryland... _........ 6 6} Do. 

Massachusetts -- -- s 6 (*) | Do, 

Michigan_.............. 5 7 | Do. 

Minnesota_..........--- 6 8 | Do. 

Mississippi--_-_...-.----- 6 8 Do. 

Missouri__..-.-- ee 6 | 8 Do. 

Montana-.......-....-- 6 10 Do. 

Nebraska.........-...-. 6 9 | Do. 

| TE 7 12 | Banks not permitted to charge discount rate that would ex- 

ceed 12 percent interest on the unpaid balance. 

New Hampshire_-____-- 6 i) | No limit. 

New Jersey.--...---.-.- 6 6 Do. 

New Mexico___....---. 6 12 Do. 

INOW BOE..cc2US LoL: 6 6 | 6 percent on ordinary note but no limit on consumer install- 

ment paper. 

North Carolina------..-- 6 | 6 | No limit. 

North Dakota_---.--.-- 4 7 Do. 

ae 6 8 Do. 

Oklahoma. .-.......--.-- 6 10 Do. 

in cae ercnssnci j 6 10 | Do. 

Pennsylvania___......_- i 6 6 Do. 

Rhode Island._.____---.| f 30/ Do. 

South Carolina... -..-- 6 7 | Do. 

South Dakota__-._-.-.-- j 6 & Do. 

Tennessee.__._..______-| 6 | 6 | 6 percent. 

Tepes. -.....slab Jat 6 10 | No limit. 

RPGs Fda tae eg ss 6 j 10 | 10 percent except that on contracts up to $7,500, 1 percent 
| times the number of months, and on consumer paper of 

less than $5,000 and running for less than 63 months 7 per- 
cent diseount to yield not over 14 percent simple interest. 

Se 6 6 | No limit. 

WN een ea 6 6 | Do. 

Washington. _.-..--.... | 6 12 | Do. 

West Virginia__-..._-..- | 6 6 Do. 

i 5 | 10 Do. 

We hienciendecueses | 7 | 10 Do. 

1 Applicable where no rate is specified such as judgments or past due obligations, 

2 Applicable to direct loan transactions (whether discounted or drawn with int t) bet 1 bank an 
the maker of note. 

3 Maximum discount at which a third party’s paper may be sold by owner to bank, 


4 No limit. 


Smartt Loan Laws 
Alabama 


Credit unions may make loans at a rate not exceeding 1 percent per month. 
A small loan act regulating persons or corporations engaged in the business of 
making loans of $300 or less allows only the regular maximum rate of 8 per- 
cent per annum. 


California 


Under small loan law (Finan. C. 24451-2) no more than 10 percent on unpaid 
balance may be charged on loan of $300 or less and interest shall not be collected 
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in advance or compounded. Under personal property brokers law (Finan. C. 
22451) persons licensed thereunder lending on personal property security may 
charge no more on unpaid principal balances than 244 percent per month on the 
first $100, 2 percent per month on balance up to and including $500, and 5/6 of 
1 percent per month on remaining balance in excess of $500; and special limita- 
tions further restrict charges where security is insured against loss in favor of 
lender (Finan. C. 22452). 

Credit unions may charge no more than 1 percent per month interest (Finan. 
©. 14900). Industrial loan companies may charge, on unpaid principal bal- 
ances, up to 214 percent per month on the first $100, 2 percent per month on 
balances up to $300, and 10 percent per annum on remaining balances in excess 
of $300 (Finan. C. 18655). No pawnbroker may charge more than 2 percent 
per month on unpaid balances up to $100, and 1% on the remainder (Finan. C. 
21200). 


Colorado 


If licensed, person engaged in business of making loans not exceeding $1,500 
may charge up to 3 percent per month on amounts up to $300, 1% percent per 
month upon excess of $300 and not exceeding $500, and 1 percent per month on 
the excess (1955, H. B. 270). 


Connecticut 


A person, partnership, or corporation licensed under the Small Loan Act may 
charge a rate not exceeding 3 percent per month on that part of the unpaid bal- 
ance of the loan not in excess of $100, 2 percent per month on that part of the 
unpaid balance in excess of $100 but not in excess of $300, and % percent per 
month on any remainder of such balance, but the loan may not exceed $500. 
Interest may not be payable in advance or compounded and is. computed on un- 
paid principal balances. No charge, in addition to interest, may be made for 
examinations, service, brokerage, etc. Interest in excess of this amount makes 
loan unenforcible (2762d, 2765d). 


Delaware 


Persons, firms, and corporations, properly registered, may charge 2 percent, in 
addition to legal rate, on loans not exceeding $500 (5—2108). 


District of Columbia 

It is illegal to engage in the business of lending money at a rate of interest 
greater than 6 percent without procuring a license as a moneylender, With 
such a license, 1 percent per month may be charged, which must cover all fees 
and expenses except those attendant upon foreclosure; such interest may not 
be deducted from principal when the loan is made (sec. 26-605). 
Florida 


Persons, copartnerships, or corporations specially licensed to engage in busi- 
ness of making loans of $300 or less may charge 314 percent per month on such 
loans (516.14). 

Interest rates on loans made by credit union may not exceed 1 percent a month 
on unpaid balances (657.14). 

Discount consumer financing is regulated (519.01-19). 


Georgia 

On secured or unsecured loans of $300 or less the interest rate may be 1% 
percent per month. Interest may not be paid in advance nor compounded... Con- 
tract is void and loan is not collectible when the interest is excessive. No per- 
soh may Owe any licensee, as such, at any time more than $300 for principal 
(25-313). 
Idaho 

On loans of $100 or less, where interest charge is less than $1, service charge 
may be added for difference between interest charged and $1 (27-1906). 

Persons, copartnerships, associations and corporations. may be licensed by 
Commissioner of Finance to make loans, not, secured by mortgage on real estate, 
not exceeding $300, and may charge up to 3 percent per month (26-2002-24). 
Illinois 


On loans of $500 or less, licensees of State department of insurance may charge 
3 percent per month on first $150 and 2% percent per month on the next $150 
and 1 percent per month on the excess of the unpaid balance (74-31). 








a 
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Indiana 

Persons licensed under Petty Loan Act may charge on loans of $300 or less 
rates not to exceed 344 percent. per month on amount up to $150 and 214 percent 
per month on excess, unless different rates are fixed by department of financial 
institutions (18-3002). 


Iowa 

Persons, copartnerships or corporations engaged in making loans of $300 or 
less, when licensed by Superintendent of Banking, may charge rate fixed by 
Superintendent of Banking, which may not exceed 3 percent per month on amount 
up to $150 and 2% percent per month on excess (ch. 536). 


Kansas 

Licensees may charge 3 percent a month on first $300 and 10 percent a year 
on the balance up to $2,100. Insurance may be written on loans over $300 (1955, 
ch. 135). 


Kentucky 

Persons licensed to make small loans may contract in writing for interest at 
rate of 344 percent per month on unpaid balance up to $150, and 2% percent per 
month on excess up to $300 (K. R. S. 288.150). 


Louisiana 

Duly licensed company making loans of $300 or less may charge 3% percent 
a month on part of unpaid principal balance not in excess of $150, and 2% per- 
cent'a month on remainder. After expiration of 12 months from last contractual 
installment date, interest on unpaid balance may not exceed 8 percent per annum 
(T. 6, see. 654). 


Maine 

On loans not exceeding $300, interest up to 3 percent per month on amount not 
exceeding $150, and 2% percent on the excess may be charged if lender is licensed 
by State bank commissioner to engage in business of making such loans, but 
interest must be computed on unpaid balances, and may not be taken in advance 
or compounded (ch. 59, secs. 217-218). If lender not licensed, rate on loan not 
exceeding $300 may not exceed 12 percent per annum. This act does not apply 
to banks, trust companies, or building and loan associations (ch. 59, sec. 225). 


Maryland 

In ease of loans of $300 or less, interest may be charged at rate not exceeding 
314 percent per month, provided license for making such loans has been obtained 
(art. 58A). 

“Industrial finance companies,” which must be licensed by bank commissioner, 
may lend up to $1,500 and, in adidtion to 6 percent interest, may collect certain 
service, delinquent, and other charges (art. 11, secs. 163-205). 


Massachusetis 

Any rate of interest or discount may be reserved by special agreement which, 
if for more than 6 percent, must be in writing (ch. 107, sec. 3) except that (1) 
on loans of less than $1,000, made at a rate of more than 6 percent per annum, 
other than those hereinafter referred to, discharge may be secured on payment 
of principal and agreed interest if less than 18 percent a year or on payment 
of 18 pereent interest if agreed rate higher than 18 percent for period expiring 1 
year after maturity and 6 percent thereafter (1946, ch. 223), plus not more than 
$5 for actual expenses of making and securing the loan may be recovered (ch. 140, 
sec. 90) ; (2) whoever engages in business of making loans of $300 or less (net 
to borrower, 1934, ch. 179), and charges on any such loan interest and expenses 
at rate of over 12 percent per year must be licensed, and if such person charges 
a rate of interest more than set by bank commissioner (which must not exceed 
2 percent a month for period expiring 1 year after maturity, and thereafter 6 
percent a year), loan may be declared void and interest ordered refunded 
(ch. 140, secs. 96, 100, 103 ; 1941, ch. 158; 1946, chs. 119, 174) ; (8) maximum rate 
of interest chargeable by pawnbrokers may be fixed by licensing authorities (ch. 
140, sec. 78) ; (4) mortgage of household furniture on which interest of 18 per- 
cent or more is charged must comply with statutory requirements (ch. 140, 


sec. 92). 
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Michigan 
Licensee under Small Loan Act may charge, on unpaid balance of loan not 


exceeding $500, 3 percent per month on first $50, 2144 percent per month on bal- 
ance up to $300, and three-fourths of 1 percent on excess over $300 (sec. 493.13). 


Minnesota 


Licensee under Small Loan Act may charge up to 3 percent per month on un- 
paid balance of loan not exceeding $300 (56.13). 

Bank may make installment loans not over $2,500 and charge 6 percent on 
whole amount to maturity of final installment (1955, ch. 616). 


Missouri 


On loans of $400 or less not secured by a lien on real estate, unprocessed farm 
products, livestock, farm machinery, or crops and not to corporations, interest 
may be charged in any manner at a rate which must not exceed the rate (@) 
which will yield $15 for $100 of principal repaid in 12 equal and consecutive 
monthly installments of principal and interest combined, and (b) which must 
not exceed 2.218 percent per month on the unpaid principal balances. Interest 
cannot be discounted or deducted from principal or received at time loan is 
made, nor compounded. Repayment must be in consecutive monthly install- 
ments, none substantially greater than any preceding installment, but first install- 
ment may be payable any time within 45 days. 

Nebraska 

Registered banks engaged in personal loan business may charge up to 18 per- 
cent per annum on first $1,000 and up to 12 percent on excess, computed at simple 
interest on amount actually received. Interest and other permitted charges can- 
not be taken in advance but may be computed at monthly rate and included in 
installments (8-806). 

Licensed small loan dealers may charge up to 36 percent per annum on first 
$150, 30 percent on excess up to $300 and 9 percent on excess up to $1,000 


(45-137). If indebtedness exceeds $1,000, oniy 9 percent may be charged 
(45-138). 


Nevada 


Person engaged in business of making small loans must obtain license from 
superintendent of banks, and may then charge, on loans not exceeding $1,500, 
3 percent a month on the first $300 and 1 percent a month on any amount over 
$300 of the unpaid principal balance of any loan (753~759.08, S. 1951). 


New Hampshire 


Small loans.—Person, partnership, or corporation obtaining special license 
may charge up to but not in excess of 2 percent per month on loans not exceed- 
ing $300. 


New Jersey 


Small loans.—Maximum rate of interest on loans of $500 or less by licensed 
persons or corporations is 24% percent per month on part of unpaid balance 
not exceeding $300 and one-half percent per month on any remainder of unpaid 
balance. For computation of interest where fraction of month is involved, day 
is considered one-thirtieth of a month. No charges other than interest per- 
mitted ; interest not to be paid in advance. Principal and interest are forfeited 
if higher interest or charges are made (title 17, ch. 10). 

Bank loans.—Bank may deduct interest in advance and require repayment 
of principal in installments, on loans the net proceeds of which do not exceed 
$2,500. Maximum amount of interest which may be charged is regulated by 
statutory formula effect of which is to yield maximum rate of 11.784 percent 
on average outstanding unpaid balance (title 17, ch. 9A, sec. 53). If balance 
is paid before maturity or maturities of unpaid installments are accelerated, 
bank must allow credit for interest taken in advance (title 17, ch. 9A, sec. 56). 
Maximum period for such loans is 2 years and 1 month, with certain exceptions 
where period may be for 3 years and 1 month. 


New Mevzico 


Small loans.—The Small Loan Act applies to all persons who lend amounts 
of $1,000 or less. Rates permitted are 3% percent per month on first $160; 
3 percent per month on next $150; 1 percent per month on excess over $300. 
Small loan companies are closely supervised by the State bank examiner. If 
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the act is violated, the violator is guilty of a misdemeanor and the loan made 
in violation is void, the lender having no right to collect, receive, or retain 
any principal, interest, or charges (48-17-30—58). 


New York 


Installment loans by banks.—Interest rates chargeable by banks on notes 
given for loans, repayable in installments, to finance the purchase of personal 
property are restricted to not more than 12 percent a year on the unpaid balance, 
or $10 whichever is greater. Additional charges may be made for the cost of 
insuring the life of the borrower (B. L. sec. 108, 1—a). 

Small loans.—Credit union may charge its members 12 percent, or 6 percent 
if interest is deducted in advance (B. L. sec. 453). 

Bank or trust company authorized by superintendent of banks to operate a 
personal loan department may charge 12 percent on loans where total unpaid 
loans to any one borrower does not exceed $5,000. (B. L. sec. 108). 

Licensed lender may charge, on loans up to $500, 214 percent month on unpaid 
principal balance up to $100, 2 percent per month on balance between $100 and 
$300 and one-half percent on any remainder, but may not separate or divide a 
loan, deduct interest or other charges in advance or compound interest except 
on renewals of loans charges on which accrued more than 60 days prior to 
renewal date (B. L. sec. 352). 


Ohio 


Small loans.—Licensed lender may charge, on loans not exceeding $1,000, 
3 percent per month for part up to $150, 2 percent per month for part between 
$150 and $300 and 8 percent per annum, payable monthly, on all over $300. No 
charges can be received in advance or compounded (1821.13). 


Oklahoma 


Small loans.—Licensee under Small Loan Act may charge 10 percent per 
annum, plus an agreed fee for expenses not to exceed 5 percent and in no event 
to exceed $15 not oftener than every 6 months, plus 2 percent per month, not to 
exceed $2, for certain additional expenses (15-280-15). 


Oregon 


Small loans—Licensed small loan lenders may charge interest as follows: 
unpaid balance up to $300, 3 percent per month; unpaid balance over $300 and 
up to $500, 2 percent per month; unpaid balance over $500 and up to $1,500, 
1 percent per month (1955, ch. 71). Industrial loan companies may deduct 10 
percent in advance, plus certain incidental charges (724.130, 724.140). 


Pennsylvania 


Small loans.—On loans of $600 or less, with or without security, those specially 
licensed, may charge 3 percent per month on unpaid principal balance not in 
excess of $150, 2 percent on unpaid principal in excess of $150 but not in excess of 
$300, and 1 percent on remainder of unpaid principal (7-755). Where lender 
holds tangible personal property as security, interest may not exceed legal rates 
chargeable by pawnbrokers. 


Rhode Istand 


Small loan businesses.—No person engaged in the making of loans, except 
banks, licensed pawnbrokers, building and loan associations, etc., may charge 
over 12 percent per annum on loans of $300 or less, except that persons duly 
licensed by the department of business regulation may make loans up to $300 and 
charge interest, not in advance, at 3 percent per month on unpaid balance of 
principal computed on days actually elapsed, but may make no other charges 
except recording fees, or by further license may charge 8 percent in advance, 
receiving payment in installments with or without an allowance of interest upon 
such installments and also receive interest at the rate of 8 percent on any unpaid 
installments. Loans made in violation of these provisions are void and cannot 
be collected (ch. 149). 


South Dakota 


Small loans are regulated (1953, chs. 15, 16). Rates in excess of those other- 
wise permitted-are legalized under.two different acts, the so-called Installment 
Loan Act (1953,.ch. 15) and the Installment Repayment Small Loan and Con- 
sumer Plan Act (1953, ch. 16). ‘Those operating thereunder must be licensed by 
the department of banking and finance. Licensees may charge interest not ex- 
ceeding 36 percent per annum on unpaid principal of any loan not exceeding 
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$300, and 9 percent per annum on any remainder of such unpaid principal 
balance, with $2,500 the limitation of any such loan. A minimum interest 
charge of $2 is authorized. 


Tennessee 


Small loans.—On loans not exceeding $300 6 percent per annum may be 
deducted and 1 percent per month charged on unpaid balance (45-2113). 


Utah 


Small loans.—Application for license made to bank commissioner, who may 
revoke or suspend license for cause. Licensee may contract for and receive, on 
loans not exceeding $600, charge of 3 percent per month on unpaid principal bal- 
ance. Charges may not be paid, deducted or received in advance nor compounded. 
Loans in excess of $600 are governed by usual maximum rate. 


Vermont 
Small loan companies may lend not to exceed $300 at 2%4 percent per month 


on unpaid principal balance not exceeding $125 and 2% percent per month on 
remainder. Interest includes all expenses in connection with the loan (8986- 


9022). 
Virginia 

Smali loans.—Licensees under Smail Loan Act (6-274 to 6-338) may charge 
rate of interest fixed by corporation commission which must not exceed 2% 
percent per month on that part of the unpaid principal balance of any loan not 
in excess of $300 and 1% percent a month on any remainder of such unpaid prin- 
cipal balance (6-301, 6-302) ; provided, however, that charge may not exceed 6 
percent per annum (@) on amount of judgment based on such loan (6-303), 
(b) after 90 days from date of adjudication on loan properly scheduled and dis- 
chargeable in bankruptcy (6-304), (c) after 90 days from date of death of 
borrower (6-305) or (d) after 23 months from date of making loan (6-306). 
Bankers may loan or discount at 144 percent for 30 days, collect in advance, plus 
an investigation fee of 2 percent on loans under $1,000. 


Washington 


Small loans are regulated under provisions of 31.08.010 et seq. Loans up to 
$500 may be made by licensed and qualified lenders at rates not exceeding 3 
percent per month on amounts up to $300 and not exceeding 1 percent per month 
on remainder, 


West Virginia 

Small loans.—Persons making loans not exceeding $300 and licensed by bank- 
ing commissioner may charge not to exceed 2% percent per month, except that 
3% percent may be charged on first $150. If a greater rate be charged, the entire 
contract is void. (ch. 47, art. 7A.) 


Wisconsin 


Small loans.—Under the Small Loans Act (ch. 214), the rate of interest on 
loans not exceeding $300 is determined by the department of banking. 


Wyoming 


Small loans.—On loans not exceeding $150 the maximum rate is 314 percent 
per month, $150 to $300 the rate is 24% percent per month, and $500 to $1,000 the 
rate is 1 percent per month, plus $1 for recording and a $1 service fee for a loan 
or series of loans during a 12-month period the total of which is not more than 
$50 (39-1111). Penalty for violation is a fine of not less than $100 nor more than 
$300 or 60 days’ imprisonment or both, Written itemized statements of trans- 
action must be given borrower. (1953, ch. 142). 

Banks, trust companies and finance companies may charge 8 percent per annum 
on loans not exceeding $1,000, repayable in installments or otherwise: if total 
interest or discount is less than $3 a service charge of 50 cents for each install- 
ment may be made in lieu thereof (39-1113). Bank or trust company making 
loan of $200 or less for not over 90 days, repayable in a single payment, may 
make a service charge of $1 in addition to the contract rate of interest permitted 
(39-1114). Violation constitutes a misdemeanor (39-1115). 
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TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, August 6, 1957. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHAtrMAN: During the course of the hearings on S. 1451 and 
H. R. 7026, Representative Patman requested that we advise him of the increases 
in money supply caused by all things except Federal Reserve notes in the last 
5 years, 

Pursuant to Mr. Patman’s request there is enclosed a table showing the pri- 
vately held money supply between 1947 and 1957. There are also enclosed here- 
with tables showing the production of gold and silver between the years 1947 
and 1956, inclusive” 

Sincerely yours, 
Ray M. GIDNEY 
Comptroller of the Currency. 


Privately held money supply, June 1947-57 


Laenanasa of dolls se 


| Currency outside banks 




















| j | 
Total money in circulation |Demand| Total 
ie o Less: | | deposits | money 
| Held by| Net | adjusted | supply ? 
| Federal | banks | 
Reserve Other! | Total | 
notes | } | 
| 
\ ar eee et sy kas) See Bree yer te 
| | | 
Amounts yang June 30: | 
De cetecdcne peeing _.| 28,999 4, 298 28, 297 | 1,998 | 26,299 | 82,186 108, 485 
ee < 24, 605 | 4, 421 29, 026 | 2, 552 26, 474 94, 754 121, 228 
Teh one ic an aieel 25, 609 | 4, 516 | 30, 125 2, 756 27,369 | 96,898 124, 267 
ENS s idoebiwccusabouden } 25, 385 | 4,537 | 29,922 | 2,829 | 27,093 98, 132 125, 225 
Ri ddiachhkicte<dihininilipe dd 25, 618 | 4, 611 30, 229 2, 854 7,375 103, 234 130, 609 
Nite cel atceerariet niet h 26, 055 4, 660 30,715 | 2,431 | 28, 284 104, 744 133, 028 
Pad ewdhenecat 26, 329 | 4, 753 31, 082 3,282 | 27,800 | 105, 500 133, 300 
Change during year ending | | | 
June 30: | 
ay 52 average..........--- +121 +25 | +146 +111 4+35| +2514] +2,549 
ht henenpeidaseemmat sks +1, 004 | +95 +1, 099 +204 +895 | +2,144 +-3, 039 
1054 th cian epee | —244 | 21 —203 +73 | —276 | +1, 234 +958 
DE sah oddieeatcoeh ctmad +283 | +74 } +307 | +25 | +282 | +-5,102 +5, 384 
NAS = anti pe ed +437| +49) +486) 423) +909 +1,510 | +3,419 
een nsaire kiero +274 +93 +367 +851 | —484 | +756 +272 
| | | 





1 Principally silver certificates and subsidiary silver coin. 
2 Excluding time deposits. 


Source: Office of the Secretary of the Treasury, Aug. 1, 1957. 


Estimated production of gold in the United States (based upon arrivals at the 
United States mint and at private refineries) 


[Value at $35 per fine troy ounce] 


Calendar year: Amount | Calendar year—Con. Amount 
OE ins ike ibitidnite sade 75, 786, 130 is nvtletininiaieanscornein $67, 445, 000 
Rc oe ce 70, 891, 800 BS iasetibineRinth aestatatantndly 68, 950, 000 
BOS ite tise 87, 268, 215 GS ha cs, steiiiip taddsincrianties 65, 065, 000 
RTE renege Ye er eree 80, 104, 780 BEA 5. 5 ai echt besennictineol 65, 689, 050 
i had testis ais 66, 315, 410 IB TiS ricisa kath cnceincaveninaiie 63, 497, 980 


1 Preliminary estimate of recoverable gold, Bureau of Mines, 1,814,228 fine ounces, 
value at $35 per fine troy ounce, $63,497,980. 
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United States production of silwer, 1947-56, in fine ounces 


TOE ine rncttnesdnebennetl Se ae hh, BI itch cinicereerantie Snensnabihesceaioen 39, 840, 000 
Sel bigtikaigennacanpannecapmracbinaelis GO a OE TIE ee tare prormciprietec weirs ntact 37, 736, 000 
FO eine eh cceoantn Sey Og EF ara aa eee ctenc tp cenaaes 35, 585, 000 
0 ti eh 42, 309, 000 | 1955......----_.__....--._- 36, 470, 000 
LOA caithce hein cennsicid—ng 39, 907, 000 | 1956 *.....-.-....-........ 37, 127, 000 


1 Preliminary estimate of recoverable silver, Bureau of Mines. 
Source: Director of the Mint. 


Mr. Parman. Mr. Chairman, from at least the time of Moses the 
lawgiver, and throughout the Christian era, almost all of the civilized 
countries of the world have either prohibited usury or placed strict 
limitations on usury. At present, every State of the Union has usury 
laws of one kind or dotibiee' and our National Bank Act contains 
very specific provisions as to the maximum interest rates which the 
national banks may charge. 

It would not, of course, “be correct to imply that either the laws or 
the prevailing ethical standards with referense to usury have remained 
unchanged over the centuries. During the Middle Ages and since, 
there have been changes and modifications in both civil and canon 1: aw, 
reflecting the changes i in views of different societies under changing 
circumstances. Occasionally, there have even been experiments w with 
taking the lid off usury altogether, in civil law, including the civil 
laws of some of our own States. In the past, however, when the usury 
laws have been modified or changed these changes have come after 
widespread public debate and examination of consciences in which 
both church and secular authorities have done their part in modify- 
ing and defining prevailing ethical standards. 

Tod: ay, the Congress is on the verge of taking the lid off usury in a 
wide and import: mnt var iety of ¢ redit transactions. This is provided 
for in a bill which is to be known as the Financial Institutions Act of 
i957. This bill has already been passed by an overwhelming vote in 
the Senate and is now under c neler ‘ation by the House Committee on 
Banking and Currency. From all appearances, the House will soon be 

called upon to vote on the bill and Members of the House, it seems, 
will be presented with little in the way of arguments and considera- 
tions in opposition to the bill. As I have said, taking into account the 
whole span of the Christian era, outright repeal of civil usury law is 
not unique, but what appears to make the Financial Institutions Act 
of 1957 unique in the annals of western society, is that this bill, when 
it passes, will be the first occasion on which substantial modification 
and redirection of the usury laws have been made without wide public 
consideration and discussion of what was about to be done. Indeed, 
in this instance an important step is being taken without public know!- 
edge of what is being done and even without the knowledge of the 
Senators who voted for the bill, and apparently even without the 
knowledge of the members of the Senate Banking Committee which 
reported | the bill. This results from what we might call legislation by 

“oimmick.” It results from a new method of getting legislative 
spade work done these days, which is for the legislative committees of 
Congress to turn over their duties for investigation and bill drafting 
to appointed “committees” or “commissions’ ’ of experts, thus running 
the risk that the experts will slip “gimmicks” into the bills, the mean- 
ing of which the committees do not appreciate. 
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HOW THE NATIONAL BANKS WERE CAUGHT VIOLATING FEDERAL USURY LAW 


The usury laws have not always been 100 percent effective, and 
are not today. For the control of usury in any important sense, we 
depend upon a combination of both Federal and State law, and, of 
course, State law varies widely as to form and terms of expression. 
However well-intentioned and adequate these laws may have been 
when drafted, they are sometimes out of date and helpless to cope 
with some of the new devices and some of the new language which 
money-lenders invent for cloaking their credit transactions in wa AyS 
to evade the law. 

One such device which has come into widespread use in recent years 
is the so-called conditional sales contract, or CSC as it is called in 
the shorthand parlance of the bankers. The CSC is a case in point, 
insofar as the Financial Institutions Act of 1957 is concerned. Loans 
and extensions of credit where CSC’s are involved have widely es- 
caped definition as “loans or extension of credit” under State laws. 
Hence they have escaped the provisions of State law which are sup- 
posed to limit the interest rates. Furthermore, the bankers began 

going under the assumption that the CSC would successfully evade 

ederal law, but about 18 months ago, the United State Circuit Court 
of Appeals had a look at this assumption and declared it to be com- 
pletely unfounded. In W. £. Daniel and EF. A. Dillard v. The 
First National National Bank of Birmingham (227 Fed. 2d 353, 
5th C. C. A.) the United States Court of Appeals for the Fifth 
Circuit held that insofar as the National Bank Act is concerned a 
loan by an extension of credit continues to be a loan or an exten- 
sion of credit, and is subject to the usury provisions specified in that 
act, even though a national bank may secure its loan with a CSC, 
and even though the bank does not enter into the CSC directly with 
the creditor, but purchases the CSC from some other maker. 

At the end of my remarks, I will insert an article which appeared 
in Harper's magazine last September, describing in complete detail 
how the CSC works. The writers of this article, Ruth and Edward 
Brecher, were greatly taken with the Daniel decision and hailed it 
as one which, they said, “may well revolutionize the legal rights of 
millions of families throughout the United States who buy on the 
installment plan.” These writers could just as well have added 
that the Daniel decision stands an equal chance of revolutionizing 
the legal rights of the small-business men who must also purchase 
machinery and equipment on the installment plan. On the basis of 
the evidence, however, it seems more likely that the Daniel decision 
will not revolutionize anybody’s rights, except the rights of the 
bankers to collect whatever interest rates they please and to create 
a market for credit paper carrying usurious interest charges. 

This bill has the full backing of the administr ation ; the heads of all 
the executive agencies who are supposed to know anything about the 
subject matter covered by the bill have urged its passage, and so has 
the Federal Reserve Board. The bill contains scores of provisions for 
the special benefit of bankers at the price of weakening safeguards to 
the public interest, but I cannot today go into all of these provisions. 
IT want to discuss only the provision w hich places a very large loophole 
in the Federal] usury statute and what the practical consequences of 


this will be. 
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HOW THE CONDITIONAL SALES CONTRACT WORKS 


To begin with a brief description of the conditional sales contract 
and how it works, I might point out that it was originally used for pur- 
poses which have nothing to do with evading the usury laws. The 
original purpose was to provide a convenience, and perhaps an ad- 
vantage, to the creditors in that by this device the creditor acquires or 
retains title to the property which is offered as collateral to secure the 
credit extension, until such time as the borrower has paid the full 
amount that is due. Thus in case of default, or in case the borrower 
fails to make all payments promptly when due, the creditor can take 
possession of the collateral without going through all of the legal rig- 
marole of a foreclosure or a repossession. 

More recently, however, the idea got around that since both Federal 
and State laws typically prescribe maximum interest rates which can 
be charged on such things as loans, discounts, extensions of credit, and 
other evidences of indebtedness, perhaps the CSC is, by its name, none 
of these things, and hence is not subject to the usury laws. 

A typical way in which the CSC works is this: You go, say, to an 
automobile dealer to buy a new car. The dealer sells you the car, with 
a suitable downpayment, and takes your note, or what is in effect your 
note, to cover the balance. But if the dealer were to take a note that 
plainly is a note, the amount of interest which you could be charged 
would be limited by the maximum rates specified in the State usury 
laws. This rate. in most States, is 6 percent, although in some States 
it goes higher. So what you do is sign a paper that is technically de- 
scribed, not as a note, but as a conditional sales contract. Further- 
more, the dealer adds on finance charges, miscellaneous fees, interest, 
and so forth, so that the interest which the buyer is to pay may be 
built up to a staggering amount. The finance charges which buyers 
are paying on these contracts frequently work out to an interest rate of 
20 percent, 40 percent, and, in some cases, even more astronomical rates. 
The dealer then takes the contract around to the bank, or to another 
financial institution, and sells it. The bank then insists, as the dealer 
has, that it has not lent any money, or extended any credit, but that 
it has merely purchased a conditional sales contract from the dealer. 

Consumers who buy on the installment plan are by no means the only 
people who are being forced to finance purchases at usurious rates, 
by the device of the CSC. In fact, it was a small-business man’s suit 
that gave rise to the Daniel decision. This man had purchased a 
tractor-trailer combination costing some $17,000, and signed a CSC 
in which the interest charges were later shown to be 11 percent per year. 

Present law forbids national banks to charge usurious rates. Inthe 
Daniel case the court took a close look at the conditional sales contract 
and ruled that “the real transaction was a sale at a cash price accom- 
panied by a loan or extension of credit to which the bank was privy 
throughout”; that the device is a loan within the meaning of the Na- 
tional Bank Act; and that the interest rates which a national bank 
may legally charge on such paper are limited by that act. The court 
was not impressed by the mere form in which the loan had been made, 
nor by the fact that the loan had been called by another name. The 
court invoked a long-established rule, which is, “the court must look 
to the substance of the transaction rather than to form of contract 
which purports to express its terms.” 
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HOW THE NEW LOOPHOLE WORKS 


Now how does the bill for creating the Financial Institutions Act of 
1957 go about putting a major loophole in the usury law? In reality, 
the bill not only overturns the Daniel decision, it also overturns a de- 
cision of the Supreme Court which has been controlling law since 
1881. 

What the bill does is insert new language in the Federal usury 
statute which says, in effect, that the limitations on excessive interest 
charges now contained in the statute shal] not apply where a national 
bank purchases a note or other evidence of indebtedness from someone 
else—except and unless there is a violation of State law in such trans- 
action. Thus, as the law now stands, the National Bank Act sets out 
maximum interest rates which the national banks may charge in the 
event the laws of the State in which the national bank is located con- 
tain no maximum which is deemed to be applicable to the transaction. 
In other words, the National Bank Act provides that where State law 
does specify a maximum, the national bank may take that maximum, 
but no more than that maximum; and the act also provides that where 
no maximum is applicable in State law, then the national banks shall 
be limited by the maximum specified in the National Bank Act. This 
latter maximum is 7 percent per year, or, alternatively, 1 percent in 
excess of the discount rate on 90-day commercial paper prescribed by 
the Federal Reserve bank in the district, whichever rate is greater. In 
recent times this has, of course, meant 7 percent. 

To state the matter again, the principle of the Federal statute is 
this: Where there is no maximum in State law, or where a State maxi- 
mum does not apply to a particular kind of loan or discount transac- 
tion, then national banks shall be controlled by the specified maximum 
set out in the Federal statute. This has been established and aceepted 
law for more than three-quarters of a century, The Supreme Court 
of the United States so ruled in the year 1881, in National Bank v. 
Johnson (104 U. S. 271). The Financial Institutions Act of 1957 
overturns this principle. Thus the bill not only overturns the Daniel 
decision of 1955, it also overturns the Johnson decision which has con- 
trolled national-bank operations since 1881. 


HOW THE LAW THAT HAS CONTROLLED SINCE 1881 IS OVERTURNED 


The new bill overturns both decisions in this way: It provides the 
principle that where there is no maximum in State law which is specif- 
ically applicable to a particular kind of loan or discount transaction, 
neither shall the maximum specified in the Federal statute apply. 

This proposed reversal of the Federal usury statute is provided by 
new and added language which is to be inserted in the statute. The 
language appears in section 35 (a) of the bill, and reads as follows: 

The purchase of obligations or evidences of indebtedness from the actual owner 
thereof shall not, for the purposes of this section, be deemed a loan or discount 
if such purchase would not, under the law of the State in which the purchasing 
bank is located, be deemed a loan or extension of credit subject to the interest 
or usury statutes of such State. 


We can perhaps take some comfort from the fact that the new 
principle is not to apply to all loan transactions. It is not to apply 
where the national bank enters into the loan or credit transaction 
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oe with the consumer or other borrower. The new loophole is 
to apply only where the national bank purchases the usurious paper 
from another maker, such as the automobile dealer, the equipment 
dealer, or the private loan company. But this is small comfort. The 
loophole that 1s being created will accommodate the only practice by 
which the banks generally acquire usurious paper, and the only prac- 
tice by which they would wish to acquire usurious paper. The fact 
that under this bill the banks will be exempt from the usury laws 
only with respect to loans and extensions of credit first made by some- 
one else, means only that the banks will be creating a market for 
usurious paper, and that they are purchasing and profiting in someone 
else’s sins. While these may be matters for examination of conscience, 
they are not involved in the bankers’ public relations. As a rule 
bankers have pretentions to great dignity and righteousness and would 
not, of course, wish to engage in usurious pr actices directly with a 
wide segment of the public. It is preferable, from the public-relations 
point of view, that such practices be carried on only through a “fence” 
or a go-between. 


WHY THE BANKS ARE DEEPLY INVOLVED 


Unfortunately, the Daniel case was a tardy suit. By the beginning 
of 1956, according to Federal Reserve statistics, the commercial banks 
held about $5 billion of automobile paper alone, of which only $2 bil- 
lion were in the form of direct loans to consumers. We may assume 
that the remaining $3 billion were largely in the form of conditional 
sales contracts. In addition, the commercial banks had other billions 
in paper on household appliances, equipment being purchased by 
small-business men, and so forth. Obviously, this form of evasion of 
the usury laws is proving very profitable, and the banks do not like the 
idea of losing this profitable loophole. 

Furthermore, in a supplementary decision to the Daniel decision 
handed down in January of last year, the United States Court of Ap- 
peals for the Fifth Circuit (228 Fed. 2d 803) held that persons who 
have been charged usurious rates by national banks may collect in 
damages twice the amount of the overcharge, plus twice the amount 
of any “kickbacks” which the banks have paid to dealers from whom 
they purchase the paper bearing usurious interest. This ruling could 
be quite a blow to the national banks, if all of the consumers and small- 
business men holding conditional sales contracts filed suits. As com- 
pared to State banks, the national banks are the larger operators; 
they have about 54 percent of the banking resources, including de- 
posits, capital, and surplus, and do roughly 54 percent of the banking 
business. 

According to the best information I have, there are no more than 8 
or possibly 10 States which have usury laws that are adequately 
drafted to prevent circumvention by the CSC device. Most of these 
are, furthermore, States which have overhauled their laws recently. 
As is usually the case, there isa tendency for State law to fall into step 
with Federal law on the same subject, as there is a tendency for State 
courts to follow interpretations of Federal courts. 

If the present Federal law were to stand, ve could expect a gradual 
improvement both in interpretations of State law and in State legis- 
lation, to prevent further evasion of the usury statutes. Conversely, 
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if and when we amend the Federal law specifically to allow evasion 
of the Federal ursury statute, then the State courts and the State leg- 
islatures will tend to go in that direction. 

In my remarks about the Financial Institutions Act of 1957, I am 
not impugning either the motives or the competence of the Senate 
Banking Committee, or any Member of the Senate, or any Member of 
the House. The fact i is that this is an extremely long and complicated 
bill, The bill is 252 pages long, and it rewrites all Federal statutes 
pertaining to financial institutions, including the National Bank Act, 
the Federal Deposit Insurance Act, the Federal Reserve Act, the 
Federal Home Loan Bank Act, the Federal Credit Union Ac t, and 
miscellaneous other provisions. It contains scores, if not hundreds of 
substantive changes in the law and these changes are frequently very 
subtle; they contain many hidden meanings which are not easy to dis- 
cover. The bill was written in the first instance by an advisory com- 
mittee, composed largely of bankers. To date, almost no witnesses 
other than bankers and people having banking connections have 
appeared before the committees to explain what the provisions of the 
bill mean. The witnesses who testified before the Senate Banking 
Committee were almost all bankers or from banker associations, plus 
of course, some of the top officials of the executive agencies and the 


Federal Reserve Board. 


HOW THE BILL GOT PASSED 


This result is no criticism of the Banking Committees of either the 
Senator or the House. Itis, however,a commentary on what I think is 
a very dangerous practice. This is the practice of delegating func- 
tions of Government to commissions or committees of private citizens. 
This practice has been growing in popularity in the executive branch, 
and the Congress has on more than one occasion delegated to such com- 
missions its legislative duties. There is a great temptation in this, be- 
cause of the immensity of some of the tasks legislative committees have 
to undertake, because of the great pressure of work which falls on all 
the Members of Congress, and because so many fields in which we try 
to legislate are so complex we naturally feel the need for experts. I 
realize, too, that this new process of turning Government functions 
over to private commissions is currently enjoying considerable public 
approval. This results in part from the fact that some of the recent 
commissions have widely advertised their supposed virtues and ac- 
complishments. 

But in my experience the legislative results of these commissions 
have not been good. They have recommended and gotten passed some 
things that were good; but in almost every instance their recommen- 
dations have also resulted in passage of other things that would not 
have been passed if they had been examined and studied in the usual 
way, so that the legislative committees really understood what was 
being recommended. 

It is almost necessarily true that the private experts have a private, 
selfish interest in the field i in which they are expert. Of course, many 
private citizens have given their time and their expertness unsel fish- 
ly to the public interest through some of these commissions. But it 
seems that in almost every instance there are some members of these 
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commissions who feel so sure that they know what is best for the coun- 


try that they will try to get their program adopted through subter- 
fuge, where subterfuge seems expedient. 


HOW GOVERNMENT WITNESSES HAVE TESTIFIED 


Furthermore, I could add that the Government witnesses who have 
come before the Banking Committees to explain the present bill have 
not been too helpful, and are, perhaps, themselves too busy to learn 
what the provisions of the bill means. For example, Hon. Ray M. 
Gidney, Comptroller of the Currency, testified before the House Bank- 
ing Committee on July 23, but the Members could never have guessed 
from his testimony that section 35 of the bill, which I have already re- 
ferred to, is anything of consequence at all, or does any more than con- 
tinue existing law. So there may be no question whether I overstate 
the case, I might call the Members’ attention to the verbatim portions 
of the transcript covering questions raised by Representative Anderson 
of Montana on the usury question and Mr. Gidney’s answers: 


Representative ANDERSON. Similarly, I am not prepared to accept your state- 
ment that we should abandon control over usury for national banks. 

Mr. GipNEY. Oh, we do not propose to abandon control over usury. There is 
no such suggestion. 

Representative ANDERSON. The portion of your presentation pertaining to seec- 
tion 35 I interpreted as meaning a considerable relaxation in the maximum rate 
of interest to be charged. You propose to relieve them of the Federal limitations. 

Mr. GIpNEy. Oh, yes. 

Representative ANDERSON. That is in here, and your presentation indicated that 
you thought that you should step out of the picture if they competed with State 
banks, and let them simply go under the State law. 

Mr. Gipney. Could I say there that, as far back as my memory goes, national 
banks have been allowed to have the rates permitted by State laws, and that 
goes back to 1908. That is true in my State. And, if there is no State statute, 
they are limited. 

But they have always been allowed the rates allowed by State laws, so that 
this, I think, doesn’t really change the situation. This was not our particular 
proposal, I think those who seek it want to be sure to make it clear. 

Representative ANDERSON. It is your feeling, then, that there will be no change 
in the actual practice in any instance? 

Mr. Groner. That is the way I understand it, sir. 

Mr. ANDERSON. That all national banks will continue to operate as they are 
now. 

Mr. Gipney. That is substantially the case, and they will be allowed what 
State banks are allowed, and I think they generally are now. 

Some of the bankers, I believe, think they need to be a little more certain of 
that. 

Representative ANDERSON. Thank you, Mr. Gidney. I have several questions, 
and I will take up as many as I have time for in the 5 minutes, and the others 
on the next go around. 


HOW THE COMPTROLLER EXAMINES NATIONAL BANKS 


Here it might be well to keep in mind that as Comptroller, Mr. Gid- 
ney is responsible for making the periodic examinations of all the 
national banks. In this he examines the national banks to see that all 
of their operations are in compliance with Federal law, and, according 
to his testimony, he also examines to see if the national banks are in 
compliance with the State laws in which these banks operate. Indeed, 
Mr. Gidney does this latter part of the job so well that he has recom- 
mended another provision in the bill which would prohibit State au- 
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thorities from examining the national banks, although this provision 
has caused protest from the authorities in the few States which appear 
to have strong usury laws. 

Perhaps the national banks need some form of relief to bail them out 
of the penalties that they could conceivably have to pay as a result 
of violating the usury statute. This I don’t know; it would have to be 
considered. But the matter has never been presented in these terms, 
nor in any terms except that the law really is not being changed. There 
has been no mention of the Daniel decision; there has been no mention 
that the national banks are engaged in usurious practices, and there has 
been no mention that they are now in a position of having to abandon 
these practices. The bill which has been introduced simply puts for- 
ward a loophole which would give a specific exemption to these usuri- 
ous practices, except, of course, where State law specifically and clearly 
prohibits them. 

THE STORY IN MORE DETAIL 


The magazine article which I have referred to follows. This article 
appeared in Harper’s magazine last September; I commend it to the 
Members’ reading. I have deleted certain lengthy sections which, while 
interesting, are not essential to the main line of the story. 


BALLARD VERSUS THE INSTALLMENT GOLIATHS—AN OsscuRE ALABAMA TRUCK- 
DRIVER HAs STARTED A FieuHt AGAINST Hicu INTEREST RATES WHICH MAY 
EVENTUALLY SAVE MONEY FOR MILLIONS or ProPpLE WHO Buy on TIME 


(By Ruth and Edward Brecher) 


On the morning of May 19, 1953, an Alabama truckdriver named Sam Ballard 
parked his $17,000 tractor-trailer right on the outskirts of Montgomery, Ala., and 
hitched a ride into town. Whenhereturned his rig was gone. The circumstances 
surrounding its disappearance raise issues which touch millions of Americans— 
probably including you—who have never heard of Sam Ballard. 

He was proud of his rig. He had purchased it just 1 year before, trading in an 
older tractor-trailer combination for $3,350 and adding a $2,000 downpayment in 
cash. Thereafter he had met his first 10 monthly installments of $680 each as 
they fell due, so that his payments on the $17,000 rig now totaled $12,150. 

But Ballard had had bad luck in April, and had therefore asked the First 
National Bank of Birmingham for an extension on the $680 payment due April 30. 
The bank had given him 12 days’ leeway. Ballard was thus7 or 8 days overdue on 
his payment when he parked his rig outside Montgomery on May 19. 

But he was hopeful. The Florida truck terminals were filled with citrus fruit 
awaiting transport north. Ballard, when he stopped over briefly in Montgomery 
to consult his lawyer about the past-due payment, was on his way to Florida to 
pick up a load which would enable him to pay off. 

It didn’t work out that way. Instead, the sheriff of Montgomery County— 
acting under a medieval “writ of detinue” obtained by the bank whose payment 
was past due— jimmied the ignition lock and drove Ballard’s rig away. The 
rig was later sold, and the $12,150 Ballard had paid in was forfeited. 

Goods purchased on the installment plan are often, of course, subject to repos- 
session in this or similar ways. The amounts paid in are often forfeited ; the bank 
or finance company or dealer pockets the profit on the sale of the repossessed 
goods ; and it often can, if it chooses, bring suit for the balance remaining unpaid. 
So far there was nothing unusual in this story. 

But Sam Ballard—unlike most victims of repossession—didn’t take it lying 
down. The result was the case of Ballard v. The First National Bank of Birming- 
ham, the first of a series of important legal cases which may well revolutionize the 
legal rights of millions of families throughout the United States who buy on the 
installment plan. 

NOT QUITE USURY 


The typical installment purchase is arranged in accordance with a ritual as 
strictly patterned as a quadrille or minuet. When you buy a car, for example, 
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the dealer first jots down the cash price to which you have agreed. He then sub- 
tracts your downpayment and the allowance for the old car you are turning in, 
and adds insurance and miscellaneous fees. Next he adds a finance charge cal- 
culated on the basis of a rate card supplied by the bank or finance company. The 
total he divides into 12, 24, or even 36 monthly installments which you are to 
pay to the lending agency that puts up the money. All these figures, and the 
name of the lending agency, are then inserted into the blanks of a “CSC” or con- 
ditional sales contract supplied by the lending agency. The bank or finance com- 
pany accepts the CSC and gives the dealer his money. You drive off with your 
new car. 

It may seem obvious to you that the bank or finance company has lent you the 
money to pay for the car—but don’t jump to any such conclusion. The apparent 
lender insists that he really hasn’t lent anything at all; he has merely purchased 
the conditional sales contract or CSC from the dealer (not the borrower) at a 
discount. 

Why do dealers and lenders bother to dance this legal minuet? Two answers 
suggest themselves. First, every State in the Union has a usury statute setting 
the maximum legal interest rate on loans; a similar Federal statute forbids usury 
by the national banks. By casting the transaction in the form of a CSC rather 
than a loan, the lender usually escapes the usury prohibition. The CSC may 
specify a finance charge which works out at 20 percent, 40 percent, or even 60 
percent simple interest per year on the unpaid balance; nevertheless, the pre- 
vailing legal theory holds that no interest whatever is being paid. Instead, it is 
alleged, the dealer has merely set a time price which is higher than the cash price 
he originally quoted—and surely in a free economy a dealer has a right to charge 
whatever he pleases for his goods. 

In Sam Ballard’s case, the finance charge was comparatively low—a little 
more than 11 percent simple interest on Ballard’s unpaid balance. Alabama law, 
however, specifies a maximum rate of 8 percent. Had the Ballard transaction 
been a loan instead of a CSC, it presumably would have violated the usury law. 

The second obvious reason for dancing the CSC minuet is to make available 
certain highly convenient methods of collection and repossession. The First Na- 
tional Bank’s CSC form, for example, provided—in complex legal terminology and 
very fine type—that if Ballard failed to make one payment on the due date, the 
bank could declare the entire balance due and payable. It authorized the dealer, 
the bank, or their agents to enter onto Ballard’s property, with or without force, 
and with or without process of law, and to take immediate possession of the 
$17,000 rig wherever it might be found. Even employing the county sheriff and 
securing the writ of detinue was unnecessary under the CSC; a bank employee or 
agent might equally well have jimmied the ignition lock and driven off. 

Once the rig was repossessed, moreover, the CSC specified that all rights of the 
buyer were to cease and terminate immediately. Ballard agreed when he signed 
the CSC to waive any right of action or claim of any kind growing out of a re- 
possession. The CSC specified that all moneys paid on the purchase price * * * 
shall belong to the seller or assigns. And finally, the CSC left Ballard still legally 
liable for the entire unpaid balance, including interest, even though he had al- 
ready lost both the $17,000 rig and the $12,150 he had paid in. 

Not all CSC’s, of course, contain all of these onerous provisions. But some go 
even further. The freedom to put almost any provisions in a CSC, plus immunity 
from the usury statutes, is enough to explain the popularity of CSC’s among 
dealers and lending agencies. 

This popularity can be gaged from recent Federal Reserve Board statistics. 
United States commercial banks at the beginning of 1956 held about $5 billion 
of automobile financing paper, of which only about $2 billion was in the form 
of direct loans to customers. The remaining $3 billion was largely in the form 
of CSC’s. Finance companies held an additional $8 billion or so of automobile 
paper, most of it CSC’s. And a large volume of CSC credit was also outstanding 
on furniture, refrigerators, television sets, and all the other items Americans buy 
on the installment plan. In permitting the CSC to flourish, to the tune of many 
billions of dollars, outside the purview of the usury laws and the laws governing 
orderly and peaceful collection of debts, our legislatures and courts have been 
swallowing the camel while straining at a gnat. 

But change may be on the way, thanks to Sam Ballard, his lawyers, and some 
of his fellow truckers. 
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SHARECROPPERS OF THE ROAD 


The seizure of Sam Ballard’s rig was not an isolated event, but rather one 
episode in a complex chain of circumstances involving more than 40 owner-drivers 
like Ballard, and involving also the company for which they drove, the Baggett 
Transportation Co., of Birmingham, Ala. 

Baggett Transportation held a carrier certificate from the Interstate Commerce 
Commission; the owner-driver lacked such certificates. They were, therefore, 
lease operators, moving goods over the highways under the authority of Baggett’s 
ICC rights. Lease operators of this kind have been aptly described as the share- 
croppers of the American transportation industry. There are tens of thousands 
of them. 

A typical Baggett lease operator like Ballard, for example, bought his rig from 
Baggett or an affiliated company and simultaneously leased the rig—and his own 
services as driver—back to Baggett. The purchase was financed by Baggett’s 
bank, and the bank sometimes kicked back to Baggett or its affiliate one-sixth of 
the finance charge. This was the old company-store system with a new twist. 

* * * * * » + 


CRACKING THE STONE WALL 





Two issues of importance to all installment purchasers were raised by the 
repossession: The rate of interest, and the terms and conditions written into the 
CSC. The drivers’ lawyers raised the usury issue in a whole series of cases, both 
State and Federal, involving not only Ballard but several other drivers as well. 

The Ballard case was heard by an Alabama State court. Though the financing 
of Ballard’s rig was ostensibly through a CSC, the lawyers argued, the court 
should look through the form to the fact, and recognize the transaction for what 
it actually was—a loan by the bank to Ballard. If so, the usury statute would 
apply and the interest Ballard had paid would be applicable on the principal of 
the debt. Ballard would thus be entitled to have his truck back. This case 
Ballard lost, both in the lower court and on appeal to the Alabama Supreme Court. 

Next, a fellow driver of Ballard’s refused to make his last payment on a Bag- 
gett CSC, alleging that the interest was usurious. Baggett sued; the case was 
heard twice in two State courts; both times the driver lost. 

There remained one more string to the driver’s legal bow—the Federal courts. 
A Federal statute prohibits usury by national banks. This statute the drivers 
invoked in the case of Daniel and Dilliard v. The First National Bank of 
Birmingham. They lost once more in the Federal district court. 

Here, obviously, was a point at which lawyers and clients alike might well have 
paused, assessed the situation, and decided to call it quits. After five successive 
defeats, why bump your head against the stone wali of the CSC a sixth time? 
Harassing the largest bank in your home State is hardly the safest way to win 
friends and influence people. A further appeal would be costly, and the time 
available was limited. The course dictated by prudence was clear. 

But prudence bowed to the Alabamans’ desire for what they considered justice. 
The wife of one of the lawyers, who doubles as office secretary, sat down at her 
typewriter and by working nights and weekends managed to hammer out the 
necessary legal documents—some 300 mimeograph stencils—in time to meet the 
deadline. The appeal in the Daniel and Dillard cases was heard in October 
1955—and on November 25, the stone wall of the CSC at long last cracked. 

The United States Circuit Court of Appeals for the Fifth Circuit, in an epoch- 
making 2-to-1 decision, decided in favor of the truck drivers and of installment 
purchasers generally. Usurious contracts, the court majority noted, are con- 
demned by public policy, both State and National. This policy should not be 
defeated merely by the shrewd drafting of a conditional-sales contract. The 
court then quoted from a much earlier case a vigorous attack on the so-called 
paper-bag theory of usury: 

“No disguise of language can prevail for covering up usury or glossing over a 
usurious contract. The theory that a contract will be usurious or not, accord- 
ing to the kind of paper bag it is put in, or according to the more or less ingenious 
phrases made use of in negotiating it, is altogether erroneous. The law intends 
that a search for usury shall penetrate to the substance.” 

And the court concluded that despite superficial adherence to the CSC ritual, 
“the real transaction was a sale at a cash price accompanied by a loan or exten- 
sion of credit to which the bank was privy throughout. Any other result * * * 
would leave that vast number of persons who purchase equipment and vehicles 
on credit, the financing of which is prearranged between the dealer and the bank 
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or finance company, outside the pale of protection of the State and national laws 
against usury.” 

In a supplementary decision dated January 17, 1956, the bank was ordered 
to pay the drivers as a penalty not only double the interest retained by the bank 
but also double the amount that the bank had “kicked back” to the Baggett 
organization on the Daniel contract. 

The potential importance of this decision can hardly be overestimated. As the 
court itself remarked in its supplementary opinion: 

“We recognize that these are test cases important to the parties, but probably 
more important as precedents, applicable to many other transactions which may 
vary in nonessential details.” 

Though directly binding only on national banks, the powerful words of the 
opinion and supplementary opinion may well persuade State courts to rule simi- 
larly, in finance company as well as bank cases, that calling a loan a CSC doesn’t 
automatically suspend the usury statutes. 

There remained to be tested the small-print clauses in the CSC governing repos- 
session. These clauses provide a positive incentive to dealers and lenders to re- 
possess unnecessarily and without notice, even though they can be confident of full 
repayment without repossessing; for repossession may enable them to sell the 
same vehicle a second time and pocket the profits. Sam Ballard is currently 
planning to challenge this species of unjust enrichment in a further suit against 
the First National Bank. His rig, following repossession, was sold to another 
Baggett lease-operator ; and Ballard seeks a return of the profit on the sale. His 
lawyers concede that he signed a CSC waivering all rights following repossession. 

Sut this CSC, they propose to argue, was a mere mask for a loan secured by a 
chattel mortgage, and accounts should, therefore, be settled in accordance with 
the laws governing the peaceful and orderly collection of other debts similarly 
secured. If Ballard is successful, one more major blow will have been struck 
against small-print provisos in CSC’s. 

On yet another front, the drivers are making legal progress, however slowly. 
You will recall that shortly following the Christmas Eve cancellation of their con- 
tracts by Baggett, the drivers went to court to demand an accounting for the 
amounts by which they had allegedly been shortchanged. One part of Bag- 
gett’s reply to the shortchanging allegation was unexpected. It might well be 
true, the company conceded that on certain hauls the amounts paid the men 
were less than the agreed-upon percentages of the amounts collected from the 
Government. But this didn’t necessarily mean that the men had been short- 
changed. On the contrary it might mean that the Government had been over- 
charged—and surely the men had no right to claim a 65-percent cut on Gov- 
ernment overcharges. 

The Federal district court, following lengthy hearings, disallowed the truck- 
driver’s claims. But in January 1956, the circuit court of appeals reversed this 
decision and sent the case back for further proceedings. 

The truckers are pleased, of course—but they still aren’t out of the legal 
woods. Long and costly further proceedings in the short-changing suit can be 
anticipated. And even the basic Federal usury issue is not finally decided. The 
bank late in March 1956 paid off in full the amount due under the court opinion 
in the Dillard usury case, but it has once more appealed the decision in the 
parallel Daniel case to the circuit court of appeals. If it loses there again, the 
bank can still seek a writ of certiorari from the Supreme Court of the United 
States—and where the cash for all this additional litigation is to be found, 
neither Daniel nor his lawyers yet know. 

“Maybe justice really isn’t fo’ po’ folks,” one of the lawyers remarked in 
his quiet Alabama drawl. 

ALABAMA SHOWS THE WAY 


Where does the circuit court usury decision leave other consumers who have 
purchased cars, furniture, or other goods on the installment plan at high rates 
of interest? 

This depends in part upon whether others can also find lawyers willing to fight 
on principle for fees limited by the modest stakes involved. Here and there 
across the country a few other courts in little-publicized cases have been willing 
to take off their blinders and to look through the CSC paper bag to the usurious 
contents of the bag. Additional suits of this nature would surely have a salutary 
effect in a field where 20-percent interest is common practice for financing cars 
more than 2 years old and 40 percent is not rare. We Americans read with deep 
concern how usury exacted through the generations from the impoverished 
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peasants of India and China has sapped the economies of those countries. We 
contrast such extortion with our own seemingly enlightened usury statutes. 
But we let the most popular form of consumer borrowing in the United States 
escape the limitations of those statutes. A few more cases like the Alabama 
victory could make a lot of difference. 

7 * = = * * > 

A number of States have adopted another method of controlling CSC’s. In- 
stead of likening the CSC to an ordinary loan and thus bringing it under the usury 
statute, these States consider it a separate class of transaction and limit some 
of its more objectionable terms and conditions. States which are attempting to 
control CSC terms in this way include Arkansas, California, Indiana, Maryland, 
Michigan, Nevada, Ohio, Pennsylvania, Utah, and Wisconsin. Some States also 
set by law a separate interest ceiling on CSC’s 

Such laws are no doubt helpful, but they have their limitations. Even though 
they are introduced into the iegislative hopper in relatively effective form, 
they tend to come out with loopholes and with serious abuses uncurbed. The 
difficulty is that billions of dollars’ worth of installment credit is at stake. The 
lenders’ interests are therefore splendidly represented during legislative hearings 
and discussions, while hardly anyone turns up to urge the interests of the 
consumers who actually buy the cars, and furniture, pay the monthly install- 
ments and the usurious finance charges, and lose every penny when the goods 
are repossessed without notice. Most borrowers would no doubt be better off 
if the States, instead of attempting to regulate CSC transactions separately, 
followed the recent circuit court precedent and recognized them for what 
they are—loans by another name. 

One major merit of a democracy is that abuses, no matter how deep-rooted, are 
eventually curbed. But reform is not automatic: somebody has to do the re- 
forming. A prescription for correcting these particular abuses can be simply 
stated: More lawyers willing to fight usury and repossession cases; more attor- 
neys general who can recognize a usurious “nuisance” when they see one; more 
judges willing to rip open the CSC “paper bag”; more legislatures willing to put 
teeth into the financing laws; and consumer organizations prepared to lobby for 
justice and to spearhead the whole reform movement—these are the ingredients 
we need. 


Mr. Parman. Now, Mr. Gidney, as to Indiana, it has a notation : 


No limit except that consumer installment paper is not permitted to discount 
at less than the unpaid principal amount. 

In other words, if it is a thousand-dollar note and has had $200 paid 
on it, it can be sold to the bank for $800, but for no less; is that right ? 

Mr. Giwney. I don’t think we know about that. This is a summary 
as best we can get the information. 

Mr. Jenninos. I believe we know the answer to this, Mr. Gidney. 

It is our understanding that in the State of Indiana, when a third 
party’s note is sold by the owner to the bank, the owner of the paper 
has to receive the par value or the face amount of the note, but added 
to the face amount of the note would be the interest that would run on 
the note through to maturity, and the financing charges. Therefore, in 
effect, the bank does obtain a very liberal discount rate, but it cannot 
do more than absorb the amount of the interest and financing charges. 

Mr. Mutter. Does that financing charge include inv estigation ex- 
penses and insurance? 

_ Mr. Brown. Mr. Multer, get permission from the gentleman ques- 
tioning. 

Mr. Mutter. Will the gentleman yield ? 

Mr. Patrman. If it will not take away from my time. 

Mr. Murer. Does that include investigation and insurance charges 
required in the financing ? 

Mr. Jennrnos. I am not sure whether all of those amounts could 
be absorbed or not, Mr. Multer. 
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Mr. Patman. Mr. Gidney, do you have the responsibility for the re- 
demption of currency ¢ 

Mr. Gipney. Federal Reserve note currency ; yes. 

Mr. Parman. Wih respect to the currency that blew away while 
being destroyed in Pittsburgh about 1953 or 1954, didn’t you have a 
lot of redemptions on that currency ¢ 

Mr. Gipney. Yes; some went up through the smokestack. 

Mr. Parman. Wasn’t it about $60,000 that you had to make good ? 

Mr. Giwney. I don’t think it was that much. 

Mr. Parman. Would you get the amount ? 

Mr. Gipney. I don’t know that the amount is available. That should 
be obtained from the Federal Reserve. 

Mr. Parman. Well, you have to check on the amount; don’t you? 

Mr. Gipney. I only have to check what is brought to us. I can’t 
check what went up the smokestack. 

Mr. Patman. You had to redeem it; didn’t you? 

Mr. Gipney. Not unless it reached us. I, of course, was in the bank 
at the time, but the information for that should come through the 
Federal Reserve. 

Mr. Parman. Mr. Gidney, I don’t understand that. You have to 
approve the redemption; don’t you ? 

Mr. Grpney. Approve what, Mr. Patman ? 

Mr. Parman. The redemption of this money. 

Mr. Gipney. The money has to come to us before we redeem it. 

Mr. Parman. That is what I mean. The soiled currency or the 
attempted destruction of the currency, whatever it is, you get the 
actual part—— 

Mr. Gipney. Those were not Federal Reserve notes. Those were not 
notes that come to us. 

Mr. Patman. They were silver certificates or United States notes ? 

Xr. Gipney. Yes. 

Mr. Parman. Do you know the amount of them ? 

Mr. Gipnry. No, I don’t know the amount. 

Mr. Parman. You have no record of them? 

Mr. Gipney. It may be that the Federal Reserve of Cleveland still 
has the record. I do not have it. It would not come to the Comptrol- 
ler of the Currency’s Office. He had nothing to do with that. 

Mr. Parman. What is the law on destruction of currency? If you 
are presented with Federal Reserve notes that have holes punched in 
them but nine-tenths of the note is still intact, would you have to 
redeem them ¢ 

Mr. Gipnry. They are not presented to us. We are not on the re- 
deeming line at all. 

Mr. Parman. [I am not talking about that part. 

Mr. Gipney. The Treasurer of the United States would be the one 
that would pay them. We just take them from the one who has re- 
deemed them. 

Mr. Parman. And pass them on to the Treasury ? 

Mr. Giwnry. The Treasurer passes them on to us in that case. 

Mr. Parman. Do you know the law about what currency can be re- 
deemed? Just ashes cannot be redeemed. But as long as there is more 
than 50 percent of a bill it can be redeemed, can it not? 

Mr. Gipney. I believe that isa fact. 
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Mr. Parman. And it makes no difference in what condition that 50 
percent is; if there is 1 big hole and 50 little ones, as long as 51 
percent of the bill is there 

Mr. Gipner. The suggestion was made by Mr. Multer that they be 
punched with the word “void.” Would you say that that punched 
word “void” wouldn’t void the note? You are saying that even if it 

yas punched all over with “void,” if it was more than 50 percent, it 
would still have to be redeemed ? 

Mr. Parman. It would be valid instead of void. What I mean is, 
as long as 51 percent of it is there, it is valid and can be redeemed ; 
in that correct or not? 

Mr. Gipney. I am not an authority on that, sir. I don’t redeem 
currency. 

Mr. Patrman. All right, I won’t pursue that question, then. 

Now, in the Senate you testified about ownership of another bank’s 
stock pending a merger. 

Mr. Gipney. Yes. 

Mr. Parman. You were against that in the Senate. Have you 
changed your views on that ? 

Mr. Gipney. I have testified against it before this committee. 

Mr. Parman. And your views, as expressed to the Senate com- 
mittee, are still your views now ? 

Mr. Gipney. We expressed the view before this committee that we 
did not favor that provision. 

Mr. Patrman, All right. 

Now, about the Daniel case which I mentioned the other day, and 
the law that was made in the Daniel case regarding national banks 
purchasing conditional sales contract paper, do you have any instruc- 
tions out to your bank examiners to enforce the decision in that case ? 

Mr. Gipney. My counsel has given me the impression that law was 
not made in the Daniel case. I had better let counsel come into this. 

Mr. Enouert. I wouldn’t quite say that. 1 would say the law that 
was made was that if the bank was in the transaction from the begin- 
ning, so that the purchase of paper was not actually a purchase of 
paper but could be characterized as a loan being made to the borrower, 
then the bank cannot charge more than the legal rate of interest nor 
more than the rate of interest specified in the State statute. 

Mr. Parman. Do your examiners make inquiries to see whether or 
not there are any violations of the usury laws? 

Mr. Gipney. They are continually examining, and if anything ap- 
pears that is a violation, they will report it. 

Mr. Parman. That is usury laws of either the State or Federal 
Government ? 

Mr. Gipney. Yes. 

Mr. Parman. Because the national bank is bound by State laws 
on usury ? 

Mr. Gipnry. Yes. 

Mr. Parman. So they are always making reports. 

Mr. Gipnery. They always are keeping that in view, and some re- 
ports are made, not very many. We don’t get many reports and, of 
course. some actions have been brought against banks by the borrowers. 

Mr. Parman. Well, I assume that they do not violate the laws very 
much. 
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Mr. Gipney. I hope they don’t. Our examiners are keeping their 
eye on that, and we don’t get many reports. 

'Mr. Parman. Mr. Gidney, these audit reports which you brought 
up here covering the last 5 years, do they cover the $814 million that 
you collected in fees and commissions and things like that 

Mr. Gipney. Oh, yes. . ' 

Mr. Parman. In other words, they include everything; the receipts 
of the Comptroller of the Currency, and so on? 

Mr. Gipnry. Yes; monthly reports. 

Mr. Parman. By whom are those audits made? 

Mr. Gipney. There are five reports there, prepared by the Com- 
missioner of the Bureau of Accounts, Treasury Department. Then 
the others referred to here, I think, were all made by Mr. Washburn, 
the auditor of the Comptroller’s Office. 

Is that right ? 

Mr. JENNINGS. With one exception. 

Mr. Parman. Who is Mr. Washburn ? 

Mr. Gipnry. There is one more here. 

Mr. Parman. I didn’t understand who Mr. Washburn is. 

Mr. Gipney. Auditor for the Comptroller’s Office. 

Mr. Parman. In other words, part of the Treasury Department ? 

Mr. Gipney. Yes. 

Mr. Parman. And the only audit that has been made is what you 
might call a self-audit, made either directly by your own auditors in 
the Comptroller’s Division or by the Treasury Department? 

Mr. Gipnry. Well, I haven’t accepted the classification “self-audit,” 
but it is made by the people I have described. 

Mr. Parman. Anybody could place his own definition on it. 

I believe you said there is another audit ? 

Mr. Gipnery. Yes: audit of fiscal inventory, dies, rolls, and plates, 
and so forth, Federal currency, and national stock, and that is made 
by the Bureau of Engraving and Printing. 

Mr. Parman. That is a part of the Treasury, too? 

Mr. Gipney.. Yes. 

Mr. Parman. Of course, I am not saying it is a self-audit. ; 

Now, as to the gold certificates; has there ever been an audit made 
of the gold certificates? I know there has been an audit made of the 
gold, When the administration changed some people said, “Well, 
we better look at Fort Knox and see if all of the gold is there,” and 
they made a very careful check, and they found that all of the gold 
was there. I am mighty glad it was there. I just wonder now if all 
of the gold certificates have been checked and audited. Have they ‘ 

Mr. Gipney. That is not in my jurisdiction. 

Mr. Patman. Well, you handle some of them, do you not? 

Mr. Gipney. No, sir. 

Mr. Parman. Have you ever heard of a check being made on gold 
certificates ? 

Mr. Gioney. I haven’t any information on that. I am sure it has 
been made, but I haven’t the information. 

Mr. Parman. All right, sir. As to paying interest on demand 
deposits, don’t you think it is a rather arbitrary law that says that a 
bank cannot pay interest on demand deposits even if it want to? 

In the depths of the depression when this law was passed it was 
passed as an emergency measure, and I think everybody looked upon 
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it as an emergency measure. I know I did, and felt that it was justi- 
fied at the time. 

But for 20 years we haven’t even looked into this. Do you not 
think we should take another look at it now, and decide whether 
or not we should continue that law or whether we should allow banks 
to pay interest on demand deposits, Mr. Gidney ? 

Mr. Groner. Well, it would be presumptuous for me to say what 
you should look into. I think you should look into whatever you 
consider desirable. 

Mr. Parman. I will change the question. Do you not think it is 
something that should be looked into, and would you recommend a 
change ? 

Mr. Gipney. I think it is a good law and should be continued. 

Mr. Parman. You think the banks should still be under this regi- 
mentation. 

Mr. Gipney. I think it is a very good feature of the law. I wouldn’t 
call it by any hard names. It is a very good feature of the law. 

Mr. Parman. Under this new provision which has been recom- 
mended here, Mr. Gidney, will banks be able to give any kind of favors 
or benefits or privileges as long as they don’t pay out any cash? 

Mr. Giwney. Is there something of that kind in this proposed act? 

Mr. Parman. That is the way “I construe it; yes. 

Mr. Gipney. I am not aware of it. 

Mr. Patman. Well, would you be in favor of that provision or 
against it? Do you think that interest ought to be paid except in 
cash, or that we should not allow any deviation directly or indirectly ? 

Mr. Gipney, I think any suggestion for a change in that—I think 
that the suggestion was made in the Federal Reserve’s testimony on 
that subject. 

Mr. Patman. Mr. Chairman, I know that you and the other mem- 
bers of the committee will be very much interested in this article, 
which is the only survey to my knowledge that has ever been made on 
this subject. The survey was made by a man named Albert L. Kraus, 
and reported in the New York Times of Sunday, August 4. I ask 
that this article be inserted, Mr. Chairman, after I read part of it. 

Mr. Brown. Can you give the substance of it? 

Mr. Parman. I will read it all if you want me to. 

Mr. Brown. To save time, it may be inserted in the record. 

(The information above referred to follows 4 


{From the New York Times, August 4, 1957] 
Wuat BANKS WILL Do For MONEY: SOME GROAN AT CLERICAL CHORES 
By Albert L. Kraus 


Contrary to reputation, bankers are finding it hard today to say “‘No.” 

In the battle for business, large and medium size banks are offering to take 
over important parts of a customer’s paperwork—in return for the corporation's 
deposits. 

For valued customers, many banks will, among other things: 

Tally payroll or dividend checks paid against those written, providing a list 
of outstanding checks to the corporation. 

Pick up from post-office boxes checks paid to suburban or out-of-town corpora- 
tion customers, endorse the checks, and credit the funds immediately to the 
corporation’s accounts. 

Make deductions from hundreds of small accounts for premiums payable to 
insurance companies or other large corporations. 
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COUPONS, ANYONE? 


One New York City bank has even undertaken to handle cash rebate coupons 
on Soap and breakfast cereals for a large east coast supermarket chain. 

In the active competition for commercial deposits, these new and unusual 
services have given the bank sales departments something to offer. They have 
given some operating departments headaches. 

Initially, these operating men say, the services often can be rationalized in 
terms of a particular corporate customer—the suburban concern, for instance, 
for which the post-office box arrangement may save 1 to 4 days in check collec- 
tions. 

Subsequently, they contend, competition forces extension of the service to cus- 
tomers for whom it makes no particular sense. Too often, cost is ignored. One 
banker says: 

“All that happens is that the bank takes over a part of the customer’s office 
work.” 

A committee of the New York State Bankers Association that has studied the 
problem over recent years observed : 

“Tt is ironical that on the one hand the banks are exploring possibilities of 
increased automation through electronics to stem the tide of rising costs and 
cope with personnel problems, and on the other hand they are actively soliciting 
the transfer of clerical work from depositors.” 

Not all bankers are similarly concerned. The Federation Bank & Trust Co., 
which began collecting coupons for the Grand Union supermarket chain 4 months 
ago, reported success last week in its pioneering venture. An officer said the 
effort had outgrown its original quarters and was being extended to include 
more Grand Union stores. The bank, he said, was interesting in serving other 
store chains. 

The bankers association committee, on the other hand, warned that the cumu- 
lative cost of new services could lead to enactment of a law like the one that 
now bans payments of interest by banks on checking account deposits. 

“Actually,” it observed, “the situation conceivably could prompt a finding by 
the authorities that any services rendered for bank balances other than normal 
banking services constitute an indirect payment of interest in violation of regu- 
lations of the Federal Reserve Board and the Federal Deposit Insurance Cor- 
poration.” 

The study covered 340 banks in the State, 74 percent of the association’s 
cominercial bank members. The committee found variations among banks in 
developing “realistic prices” for miscellaneous services. It said they generally 
were more costly to handle than the usual check payment and deposit services. 

“Some banks,” it said, “are losing money on the services, while others are 
applying prices that might be difficult to defend.” 

Not only do the prices vary widely, but the banks are in wide disagreement 
over which services should be charged for directly and which should be offset 
by the maintenance of deposit balances, the committee said. 

The average depositor, it observed, may not always be aware of these differ- 
ences. But as he travels more widely and moves from city to city, he is certain 
to become aware of the situation. And corporations, with widespread banking 
connections, will become aware sooner. 

Overall, the committee said, the charges seem inadequate. Some banks pro- 
vide miscellaneous services free—even to noncustomers. 

The question of whether or not a customer is charged for a service, the com- 
mittee said, too often is resolved by the depositor instead of the bank. 

“Frequently direct charges are waived or shaved for depositors who protest 
against them and have adequate balances to compensate for the services. Con- 
versely, equally good or better customers who do not protest are assessed.” 


Mr. Parman. I want to read part of it anyway. 


WHAT BANKs Wirt Do For Monty: SOME GROAN AT CLERICAL CHORES 


Contrary to reputation, bankers are finding it hard today to say “No.” 

In the battle for business, large and medium-size banks are offering to take 
over important parts of a customer’s paperwork—in return for the corpora- 
tion’s deposits. 

For valued customers, many banks will among other thing: 

Tally payroll or dividend checks paid against those written, providing a 
list of outstanding checks to the corporation. 
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Pick up from post-office boxes checks paid to suburban or out-of-town cor- 
poration customers, endorse the checks, and credit the funds immediately to the 
corporation’s accounts. 

Make deductions from hundreds of small accounts for premiums payable 
to insurance companies or other large corporations. 

One New York City bank has even undertaken to handle cash rebate coupons 
on soap and breakfast cereals for a large east coast supermarket chain. 

In the active competition for commercial deposits, these new and unusual 
services have given the bank sales departments something to offer. They 
have given some operating departments headaches. 

Initially, these operating men say, the services often can be rationalized in 
terms of a particular corporate customer—the suburban concern, for instance, 
for which the post-office box arrangement may save 1 to 4 days in check col- 
lections. 

Subsequently, they contend, competition forces extension of the service to 
customers for whom it makes no particular sense. Too often, cost is ignored. 
One banker says: 

“All that happens is that the bank takes over a part of the customer’s office 
work.” 

A committee of the New York State Bankers Association that has studied 
the problem over recent years observed : 

“It is ironical that on the one hand the banks are exploring possibilities of 
increased automation through electronics to stem the tide of rising costs and 
cope with personnel problems, and on the other hand they are actively soliciting 
the transfer of clerical work from depositors.” 

Not all bankers are similarly concerned— 

And so forth. I will put the whole article in the record. Mr. Kraus 
states: 

The study covered 340 banks in the State, 74 percent of the association’s com- 
mercial-bank members. 

So it is not just a few banks. It is 74 percent of the banks in New 
York State. So it is something that we should give consideration to. 

Now, then, if we change the law 

Mr. Tarte. Will you yield there briefly ? 

Mr. Parman. Certainly. 

Mr. Tatte. What that article means to me is that competition in 
the banking business today is very active. 

Mr. Patrman. That is constructive. It means another thing to me, 
Dr. Talle. To the extent that it means competition, that is encourag- 
ing and heartening; but it also means that the large interstate chain- 
store concerns—they have offices all over the country—get the maxi- 
mum benefit from this. The big depositors are in the know, and they 
have enough business that they can make the banks do their work 
for them. 

Therefore, I suggest that we add to this law a proviso, in the 
nature of an antidiscrimination statute, that will forbid banks to 
discriminate among their customers. It would say, in effect, that a 
bank shall give all of their depositors the same benefits and advan- 
tages and premiums, if you want to call them premiums, under pro- 
portionately equal terms. 

That is, if a customer has a thousand dollars on deposit, and there 
are 50,000 other customers in the same position and under the same 
circumstances, they should all receive the same benefits that this one 
customer receives. Don’t you think that would be logical and reason- 
able, Mr. Gidney ¢ 

Mr. Mumma. Will you yield ? 

Mr. Patman. Let’s get an answer. I would like to have the gentle- 
man answer. 
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Don’t you think we should have a provision to protect people to 
insure that they have equality of opportunity in getting the same 
benefits or privileges from the same bank as other customers under the 
same circumstances ? 

Mr. Gipney. You are going to regiment them by law to that extent. 

Mr. Parman. You are continuing to regiment them so that they 

can’t pay interest on demand deposits. 

Mr. Gipney. We have our respective regimentations, I guess, but 
it seems to me that would be a very impractical bill. 

Mr. Parman. Don’t you think that if you are going to have regi- 
mentation on demand ‘deposits, saying that you can’t pay interest 
in cash, but you can pay premiums, anything up to a 12-pound ham 
or something like that, or give them tickets to My Fair Lady. Don’t 
you think you ought to require the banks to give all of their cus- 
tomers the same benefits under the same circumstance ? 

Mr. Mumma. This would be the Robinson-Patman Act. 

Mr. Mvuurer. We don’t have an answer from the witness. 

Mr. Brown. Will you yield? 

Mr. Parman. Certainly. 

Mr. Mutrer. Mr. Chairman, we don’t have an answer to the pend- 
ing question. 

Mr. Parman. I would like him to answer. Don’t you think they 
should be placed on an equality by law ? 

Mr. Gipney. I wouldn’t think we should have such an act. 

Mr. Parman. All right. 

Mr. Mutter. Will the gentleman yield at that point? 

Mr. Brown. He yields to the gentleman from Pennsylvania. 

Mr. Mumma. Mr. Patman, don’t some of those companies pay for 
that service they get? For instance, Bell Telephone Co., and Penn- 
sylvania Light & 'p ower, they have certain arrangements in smaller 
towns that their bills are payable at the bank, but I understand that 
there is a charge for that. 

Mr. Mutter. To whom? 

Mr. Mumma. The company pays the bank a little for doing it. You 

take those big companies, they couldn’t put sufficient of their money in 
there to let it pay the bank, and I don’t believe they go that far. 

Now there are certain activities that the bankers may do that will 
help them out. For instance the bank will prepare your payroll for 
you. They would rather have you bring them in a day ahead and have 
a chance to work on it, and when you come for the payroll they put 
it out at you rather than have a lineup of people back of the counter 
waiting until they make out a payroll, or even so many dimes, quar- 
ters, and halves, tens, and twenties. 

Mr. Motrter. If the gentleman will yield, I will try to answer the 
question. 

Mr. Brown. Do you yield to Mr. Multer? 

Mr. Patman. Yes. 

Mr. Mutter. It is my understanding that all of these utilities using 
the bank for that convenient method of payment of their bills by the 
customers are all supervised by the local commissions in their States, 
and they are not permitted to make any payment for that kind of 
service. 

Mr. Mumma. Your understanding may not be a fact. 

Mr. Patman. It could be a violation of the law. 
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Mr. Mvtrer. I think my understanding of the matter is as good 
as yours. 

Mr. Mumma. I realize that. 

Mr. Mutter. I understand the utilities are not permitted to pay the 
bank for that kind of service, and the banks are not permitted to 
charge for that service. That is a regulation of the utilities com- 
mission. 

Mr. Momma. Well, you have a different one than we have. 

Mr. Mutrer. That is quite likely. Will you yield to me, Mr. Pat- 
man, on the question to Mr. Gidney ? 

Mr. Patman. Yes. 

Mr. Mutter. Does the Robinson-Patman Act apply to banks? 

Mr. Patman. No; only to commercial enterprises. 

Mr. Mutter. You are suggesting we have the same rules applied 
to banks as to commercial enterprises. 

Mr. Parman. That is right, particularly since you are already regi- 
menting the banks. You are saying to a local banker, “You shall not 
pay interest on demand deposits.” I know that a banker doesn’t like 
regimentation, but he is willing to take this regimentation with re- 
spect to interest on demand deposits. Since that is so, if we are going 
to change the law to permit premiums in lieu of cash, and to est ablish 
a policy which permits the bank to favor certain customers over other 
customers by premiums and presents, we should make an additional 
provision that a bank can’t discriminate against its own customers. 

The bank has a right to refuse to serve a customer. If it does not 
turn him down, but makes him one of its customers, it is the bank’s 
duty and obligation to treat him equitably, just as it treats all other 
customers under like circumstances. Where is the weakness of that 
argument, Mr. Gidney ? 

Mr. Gipney. Well, first of all you have talked about prices, pre- 
miums, and presents, which have not been characteristic of the banks. 
They have done very little of that. Some of their competitors have 
gone into it very heavily. What you are attempting to do is to man- 
age the banks from a legislative concept. 

We have enough restrictions already, and have you any evidence 
that banks don’t treat people on an even-handed basis? 

Mr. Parman. Well, they wouldn’t object to this provision, then. 

Mr. Gipney. I do think they do treat them in an even-handed 
manner. 

Mr. Parman. But as far as having so many rules now, and so many 
laws, this is a special Jaw. This is something very unusual. 

Mr. Gipnry. This would be very special. 

Mr. Parman. Here in a private-enterprise country, where we take 
pride in and boast about private enterprise, banks have special privi- 
leges. They are supported by the great Government of the United 
States, supported by the taxes of all of the people in a way, and the 
sroperty of all of the people is pledged to pay their obligations. The 
fends are asking for a law to be continued that will deny them the 
privilege of paying for something of value which they get from other 
people. 

All right, after we have given them that privilege, they say, “Oh, 
yes, we want the privilege continued, but now we want a right to give 
depositors premiums and presents, and things like that, as long as it 
is not cash, we don’t want it considered in violation of the law.’ 
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Then are we not within our rights in saying, “All right, if you want 
the law continued, so you can pay no interest on demand deposits, 
and if you want to give presents, and so forth, to certain customers, 
then we want to write into this law that you shall not discriminate 
among your own customers. You didn’t have to select these customers, 
but since you did select them, you have got to treat. them right?” 

Isn’t there logic and reasoning behind that position, Mr. Gidney ? 

Mr. Gipney. A most impractical suggestion, I think. 

Mr. Parman. You think it is? 

Mr. Gipney. Yes. I do not recognize the picture you have painted. 

Mr. Srety-Brown. Will the gentleman yield ? 

Mr. Mumma. Will the gentleman yield? 

Mr. Brown. Will the gentleman yield ? 

Mr. Parmayn. I yield to Mr. Seely-Brown. 

Mr. Srrty-Brown. I would like to ask Mr. Patman a question, and 
then ask Mr. Gidney the same question. 

If the principle of the Robinson-Patman Act were applied to the 
banks, would that result in an increase or a decrease in the cost of the 
banking service to the normal customer of the bank in your opinion ? 

Mr. Parman. It shouldn’t increase it or decrease it, although it 
should help the bankers. I am not asking to apply the Robinson- 
Patman Act to all banking. I am just asking that this principle be 
applied to interest on demand deposits. 

In other words, if the bank is going to give a 12-pound ham to 1 
customer who has a thousand-dollar deposit, then it should give a 
12-pound ham to every customer who has a thousand-dollar deposit. 

Mr. Gripney. I have been in the banking business fifty-plus years, 
and I have never heard of a ham being given by a bank to anybody. 

Mr. Parman. I am using that as an illustration because one time at 
a Senate committee hearing a witness said it was all right to give up 
to a 12-pound ham, but anything more than a 12-pound ham might 
be wrong. 

Mr. Mutrer. Will the gentleman yield ? 

Mr. Brown. Will the gentleman yield? 

Mr. Parman. Yes; I yield to Mr. Multer. 

Mr. Murer. There was a rule adopted by Mayor LaGuardia when 
he was mayor of New York that you couldn’t even take a 5-cent cigar. 

Mr. Parman. Well, I knew Mayor LaGuardia, and he was a fine 
man. 

Mr. Berrs. Would you yield for a question ? 

Mr. Parman. Yes. 

Mr. Betts. Wouldn’t small country banks find it financially difficult 
to pay interest on demand deposits ? 

Mr. Gipney. Interest on demand deposits is a big subject, and I 
believe there is no suggestion of a change in the law except that which 
Mr. Patman is making. 

One of the greatest studies of banking ever made in this country 
was that of the National Monetary Commission, and among the 
volumes there, one of the very valuable contributions was that of O. M. 
W. Sprague, History of Crisis Under the National Banking System. 
That was written a long time ago, but his discussion of the troubles 
which had arisen out of the payment of interest by banks was very 
convincing to me, and I would commend that to anyone who would like 
to go back and look at the long-term background of this. 
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Mr. Patman, you have spoken of it being an emergency proposi- 
tion. There is a long history of troubles that has come from banks 
competing in the rates of interest that they pay, and they were well 
summarized in that particular book. I am a believer in the prohibition 
of payment on demand deposits. Savings accounts are something 
else. We have to have differences of opinion. That is one you and 
I perhaps don’t agree on. 

But there is a good and reasonable body of opinion behind the law. 
And that particular book is a most illuminating discussion of that 
problem. I haven’t read it for years, but I remember it as most 
valuable. 

Mr. Parman. Just one moment, Mr. Gidney. Here is a case in a 
private-enterprise system where you are advocating that the law to 
deny banks the opportunity te pay for the use of something of 
value ? 

Now, isn’t that going rather far in a private-enterprise system ? 
On what basis do you say that in our American system a person has 
no right to pay for something of value, where there is no wrong- 
doing or immorality involved? How do you justify that in the pri- 
vate-enterprise system ? 

Mr. Gipyey. I think that particular provision was put in the law 
as a safeguard to the banking system and to maintain a healthy bank- 
ing system. 

Mr. Parman. But since that time, we have established supervisory 
agencies to do that. We have plenty of supervisors now. In the 
past that you are talking about, we didn’t have the supervisory 
authorities. 

Mr. Brown. Answer the question. 

Mr. Gipney. We had just about as many supervisory authorities in 
the past. Federal Deposit Insurance Corporation was added at that 
time. 

Mr. Parman. In any case, we now have additional safeguards. 

Mr. Berts. I would like to follow through my question with another 
query. 

If you permitted interest paid on time deposits—— 

Mr. Giver. We do. 

Mr. Berrs. I mean on demand deposits, wouldn’t you be back in 
the same competitive situation you are in now, where the larger banks 
could pay more than the smaller banks? W: ouldn’t we have the same 
problem that we now have with respect to favors given? 

Mr. Gipnry. I wouldn’t know whether that would work out. It 
would be a pretty complicated thing. You would have to look at 
your costs of doing business, your volume and all that. 

Mr. Berrs. Well, it is possible the larger bank could pay higher 
interest rates than the smaller bank. 

Mr. Gipney. It is possible. In fact some evidence has been brought 
forward that larger banks have some advantage in cost by virtue of 
their size, and if they are able to hold down their costs, they might 
be able to pay more on the deposits. 

It is a matter of what can you earn, what does it cost you to do it, 
and when you have taken one from the other, you should have the 
margin of what you could pay and still live. 

Now, the troubles of the past arose, I think, out of the fact that 
banks didn’t make that kind of analysis. They paid what the other 
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fellow paid. They were slaves to competition, and they paid what 
the other fellow cai whether they could afford it or not, and they 
didn’t find it out until it was too late that they couldn’t afford it, and 
that made a great many of our banks failures of the past. 

Mr. Parman. The good thing about this antidiscrimination provi- 
sion I suggest is that they couldn’t pay some customers more than 
others. They would have to pay them all alike. 

Therefore, the competition would be a healthy competition. The 
banks would have to make payments available to all of their customers, 
in little towns as well as big towns. 

Mr. Gwnry. My observation is the banks are working very hard to 
make their services available to all of their customers, and that article 
you quoted perhaps exaggerated that tendency, but it was a pretty 
representative article at that. 

Mr. Parman. That is favoritism. 

Mr. Gipnry. You haven’t established the favoritism. 

Mr. Srety-Brown. Mr. Chairman, 

Mr. Parman. I yield. 

Mr. Seety-Brown. If T remember the testimony that was given 
yesterday by representatives of the Federal Reserve Board, it was 
indicated then that paying the interest rate of even 1 percent on de- 
mand deposits would wipe out all of the earnings of the member banks. 
If you suggest paying interest on demand deposits, would that not in 
fact require the b: inks to raise their other interest rates, Mr. Patman ? 
This would be a program you certainly have not advocated. 

Mr. Parman. Well, the people would be getting the benefit of the 
interest on their deposits. Certainly in a private-enterprise system, 
it is establishing a new policy in our country that a citizen cannot get 
paid for something of value that he furnishes to another. 

Mr. Sreiy-Brown. But might it not result in actually increasing 
the interest rate that the bank would have to charge. 

Mr. Parman. That involves a different question. 

Mr. Seeiy-Brown. Well, if you are going to wipe out your earn- 
Ings 

Mr. Parman. I am talking about a question of right or wrong. 

Mr, Srevy-Brown. If you are going to wipe out your earnings of 
the bank by saying you are going to pay 1 percent on demand deposits, 
then the bank has to raise its interest rate to stay in business. 

_Mr. Parman. That is up to a bank. That is a private enterprise 
situation. 

Mr. Brown. Money put in a bank is put in a bank’s safekeeping. 
It might be there a week. It might be there a month. If it is any 
length of time, you don’t put it as a demand deposit. The bank can 
use it for a certain length of time. It helps the depositor to keep the 
money safe. 

Mr. Tarte. Will you yield to me? 

Mr. Parman. I yield to Mr. Multer. 

Mr. Mut TER. On the question of Mr. Seeley-Brown, I challenge the 
statement made here yesterd: ay that to pay 1 percent on demand de- 
posits would wipe out their earnings. The fact of the matter is, as 
testified by Mr. Martin yesterday, if the banks were required to invest 
only their surplus and their capital, they couldn't earn enough mone Vv 
to pay their expenses of operation. All of their money that they 
are earning over and above expenses of operation, which gives them 
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their dividends to their stockholders and most of their expenses and 
their net earnings, comes from the deposits which they get from their 
customers, and which they reinvest. The fact of the matter is that if 
you take any one of the banks, take as a typical instance any one that 
you please; here is one that I happen to turn to quickly, the County 
Trust Co. in Westchester, N. Y.—not one of the biggest banks—it will 
be when it becomes part of this new holding company system if the 
First National City Bank has its way—here they have capital of 
$6,900,000, almost $7 million. They have a surplus of over $7 million. 
Their undivided profits is $4 million. Their deposits are $338 million. 

In other words, they have $338 million of free money that they pay 
nothing to anybody for the use of, which they invest and you can be 
sure that even when they are investing it only in Government’s they 
are getting better than 2 percent today. Most of their investments are 
at 4, 5, and 6 percent. 

Their total capital including reserves for losses and undivided 
profits, and everything else, is $26 million. 

Now, as against that, we have 12 times the amount of depositor’s 
money which they are using without paying a nickel to the depositors 
for the use of that. 

Mr. Srety-Brown. In other words, you are challenging the state- 
ment that the 1 percent interest on demand deposits 

Mr. Moutrer. Would wipe out the earnings of the banks. I cer- 
tainly seriously and definitely challenge that statement. There is 
nothing to substantiate it. 

Mr. Patman. It is immaterial anyway. You can make the same 
argument about time deposits. 

Why allow them to pay any interest on time deposits? That will 
hurt the banks. It will wipe out part of their net earnings. That 
same argument will apply there. 

So I don’t think with all due respect to my good friend, I don’t think 
it is a logical argument. Oy 

Mr. Brown. Will you yield? 

Mr. Paraan. I yield the floor. 

Mr. Gipnry. Mr. Chairman, I had not been familiar with that 
method of stating it. In taking a hasty look here, I think it is just 
about true for national banks. The national banks at December 
31, 1956, had $59 billion of demand deposits from individuals. Add 
a couple of million of certified checks and all—perhaps that shouldn’t 
be added—and another $9 billion of bank deposits, and Government 
deposits, and all that. Now, totaling these demand deposits, it is in 
the neighborhood of $70 billion, and the net profits of banks after 
taxes and before dividends in the year ending December 31, 1956, were 
$674 million, so that 1 percent of those deposits would be just about on 
a line with the actual net profits after taxes. 

Now, I will give a little bow to your proposition. They would make 
a saving on taxes by that payment of interest, so that perhaps that 
would be a recovery. In other words, the statement isn’t so very far 
from exactness. 

Mr. Mutrer. If the gentleman would yield to me at that very point, 
is it not a fact that that is net earnings you have there, after dividends? 

Mr. Gipney. Net profits after taxes. 

Mr. Mourer. And after dividends. 
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Mr. Gipney. No, before dividends. 

Mr. Murer. Well, there is something wrong with the figures because 
you surely would agree that the amount of money there—you have 
how much, $70 billion, did you say ? 

Mr. Gipnery. Close to $70 billion of demand deposits. 

Mr. Mourer. Isn’t it a fact that almost 80 percent of that $70 billion 
is invested by the banks ? ; 

Mr. Gipney. Well, that is here, all in the statement. There is 
probably about 75 percent—well, 75 percent isn’t too far off. 

Mr. Brown. My understanding is that, if a depositor agrees to keep 
his money in the bank more than 30 days, he can draw interest on it. 

Mr. Gipney. That is right, sir, he can put it on a time deposit. 

Mr. Brown. When he puts it in a demand deposit, he expects to 
draw it out every few days, but if he knows he is going to keep it there 
as long as 30 days he can get interest on it. 

Mr. Gipnry. That is right. Could I say on that, the very thing 
that is brought out in the article that Mr. Patman quoted has a goo 
deal to do with the subject. That is savings accounts are much 
more economical for the bank to handle. They do not take as many 
employees. There are so many more services that go into demand 
deposits that they don’t in the last analysis come out very much more 
profitable than the time accounts, and perhaps not any more profitable. 

So there are a great many services given in connection with the 
demand deposits. I don’t think that the Congress would want to take 
that away from the customers. 

Mr. Mutter. May we know what these services are, Mr. Chairman. 

Mr. Brown. Dr. Talle. 

Mr. Tatitz. Mr. Chairman, the point I have been wanting to make 
was exactly the point made by the acting chairman, Mr. Brown. I 
haven’t had one complaint in all of these years against this law that 
forbids payment of interest on demand deposits. One of the liberties 
we cherish is freedom of choice, and the customer has that freedom of 
choice; if he knows that he won’t need a part of his balance for a 
certain period, he can shift that amount of money to time deposits 
and get interest, or he can make other investments. 

He has many choices, and the distinguished scholar to whom you 
referred, Mr. Gidney, Prof. O. M. W. Sprague, did a fine job when he 
wrote the monograph to which you referred. I read it a good many 
years ago. Incidentally, Professor Sprague testified before this com- 
mittee in 1945, when we held hearings on the proposal to set up the 
International Monetary Fund and the International Bank for Re- 
construction and Development. 

Now, isn’t this the proposition as stated by Mr. Sprague. I will 
try to give a step-by-step explanation. During slack seasons banks— 
let us say in my State or anywhere in the Middle West—would have 
excess reserves. Those reserves would travel to New York because 
interest was paid on deposits. There that money was lent on call in 
order that the banks in New York might be able to pay interest to 
country banks. Then, let us say that a broker had his loan called. 
He wouldn’t worry because he thought, “Well, I will goto bank B 
and pay off bank A.” But if several brokers were doing that, and 
they were denied loans from banks B and C and D and on 
down the line, then what could they do? They would be forced to 
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dump their stocks on the exchange, sell them for whatever they would 
bring. Then the brokers would go broke, they couldn’t pay their 
loans in full to the banks. The banks in New York couldn’t return 
the reserves to the country banks, and the result was what is called a 
bank panic such as we had in 1907. 

It is a very good principle to safeguard the liquid reserves of our 
banks by not permitting interest be paid on demand deposits. 

Mr. Mutter. Mr. Chairman. 

Mr. Brown. Are you through, Dr. Talle? 

Mr. Tatix. Yes. 

Mr. Mutter. What reserves do the New York banks supply to the 
country banks ? 

Mr. Gipney. I don’t see the answer to that question. 

Mr. Muurer. Dr. Talle just asked you a question, and you agreed 
with his statement, and part of it was the New York banks supplied 
reserve to the country banks. 

And I want to know what reserves the New York banks supplied 
to the country banks. 

Mr. Gipney. I don’t think Mr. Talle made any such statement. 

Mr. Tatxr. No, just a reserve, I said the idle reserves of country 
banks used to flow to the New York banks because they paid interest 
on demand deposits. 

Mr. Mutter. All right, let’s take it that way. What reserves do 
the country banks furnish to the New York banks? 

Mr. Gipney. Before the Federal Reserve System it was exactly 
sg-—-—— 

Mr. Muurer. Let’s take it today. 

Mr. Gipney. They carry balances at the New York banks. 

Mr. Muurer. Are they reserves ? 

Mr. Giwney. They are not legal reserves for Federal Reserve 
members. 

Mr. Mouurer. Mr. Gidney, when we talk about reserves in connec- 
tion with the banking system, we are talking about reserves that are 
immobilizing money ; are we not ¢ 

Mr. Gipney. Well, we can talk about various things that will come 
under reserves. There is a legal reserve, as a member of the Federal 
Reserve System 

Mr. Murer. And what is that? 

Mr. Gipnry. That has to be with the Federal Reserve bank. 

a Motrer. What is it, what is the legal reserve? It is a reserve 

uired by law. 

Mr. Giwney. One that is required by law, that is right. 

Mr. Mvurer. Now what is in reserve, what is the reserve ? 

Mr. Gipney. Well, there may be a reserve on top of that. 

Mr. Mvtrer. Well, let’s take one item at a time—legal reserve. It 
is the reserve the banks are required by law to carry. That is an 
immobilization of certain funds as required by law. 

Mr. Gipney. If you would like to call it an immobilization of funds, 
you may do so, though I do not agree with you. It is a reserve carried 
by a bank with its legal depository. 

Mr. Muurrr. What is the reason behind the requirement for legal 
reserves ¢ 

Mr. Gipney. There is a lot.of historical background that you are 
aware of. ; 
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Mr. Mutter. Well, what is 

Mr. Brown. Let him answer your question, Mr. Multer. 

Mr. Mutrer. I will give him all of the time he wants. Do you want 
to give us the historical background ? 

Mr. Giwney. Only to a moderate extent. 

Mr. Mutrer. I interrupted because I did not think pon wanted to 
take the time to give us a statement of the historical background of 
the legal reserves. 

If you want to give it to us, I am sure we would be very happy 
to hear it. 

Mr. Gipney. Isn’t the legal reserve the outgrowth of the practical 
reserve that banks carried as a matter of experience in Italy, England, 
and on the Continent? Today those banks, at least the banks in 
England, have no legal requirement for reserves, yet they have 
reserves. 

Mr. Mutter. They have a voluntary reserve? 

Mr. Gipney. Yes. We have legal requirements for reserves. It 
may be said to immobilize the funds to some degree, although it is 
not so much immobilized that if the customers are demanding their 
money, the reserve can’t be taken and paid to them. 

Mr. Muurer. It can’t be taken and paid to them—— 

Mr. Gipnry. It can be withdrawn and paid to them if they are 
demanding the money. 

Mr. Mutrer. Not if it will bring it down under the minimum 
requirement by law. 

Mr. Gipney. It can be and in most numerous cases it has been paid 
to them. In some cases it brought it down to where there wasn’t a 
nickel left and about that time they had to close their doors. 

Mr. Murer. You are talking about before we had the law requir- 
ing | ~~ they must carry a minimum reserve. 

Gipney. They must carry a reserve, and they are subject to 
sniiion if they don’t. But that doesn’t say that it cannot be drawn 
upon. In fact, I think the law says it may be drawn upon. 

Mr. Murer. As a matter of fact, if they get down below the 
minimum reserve, except in an emergency y situation, you have a right 
to close them up if it is a national bank, do you not ? 

Mr. Gipney. If in our opinion they were insolvent. 

Mr. Murer. Or becoming insolvent by using up their reserves. 

Mr. Gipney, I think we would have to find them insolvent. I 
don’t believe we would be allowed to close them just because they 
were short the reserves. 

Mr. Mutrer. If shortening the reserves was threatening them 
with insolvency, you could step im. You don’t have to wait until they 
actually become insolvent ; do you? 

Mr. Gipney. The required balance carried by a member bank with 
a Federal Reserve bank may, under the regulations and subject to 
such penalties as may be prescribed by the Board, be checked against 
and withdrawn by such member bank for the purpose of meeting exist - 
ing liabilities. So it is not completely immobilized. 

Mr. Murrer. But the purpose of the legal reserves is a hedge 
against possible insolvency ;.is it not? It is in the nature of requiring 
the bank to carry certain funds with a depository as a security to its 
depositors and stockholders. 
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Mr. Gipney. It is a part of the safe operations of the bank, yes. 

Mr. Mutter. And. it is also used to tighten money in the market. 

Mr. Giwney. It also has a function in influencing the supply of 
money, that is true. 

Mr. Mutter. So when a rural bank sends money to a New York 
bank or vice versa, there is no exchange of reserves? 

Mr. Gipnry. W ell, I think if the rural bank sends it to New York, 
there is not an exchange of reserves; there is a forwarding of reserves 
to the recipient. 

Mr. Motrer. Yes, but it gives the recipient that much more money 
to lend. 

Mr. Gipnry. It does. 

Mr. Mourer. And the bank that is forwarding it would not for- 
ward it unless there was going to be some return of some kind to the 
forwarding bank. 

Mr. Gipney. Well, there are various reasons, safety, convenience. 

Mr. Mutter. Now, if the rural bank needs any safety as far as its 
money is concerned, isn’t it safer to put it into Government obliga- 
tions than to send it on to another bank that is going to lend the 
money to the public? 

Mr. Gipnry. Well, safety and desirability, and advantageousness, 
and views differ on that. 

Mr. Muurer. Safety and desirability can sometimes be opposed 
to each other. 

Mr. Gipney. They can, and there can be differences of opinion on 
what is the better. 

Mr. Mvuurer. You mean there can be a difference of opinion as to 
whether it is safer for a small bank to take its surplus deposits or 
surplus money, that it has no use for in its locality, and put that sur- 
plus into Government obligations rather than to send them on for 
deposit in a big bank? 

Mr. Gipney. Well, safeness and desirability and what is more to 
their advantage, there certainly are differences of opinion. 

I had an occasion where I—— 

Mr. Mcurer. You see, you insist on bringing other items in to- 
gether. I am talking about only one. 

Mr. Giwney. Well, I don’t think a bank operates on only one. If 
you are a banker, you have to think about all fronts. 

Mr. Murer. Well, I would like to address myself solely to the 
question of safety at the moment, not desirability, and not advanta- 
geous benefits that may come, or disadvantageous things that may 
occur. I would like to address myself solely to the question of safety. 

Do you know of a single bank, big or small, that would consider 
taking its money that it has no call for and that it has on hand and 
as a matter of : safety would send it on to another bank for deposit 
in that other bank rather than to put it into Government. boncls, 
addressing myself solely to the question of safety. 

Mr. Gipney. I don’t think that it was done on that ground. I 
think that question—— 

Mr. Murer. You are not answering my question. 

Mr. Mumma. The yield would enter into that. 

Mr. Brown. You have asked the witness. Now give him time to 


answer. 
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Mr. Murer. Take all of the time you need to answer, Mr. Gidney, 
but I wish you would address your answer solely to the question of 
safety. 

Mr. Gipney. Well, I think the bank would regard both places as 
safe. I know they w ‘ould, : and therefore their decision would be made 
on other grounds. I have known them to carry considerable excess 
reserves with the Federal Reserve bank, and it wasn’t a question of 

safety there. In fact, I thought some of them were a little bit foolish 

to do it, and suggested that maybe they should invest a little more, 
but after all, we have this freedom of operation. We don’t manage 
them. 

Mr. Murer. Now, as a matter of business judgment, how long 
would you, if you were the controlling stockholder of the bank, con- 
tinue the management of the bank that took its sur plus funds and put 
them into another bank without interest rather than put them into 
Government bonds or Government securities ? 

Mr. Gipnrey. Well, I am not in that status. I am not allowed to 
own stock in a bank. 

Mr. Murer. I know you are not. But you are supposed to tell 
them what they can or can’t do. You are the supervisor of the 
national banks. 

Mr. Gioney. But I don’t manage the banks. 

Mr. Mutrer. You also sit as a member of the Board of the FDIC, 
which should make sure that they continue to warrant the insurance 
coverage. 

Mr. Gipney. Yes, but I have not understood that it was the con- 
ception of anyone that supervisors should run the banks. 

Mr. Murer. Do you mean to say that your examiners do not make 
recommendations to the banks as to whether or not their practices are 
sound / 

Mr. Gipnry. They make those within the scope of their authority, 
but it isn’t the function of our examiners to say you should put this 
into this Investment or that investment, this loan or that loan. In 
fact, we would have to hold the examiners back from that kind of 
thing. The directors and officers run the banks, it is their job. 

Mr. Murer. You would say it is not the function of your examiners 
to tell the bank, “You have a hundred thousand dollars in capital. 
You have a hundred thousand dollars in surplus. You have a million 
dollars in deposits. You should not send your million dollars in 
deposits to another bank without interest” ? 

Mr. Gipney. That is an extreme case that we haven’t encountered. 

Mr. Mutter. I am taking an extreme case deliber: ately. 

Mr. Giwyry. I don’t think it would be our examiner's function to 
comment on that. 

You may remember that we had a banker who did exactly that, 
known as Hundred Percent Nichols, out of Chicago. He operated 
in that way for quite a long time. 

Mr. Muurer. Were you worried with that particular form of bank- 
ing? Was Mr. Nichols ever criticized by the Department ? 

Mr. Jennines. No, he was the only one of his kind, and I think we 
just didn’t bother with it. 

Mr. Muuzer. That was a national bank ? 

Mr. Gipnery. It was a national bank. 
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Mr. Murer. And you just didn’t bother with it. I think it is a 
series reflection on your office, and if you don’t have authority to do 
something by way of recommendation to such a banker, you should 
come to this committee and ask for legal authority to do it. I think 
there is ample legal authority for you to do it. 

Mr. Jennrnes. In the case of the Nichols bank, as I remember it, 
and I may be wrong, Mr. Nichols was a very substantial majority 
shareholder of the bank, and I think he owned 80, 90 or maybe 95 
percent of the bank. The minority shareholders were few and far 
between who could be hurt by his practice. 

Mr. Mctrer. Who would be hurt ? 

Mr. Jenntneos. I say, there were only a few minority shareholders 
involved, and certainly his bank did not earn profits that amounted 
to very much under his policy. But he was primarily hurting him- 
self by the policy rather than a group of shareholders. 

Mr. Mctrer. What was the total amount of capital there? 

Mr. Jenninos. I have forgotten, sir. 

Mr. Mutter. Well, assume it was only $100,000 of capital, and he 
had 89 percent of it, you don’t think you should have protected the 
other 11 percent ? 

Mr. Gipney. I think he had more like 98 percent. 

Mr. Murer. Well, I ask again, don’t you think you should have 
protected the other two percent ? 

Mr. Gipney. I think he should have operated differently. 

Mr. Mutrer. How much were the deposits ? 

Mr. Gipney. I don’t recall. Not very large. 

Mr. Mourer. Was it 3, 4, 10 times the amount of the surplus? 

Mr. GIpNeEY. Probably. 

Mr. Mutrer. Don’t you think the depositors were entitled to be 
protected ? 

Mr. Gipney. They were protected. 

Mr. Mutrer. How? 

Mr. Gipnry. By the 100 percent reserve. They were perhaps as 
well protected as anyone anywhere. 

Mr. Muurer. We had another situation much more recently in New 
York, in Ellenville, a national bank. Do you recall that situation? 

Mr. Gipney. Yes. 

Mr. Motrer. What did your examiners recommend with reference 
to that situation ? 

Mr. Gipney. Well, the examiners found a situation there which 
made it necessary to place the bank in the hands of a receiver. 

Mr. Mutrer. That is right. 

How long did it take them to find it out ? 

Mr. Gipnry. We don’t know how long it was going on, but as you 
are aware, no depositor of the bank lost a dollar. 

Mr. Mutter. That was because of the insurance. The stockholders 


were wiped out, weren’t they ? 

Mr. Gwwnry. We don’t know that yet. The depositors didn’t lose 
a dollar. 

Mr. Mutrer. That was because of the insurance, not because of 
any ac oe ity on the part of the supervising agency. 

Mr. Giney. Not entirely because of insurance. It was possible 
because the Federal Deposit Insurance Corporation made a loan to 
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the receiver, sufficient so that the deposits could be taken over at face 
in full. 

Mr. Mutrer. And you still don’t know, and you won’t know until 
the liquidation is complete or there is a complete reorganization, as 
to whether or not the FDIC will have to take a loss on that loan. 

Mr. Gipney. We believe they will not have to. 

Mr. Motrer. But you won’t know until the liquidation or reor- 
ganization is complete. 

Mr. Gipney. It is clear now that they will not. 

Mr. Mutrer. Despite the fact you sold one asset of the bank for 


one-third its par value? 


Mr. Gipney. We did not. It was sold for its full actual value or 
possibly more. 

Mr. Murer. But less than bank stockholders were willing to pay 
for it. 

Mr. Gipney. I don’t know what you are talking about there. 

Mr. Mutrer. The big loan that made the bank go broke. 

Mr. Gipney. I think you should ask Mr. Cook that. 

Mr. Mutter. Well, before we ask Mr. Cook, since Mr. Harl’s death, 
it is just you and Mr. Cook running that organization. 

Mr. Gipney. Yes. 

Very well. We are getting all of the value out of the assets there. 

Mr. Muurer. That isn’t what the stockholders say. 

Mr. Gipney. Very well. That is the fact. 

Mr. Mourer. But the stockholders disagree with that. 

Mr. Gipney. Are they well informed ? 

Mr. Muurer. I think they are as well informed as you are, and Mr. 


‘Cook is. 


Mr. Gipney. Well you are wrong. 

Mr. Mutrer. Of course, that is a matter of opinion, too. 

Mr. Gipnry. Exactly. 

Mr. Motrer. The fact of the matter is that that loan was over a 
million dollars. 

Mr. Gipney. No, sir, it was less than a million dollars. 

Mr. Mourer. What was the original amount of the loan? 

Mr. Gipnry. It wasn’t a loan, it was an overdraft. 

Mr. Mutter. What was the amount of the overdraft ? 

Mr. Gipnegy. About $800,000 or $900,000. 

Mr. Mutter. Is an overdraft in the nature of a loan? 

Mr. Gipney. Yes. 

Mr. Mutter. Does the bank charge interest on an overdraft? 

Mr. Gipney. I don’t think they charged it in this case. It was 


concealed. 


Mr. Mutter. Does the law require them to charge interest on an 
overdraft ? 

Mr. Gipney. I think they would be permitted to charge interest on 
a large overdraft, if they knew about it. 

Mr. Mutter. Bankers are required to charge interest on overdrafts, 
the same as they charge interest on loans. 

Mr. Gipney. They are permitted rather than required. The par- 
ticular officer who knew about and who permitted the hidden over- 
draft is under indictment. 

Mr. Mouurer. When did the overdraft occur? 

Mr. Groney. We don’t know. It wasa concealed overdraft. 


1) 
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Mr. Mutter. Your examiners didn’t find out about it until very 
recently ? 

Mr. Gipney. They didn’t find it out until the examination last 
fall. 

Mr. Jenntnos. The fall of 1956. 

Mr. Muurer. Do you know when the overdraft occurred ? 

Mr. Gipney. No, [ don’t think anyone knows, except perhaps the 
two gentlemen who maneuvered it. 

Mr. Moutrer. And the amount of that indebtedness was settled with 
the original person or firm that owes the money to the bank. It was 
settled for about one-third of the amount due? 

Mr. Gipney. That isn’t so. 

Mr. Mutter. What is the fact ? 

Mr. Gipnery. I think the FDIC, as receiver, collected—I haven’t 
the figures. I think you should get them from the FDIC. But I am 
sure they collected, including the settlement, upward of $400,000. 

Mr. Mouurer. Well, will you get the complete history of the trans- 
action ? 

Mr. Gipney. Even though I am a member of the FDIC, I think 
that should appropriately be presented by the FDIC. 

Mr. Mouurer. Well, I am addressing the question to you now as 
member of the Board of the FDIC. 

Mr. Gipnery. I shall ask FDIC to prepare it, yes. 

(The data requested above are as follow :) 


) 
ra 


FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, August 12, 19357. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN SPENCE: At the request of Mr. Gidney we are submitting 
to you herewith ad photostatic copy of the petition filed in the Supreme Court 
of New York, Ulster County, by the corporation as receiver of the Home Na- 
tional Bank of Ellenville, N. Y., for authority to effect a settlement of the 
indebtedness of the Anjopa Paper & Board Manufacturing Co., Inc., to the 
receivership, and the order entered by the court on said petition. 

The petition includes a copy of the agreement between the receiver and 
Anjopa, a list of the other creditors of Anjopa, and the form of the consent to 
said agreement executed by said creditors. 

This matter is submitted to you in response to a request made on Mr. Gidney 
during the current hearings on the Financial Institutions Act, that information 
concerning the aforementioned settlement be given to your committee. 

With personal regards, I am 

Sincerely yours, 
H. E. CooK, Chairman 


Av A SpecrtaL TERM OF THE SUPREME COURT OF THE STATE OF NEW YORK HELD IN 
AND FOR THE COUNTY OF ULSTER, AT THE CoUNTY Court HOUSE, IN THE CITY 
OF KINGSTON, NEW YORK, ON THE 30TH Day oF JULY, 1957 


Present : Hon. RoscoE V. Etsworth, Justice. 


IN THE MATTER OF THE APPLICATION OF THE FEDERAL DeEpositr INSURANCE Cor- 
PORATION, AS RECEIVER OF THE HOME NATIONAL BANK OF ELLENVILLE, NEW 
YorkK, For AuTHORITY To SELL ASSETS AS REQUIRED BY TITLE 12, U. S. C., 
SEcTION 192 

ORDER 


On reading and filing the petition of the FreperaLt Deposit INSURANCE CorRPO- 
RATION, aS Receiver of the Home National Bank of Ellenville, New York, by 
M. P. KENNEDY, JR., its Liquidator and Attorney-in-Fact, duly verified the 29th 
day of July 1957, asking for an order authorizing the settlement and compro- 
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mising of any claims the Receiver has against Anjopa Paper Manufacturing 
Company, Inc., as required by Title 12, U. S. C., Section 192, and it appearing 
to the satisfaction of the Court that it is necessary and proper, and that it is 
for the best interests of the Home National Bank of Ellenville, its depositors, 
creditors, and shareholders, to settle and compromise the Receiver’s claims 
against Anjopa Paper Manufacturing Company, Inc., in accordance with and 
pursuant to the terms of the proposed agreement, more specifically set forth in 
the Petition herein, and to grant the authority prayed for in said Petition, and 
the Court being satisfied that it is a Court of record of competent jurisdiction 
within the provision and meaning of Title 12 U. 8. C., Sec. 192, and due deliber- 
ation having been had thereon, 

Now, on the motion of RaymMonp J. Mrno, Hsq., attorney for the Petitioner, 
it is 

OrpDERED, that the FeperAt Deposit INSURANCE CORPORATION, as Receiver of the 
Home National Bank of Ellenville, New York, settle and compromise any exist- 
ing claims of the Receiver against Anjopa Paper Manufacturing Company, Inc., 
in accordance with and pursuant to the terms of a proposed agreement, more 
specifically set forth in the Petition herein. 

Enter. 

Roscor V. Ersworts, J. 8. C0. 
STATE oF New York, 
Ulster County Clerk’s Office, 38: 


I, LAWRENCE D. Crarr, Clerk of the County of Ulster, and also Clerk of the 
Supreme and County Courts, in and for said county do hereby certify that 
I have compared the preceding copy of Order (original filed) August 1, 1957, 
with the original on file in this office, and that the same is a correct transcript 
from said original Order and of the whole thereof. 

In Witness Whereof, I have hereunto set my hand and affixed the seal of said 
Court and County, this 1st day of Aug. 1957. 

LAWRENCE D. Crart, Clerk. 


STATE OF NEW YORK 
SUPREME CourT: COUNTY OF ULSTER 


IN TNE MATTER OF THE APPLICATION OF THE FEDERAL Deposir INSURANCE CoR- 
PORATION, AS RECEIVER OF THE HOME NATIONAL BANK OF ELLENVILLE, NEW 
YorK, FoR AUTHORITY To SELL ASSETS AS REQUIRED By TiTLEe 12 U. S. C. 
SECTION 192 

PETITION 

To the Supreme Court of the State of New York: 

The Petition of the Freprerat Depostr INSURANCE CoRPORATION, as Receiver 
of the Home National Bank of Ellenville, New York, shows to this Court: 

1. That the Feperat Deposit INSURANCE CorpoRATION is a corporation duly 
organized and existing under and pursuant to an Act of Congress of the United 
States (Title U. S. C., See. 1811-1831; 64 Stat. 873), with its principal office in 
the City of Washington, District of Columbia. 

2. That the Home National Bank of Ellenville, New York, is a national bank- 
ing association, organized and existing under and by virtue of the laws of the 
United States, having its principal place of business in Ellenville, Ulster County, 
New York. 

8. That the Home National Bank of Ellenville was closed by action of its 
board of directors on December 8, 1956, and its affairs turned over to the Comp- 
troller of the Currency and, thereafter, on December 4, 1956, the Comptroller of 
the Currency, pursuant to the provisions of Title 12, U. S. C., See. 1821 (c), 
duly appointed your Petitioner, the Freperat Deposit INSURANCE CORPORATION, 
Receiver of the Home National Bank of Ellenville, and from that time to the 
present your Petitioner has been and now is acting as such Receiver, a copy 
of which appointment is attached hereto and marked “Schedule B.” 

4. That among the assets which came into the hands of your Petitioner, as 
Receiver, was certain indebtedness of Anjopa Paper & Board Manufacturing 
Company, Inc. (hereinafter referred to as “Anjopa”), in the amount of $926,963.50. 
On December 20, 1956, “Anjopa” executed in favor of your Petitioner a demand 
note of $800,000 which was secured by a mortgage on “Anjopa’:” real estate 
and chattels located at Napanoch, New York, and Stillwater, New York, and, 
also your Petitioner is the holder, by Assignment, of a further note and securing 
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mortgage on “Anjopa’s” said Nananoch properties, given by “Anjopa” to one 
Joseph Sirico, and assigned to The Home National Bank of Ellenville, which 
said note and mortgage are in the principal sum of $9,187.50, and, although 
demand has been made for the papyment of both of said notes and mortgages, 
no part of the same therein stated to be due has been paid. 

5. That in order to properly liquidate the assets of said Home National Bank 
of Ellenville, your Petitioner deems it necessary and proper, and for the best 
interests of said Home National Bank of Ellenville, its depositors, creditors, 
and shareholders, that your Petitioner, as Receiver, settle and compromise any 
existing Claims it has against Anjopa in accordance with and pursuant to the 
terms of the proposed agreement, attached hereto and marked “Schedule A.” 
and made a part of this Petition. 

6. That your Petitioner is required by the provisions of Title 12 U. 8S. €., 
Sec. 192, to obtain an order of a Court of record of competent jurisdiction, to 
sell or compromise the assets of its trust. 

7. That the Supreme Court of the State of New York is a Court of record 
of competent jurisdiction within the provisions and meaning of Title 12 U. S. C., 
Sec. 192. 

WHEREFORE, yOur Petitioner prays for an order authorizing the FrperaL De- 
POSIT INSURANCE CORPORATION, aS Receiver of the Home National Bank of Ellen 
ville, New York, to settle and compromise any existing claims of the Receiver 
against Anjopa Paper Manufacturing Company, Inc., in accordance with and 
pursuant to the terms of the proposed agreement, attached hereto and marked 
“Sehedule A.” 

FEDERAL DEPOSIT INSURANCE CORPORATION, AS RECEIVER OF THE Hom? 
NATIONAL BANK OF ELLENVILLE, NEw York. 
By M. P. Kennepy, Jr., Liquidator and Attorney-in-Fact. 


STATE OF NEW York, 
County of Ulster, 88.: 

M. P. KeENNepy, Jr., being duly sworn, deposes and says: 

That by resolution duly adopted by the Board of Directors of the Frprrat 
Deposir INSURANCE CORPORATION on December 4, 1956, he was appointed the 
Agent of the Feperat Deposit INSURANCE CORPORATION, With the title of “Liqui- 
dator” in connection with the Receivership of the Home National Bank of 
Ellenville, New York, and that since that time, and at the present time, he is 
now the duly appointed acting and qualified agent of the FreperaLt Deposit IN- 
SURANCE CORPORATION, aS Receiver of the Home National Bank of Ellenville, New 
York, under and by virtue of a duly issued Power of Attorney, which Power 
of Attorney is ated December 7, 1956, and has been recorded in the Ulster 
County Clerk’s Office in Liber 990 of Conveyances at page 443; and that he makes 
this verification for and on behalf of said Frprera: Depostr INSURANCE CORPORA- 
TION, as such Receiver, and is duly authorized to do so; that he has read the 
foregoing Petition, knows the contents thereof, and that the same is true to 
his own knowledge, except so much thereof as is alleged to be upon information 
and belief, and as to such he believes it to be true. 

M. P. KeENNepy, Jr., 
Liquidator and Agent 

Sworn to before me this 29th day of July 1957. 

MARILYN E. BARNES, 
Notary Public, State of New York, Resident in and for Ulster County. 


Commission expires March 30, 1959. 


SCHEDULE A 

This agreement made and entered into this day of July, 1957, at Eller 
ville, New York, by and between ANgopa Paper & BOARD MANUFACTURING 
CoMPANY, INc., a corporation organized and existing under the laws of the State 
of New York, and having its principal place of business in Napanoch, New 
York (hereinafter called Anjopa), and FrperaL Depostr INSURANCE CoORPO- 
RATION, as Receiver of the Home Nations! Bank of Ellenville, Ellenville. New 
York, a corporation organized and existing under an Act of Congress of the 
United States and having an office in Ellenville, New York (hereinafter called 
the Receiver). 

WITNESSETH. 

Whereas the Receiver claims that Anjopa is indebted to the Receiver in 
divers sums of money and Anjopa admits the receipt of monies from Home 
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National Bank and/or William R. Rose, and Anjopa heretofore gave to the 
Receiver (on or about December 20, 1956) its demand note in the amount of 
Eight Hundred Thousand Dollars ($800,000.00) dated December 20, 1956, secured 
by a mortgage on Anjopa’s real estate and on the chattels and equipment sit- 
uated therein located at Napanoch, New York, and at Stillwater, New York, 
and the Receiver has made demand for payment under said note and mortgage 
and no part of the sums therein stated to be due has been paid, and 

WHEREAS the Receiver is the holder by assignment of a further note and se- 
curing mortgage on Anjopa’s said Napanoch properties, given by Anjopa to one 
Joseph Sirico and assigned to the aforesaid bank, which said note and mortgage 
are in the principal sum of Nine Thousand One Hundred Highty-seven Dollars 
and Fifty Cents ($9,187.50) and have not been paid, and 

WHEREAS Anjopa and the Receiver are each desirous of settling any existing 
claims of the Receiver against Anjopa, and 

WHEREAS in order to induce the Receiver to enter into such said settlement 
with Anjopa, Anjopa has represented to the Receiver that the creditors of An- 
jopa are listed on the schedule which is attached hereto, marked Exhibit “A” 
and made a part hereof by reference and that those creditors listed on said 
schedule whose names are marked with an asterisk have properly executed 
and delivered to Anjopa a consent and estoppel agreement in the form of Ex- 
hibit “B” attached hereto and made a part hereof by reference. 

Now THEREFORE, in consideration of the promises and the provisions hereof, 
and other valuable consideration receipt whereof is acknowledged, each of the 
parties hereto does severally undertake, promise, covenant and agree, each 
with the other as follows: 

I 


Anjopa shall pay the Receiver the sum of Two Hundred Thousand Dollars 
($200,000) in cash, plus interest; payable in four (4) equal semiannual in- 
stallments of Fifty Thousand Dollars ($50,000) each, plus interest; the first 
of said semiannual! installments to be paid on July , 1958, and said install- 
ments to be evidenced by four (4) promisory notes of even date herewith made 
by Anjopa and each in the principal amount of Fifty Thousand Dollars ($50,- 
000), bearing interest at the rate of five percent (5%) per annum from its date. 
Anjopa shall have the right to make prepayments to be applied on the note 
which is last due. 

II 


Anjopa shall deliver to the Receiver promissory notes totalling in face amount 
the sum of One Hundred Thousand Dollars ($100,000), which notes shall be 
executed by individuals, firms and corporations who shall be indebted to Anjopa 
on the respective dates of said notes for goods theretofore sold and delivered 
and/or services theretofore rendered. These notes may be payable at different 
times, but in no event shall any of them be payable more than six (6) months 
after the date of this agreement. These notes shall be regular in form and 
each of them shall constitute a valid negotiable instrument, payable according to 
its terms, and shall be in form substantially the same as that attached hereto, 
which form is marked Exhibit “C” and made a part hereof by reference. Each 
of said notes shall be made payable to Anjopa and shall be endorsed by it with 
recourse to the Receiver and shall provide for interest at the rate of five percent 
(5%) per annum from its date. 

Ill 


Upon nonpayment by the maker of any amount due under any promissory 
note which is referred to in numerical paragraph II above, Anjopa shall pay, 
upon ten (10) days’ written notice to it by the Receiver, the amount of 
any sum so due and unpaid. 

IV 


Anjopa shall maintain fire insurance coverage on Anjopa’s Napanoch prop- 
erties, at the expense of Anjopa, for the benefit of Anjopa and of the Receiver 
as their interests may appear, and deposit the policies with the Receiver with 
appropriate loss coverage clauses attached. Said coverage shall be in an amount 
not less than One Hundred Seventy-Five Thousand Dollars ($175,000) provided 
that such amount of coverage may be reduced from time to time as the aforesaid 
Fifty Thousand Dollar ($50,000) semiannual payments are made, as provided 
in paragraph I hereof, such reduction in said insurance to be in the same ratio 
as the reducing balance of principal bears to the said total of Two Hundred 
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Thousand Dollars ($200,000). The Receiver has caused $200,000 of insurance 
to be issued and has paid the premiums thereon, and the debtor agrees to reim- 
burse the Receiver for the pro rata amount of the unused premiums on $175,000 
of said insurance; said pro rata premiums, computed from July 1, 1957, to the 
expiration of the respective policies, amounts to $4,655.76 and Anjopa agrees 
to pay same to the Receiver in five (5) equal monthly installments of $931.15 
beginning August 1, 1957. 
Vv 


The Receiver shall, upon receipt from Anjopa of all property and cash pay- 
ments which the Receiver is entitled to receive under the terms of this Agree- 
ment, deliver up to Anjopa the aforesaid Eight Hundred Thousand Dollar 
($800,000) note and securing mortgage, and the aforesaid Nine Thousand One 
Hundred Highty-Seven Dollars and Fifty Cent ($9,187.50) note and securing 
mortgage, and shall execute in favor of Anjopa an appropriate release of any 
and all claims which the Receiver has or may have against Anjopa and against 
Joseph DiCandia only with respect to Anjopa’s primary indebtedness. 


VI 


In the event Anjopa shall sell its properties situated at Stillwater, New York 
(and more particularly described in the aforesaid mortgage held by the Receiver 
securing the said Eight Hundred Thousand Dollar ($800,000) note), then the 
Receiver shall release said Stillwater properties, real and chattel, from any lien 
of the said mortgage held by the Receiver, provided, however, that in exchange 
for said release, Anjopa shall pay to the Receiver an account of the sums due 
the Receiver under this Agreement, one-half (44) of the net proceeds of any 
such sale remaining after the first mortgage on said Stillwater properties and 
all taxes thereon have been discharged. The Receiver shall apply any such 
proceeds of sale received by it upon the note or notes provided for in paragraph 
I hereof, which shall at the time be last due. 


Vil 


It is the intent and agreement of the parties hereto that the aforesaid mort- 
gage held by the Receiver and the said Eight Hundred Thousand Dollar ($800,- 
000) note of Anjopa secured thereby, shall remain in full force and effect 
according to their terms until the full amount due the Receiver under this agree- 
ment shall have been received by the Receiver, and it is expressly agreed by 
Anjopa that no provision of this Agreement shall be in derogation of any right, 
including specifically the right of foreclosure, which the Receiver has or may 
have under any provision of said mortgage or under the note secured thereby, 
provided, however, that the Receiver shall not exercise its right to foreclose said 
mortgages unless and until there shall be a default by Anjopa under the terms 
of this agreement. The agreements in this paragraph shall also apply equally 
to the aforesaid mortgage and note payable to Joseph Sirico and held by the 
Receiver as assignee. It is agreed by Anjopa that each of the mortgages given 
by Anjopa and referred to in this paragraph is in default under its terms. Noth- 
ing in this contract contained shall constitute any waiver by the Receiver of any 
right of the Receiver under either of said notes or securing mortgages, in case 
of default by Anjopa under this contract; and shall not constitute any such 
waiver of the right of the Receiver, in case of such default, to enforce, by any 
means, the payment of the sum of Nine Hundred Thirty-five Thousand Two 
Hundred BHighty-eight Dollars and Thirty-six Cents ($935,288.36) provided for 
in paragraph VIII hereof. 

VIII 


It is hereby expressly stipulated and agreed by each of the parties hereto 
that, for the purposes of this agreement only and the rights conferred here- 
under, that in the event of any default by Anjopa under the terms of this 
agreement the sum of Nine Hundred Thirty-five Thousand Two Hundred and 
Highty-eight Dollars and Thirty-six Cents ($935,288.36) is fixed as the amount 
which shall become due and payable hereunder less any payments made here- 
under, and said sum shall, in case of default, less any payments. become due 
and payable under twenty (20) days’ written notice given by certified mail to 


Anjopa by the Receiver. The said amount is fixed for the purposes of this 
agreement only and to enable the parties to settle and compromise the matters 
herein set forth. 





















































Attest: 
(SEAL) 





























In the event of a default by Anjopa of any obligation it has hereunder, then 
the Receiver shall have the right, in addition to all rights it has as aforesaid 
under either or both of the said mortgages, to retain as its absolute property 
(a) all sums paid by Anjopa to the Receiver as provided for in this agreement, 
and (b) each and all of the promissory notes which Anjopa is obligated to 
endorse and deliver to the Receiver under this agreement, and (c) any payments 
received or to be received in satisfaction of the said promissory notes. The 
Receiver shall apply any cash received as referred to under (a) and (c), in 
partial payment upon the aforesaid sum of Nine Hundred Thirty-Five Thousand 
Two Hundred Eighty-Eight Dollars and Thirty-Six Cents ($935,288.36) fixed for 
the purposes of this agreement as set forth in the preceding paragraph of this 
agreement, and Anjopa shall remain liable for any deficiency. 


All notices which may or are required to be given under the terms of this 
agreement shall be given, unless otherwise expressly agreed to by the parties 
hereto, to Anjopa at Napanoch, New York, and to the Receiver at its office in 
Ellenville, New York, by certified mail. 


This agreement shall be binding upon and shall inure to the benefit of the 
parties hereto, their successors and assigns, respectively, and shall take effect 
immediately upon its execution. 

IN WITNESS WHEREOF the parties hereto have executed these presents, by 
their officers thereunto duly authorized, and Anjopa has caused its corporate seal 
to be affixed hereto the day and year first above written. 


Anjopa Paper & Board Manufacturing Company, Inc., Napanoch, N. Y.— 


Name (open accounts) : 
Associated Patents Co 
Ben’s Service Station 
aI 0 + IIIT a Soassan cleat Sacer haiti sentient na neaaaiinaaa 4, 246. 65* 
PEEL i EEE CAE ie TaN To cen te cnicatee ce tieanepaten teieenentiesesatinds 8, 450. 00 
iy Me MOR ice sciceen 
ce OEE Click cco n une 


Johnny’s Super Service Station__-- 
KK & CO Weer O02 hae. 
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IX 


x 


XI 


ANJOPA Paper & BOARD MANUFACTURING COMPANY, INC., 
By ———, —— , President. 





, Secretary. 
FEDERAL DEPOSIT INSURANCE CORPORATION, 
AS RECEIVER OF THE HoME NATIONAL 
BANK OF ELLENVILLE, ELLENVILLE, NEW 
York, 
By ————- ———__,, Liquidator. 


Witness: 


EXHIBIT A 


List of Creditors As of June 1, 1957 


Amount 


lal tac a ee $485. 00 


228. 52* 


lee te es 10, 476. 94* 
Sar see Joeerr t= Se eee 1, 033. 90 


isin esate iiasinnainameame 66. 80 
Jonepen Camerene «@ CO. Tapes, joo Sr 2, 400. 00 
Te a UM A ns nina aww 10,812.49 
Dick’s Battery & Automotive Service__.__.-.....-__--__--_-_. 540. 81 


SOUR Re PAID RN Te i is entrees ean ites 1, 148. 43* 
Electra Supply Co., Ine 


977. 30* 


Feuer Transportation Co., Ine___- SS Sestics itis ol cancel 249. 85 
3. Prreaman 3... ok waienahe pl aanen acai acbitecbablcta athens raises tener 434. 64 
Gotham Hefintn® Chemical Ge. 419. 38 
es Ten, Ce Tc a a hl cheetah ci dig ht celeste bandon 397. 00* 
SPORTS Fr UMRIIN:  B te oe i en tee eet eee dae argame 906. 00* 
DeLuxe Sales & Service (International) .--.---___________- 1, 244. 97* 
i 5s a es SM a eeengibithiteacenmranesdnehe aeeeaielaetad 688. 75* 


a is anesthe eben ella woes wet 1, 261. T8* 


Ss cinsibibsdainnoas ssttn tad ch an hel 1, 081. 89* 
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Anjopa Paper & Board Manufacturing Company, Inc., Napanoch, N. Y.— 
List of Creditors As of June 1, 1957—Continued 


Name (open accounts )—Continued Amount 
The Kingston Print Shop____...-__..----_ _ pak Sie el seed 106. 06* 
pera Aenea ant soa es ot ed as 92. 60 
nents OIRCTIIIIIIINIINI S - shoos otecs lS oe ies x 140. 00 
SRSeeMeIOT el) (ENAIE, FOO ee tks es ee alee en. eee 10. 25 
Vincent J. LaGamma______-_-_-- mobingieit6s ai behind sai. 262. 56* 
Langer Transport Corp__-_-----__- Savelated atlas eide tidiss tie ent 76. 22 
Lockwood Trade Journal___---_~_ Seti bbiaant ali aniiindowis 114. 00 
Mid-Bast Heat Service__________ dit aks gti biel ct S 514. 30* 
Moore’s Truck Terminal__________- hi pan atthe eeepc 2 656. 19* 
McDole Construction Corp__--~---~~~-- maaatprted Sratuectairdeteiid 183. 52 
National Aluminate Corp____--___.--_-_-- ik pecan Sei 182. 68 
North Side Leather Belting Co., Inc... +... 964. 66* 
eR i lees mic eteetem ti 806. 84 
Pepsi-Cola Bottling Co., Inc... ..-..--___ ~~. peeert shee toe 196. 13 
Peterkin’ Weltnm Surely Cos 22 oi ee eh ee nt 105. 55 
eee mereCM GE, BOG ie ee 118. 05 
ey ae en ee Pe fusccue! 3 ee ae 
Sandy Hill Iron & Brass Works____----------__--_ Sets 3, 254. 33* 
I aR 9 needa sere mein 1, 025. 00* 
Sullivan County Ready Mixed Concrete Corp___----------_- 1, 272. 00 
Sullivan Highway Products Corp__...-._--__--_-.._.-~_- is 377. 65 
State Chemical Corp____---- Pee aa ee aT tt 141.10 
aes weenie Wore {7 4, 450. 00* 
Union Screen Plate Co____ : LEO RIL ate oe. : : 768. 00 
Taxes (State, Town, County & School). .--_ ------~_--- 918. 07 
Peni “weeter 5 oa Se SU Set fies Bee ere 834. 25* 
A, Zeit 3 f aeees Ridelow ee IN a saa oe sda 138. 50* 
Director, Internal Revenue (FUTA—’52 and °53)__-___------- 1, 255. 40 
Dem Bolin. .......... sical rat ae oie 4, 604. 17* 
D Aniello Waste Materials Corp esata Seni leks psittaci.) seer ae 
Teno ees ebumenisenienmrermemete 1, 195. 10* 
Falesto Bros_____~- ee MERI RE et dl a: hRremeeuacicmminmins atnmcuntbgs he ccosipingas 3, 000. 39* 
Giove Company, Inc____--__-~- bidicsoaci>aiehenianiggebeciceaesmnm ae ME ae 
Ne ao a cecsian pe eigperenattiennicepimhasbtorerms 6, 584. 77* 
nN os cree tice em ee creme nice se 517. 65 
Pero revuergrmo___ eee ee ee 8, 948. 91* 
Ponte Bros., Inc__--__-- Sieh ie a eabmnenautenigcasanen sciniamsstio Seta a ae 
meeuou, Taper Me. EI cane dark Sec eeecs Bape cherie ge 348. 78 
ae Tanne Seer WO. Ae meee sctedialinces __. 2,295. 92* 
weeory Taper pioce Cd _- 6 et tee cee a erases cogkicn. *: 

cece ee 213, 233. 82 

Notes payable: 

Trailmobile, Inc________~- i can ee cake ian 1, 419. 00 
Sandy Hill Iron & Brass Works pe a de “ 3, 900. 00 
Margaret Humphrey (mortgage) ------.---__-_-_---____--_-_-- 14,250. 00 
People’s Trust Company of Bergen County (C/M)------------ 4, 054. 73 
Cee nn ec ne en cvagberenanencmnpbunssOrmigsda Wrmien 4, 500. 00* 

Total IEE dora oe acne Oe ee 241, 357. 55 


ExHIsBItT B 


Ox 


To: Federal Deposit Insurance Corporation, Washington 25, D. C. 

You are the receiver of the Home National Bank of Ellenville, Ellenville, 
N. Y. We (1) the undersigned are a creditor of Anjopa Paper & Board Manu- 
facturing Co. Inc. (hereinafter referred to as Anjopa). We are informed that 
Anjopa is indebted to you in diverse sums of money; that on or about December 
20, 1956 Anjopa executed a mortgage for $800,000.00 covering the realty, ma- 
chinery and fixtures of Anjopa and Stillwater as security for the repayment 
by Anjopa of all sums due. 

We are now informed that Anjopa proposes to liquidate its entire indebted- 
ness to you by paying you the sum of $300,000.00 in full discharge of all obliga- 
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tions, payable as follows; the sum of $100,000.00 as evidenced by promissory 
notes executed by diverse accounts receivable of Anjopa, payable at various 
times but not in any event more than six months beyond the date of the settle- 
ment agreement, and the balance of $200,000.00 in four equal semiannual in- 
stallments of $50,000.00 each, commencing one year from the date of the settle- 
ment agreement with interest at 5 percent per annum Anjopa to have the right to 
prepay any installment in the inverse order of payment; Anjopa to have a ten 
day grace period after notice by certified mail to pay any promissory notes not 
paid when presented for payment; the Stillwater property to be released from 
the lien your mortgage when Anjopa obtains a purchaser therefor, and the net 
proceeds of any such sale thereof after discharging prior liens and encumbrances 
against the same shall be divided equally between Anjopa and you with the 
amount you receive therefrom to be credited by you against the unpaid balance 
then existing under the settlement agreement in the inverse order of payments; 
Anjopa to maintain fire insurance on the Ellenville plant for your and its mutual 
benefit in the amount of $175,000.00 which amount may be scaled down as the 
balance due under the settlement agreement is reduced. When you receive the 
full sum to be paid to you under the settlement agreement, a satiated tion of the 
mortgage shall be delivered to Anjopa. If Anjopa defaults in making any pay- 
ment required under the aforesaid settlement agreement, then the amount to be 
fixed in said settlement agreement for that purpose, namely $925,000.00 shall 
become due after 20 days notice to Anjopa by certified mail and you shall have 
the right to take any steps you may deem necessary to enforce your rights 
under the mortgage, applying the amounts received under the settlement agree- 
ment against said sum of $925,000.00 and Anjopa to remain liable for any 
deficiency. 

In consideration of your entering into the said settlement agreement with 
Anjopa, and for other considerations and to induce you to rely on this certifica- 
tion, we do hereby certify, consent and agree that the mortgage in your favor 
executed by Anjopa above mentioned is a good and valid mortgage; that there 
are no defenses, offsets or counterclaims to the same or to the indebtedness 
secured thereby; and we do hereby waive, remise and release any right or 
claim we have or may have to challenge the same and we acknowledge its 
validity and do consent to the making of the settlement agreement between you 
and Anjopa upon the terms above stated. 

The undersigned is (1) a sole proprietorship (2) a domestic corporation or 
(3) a partnership. 

In Witness Whereof the undersigned has caused its hand and seal to be 
affixed by its duly authorized officer or agent (or has executed these presents 
under seal) this ____ day of June, 1957. 


"Amount of Claim 


Sworn to before me this —__.- day of June, 1957, said subscriber being known 
to me to be the person described in and who executed and swore to the above 
instrument and duly acknowledged to me that he executed the same and was 
authorized so to do. 


Notary Public 
STATE Or NEw York, 
County of 


On the -_-. day 1A... 25) ORR UNG) 5cs. pk ei 


CREE: etna ica ad ala _....... to me known, 
who, being by me duly sworn, he resides at 


corporation described in and which executed, the foregoing instrument; that ___- 
he knows the seal of said corporation; that the seal affixed to said instrument 
is such corporate seal; that it was so affixed by order of the Board of 

said corporation; and that ___- 
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SCHEDULE B 
No. 2117 


TREASURY DEPARTMENT, OFFICE OF THE COMPTROLLER OF THE CURRENCY 
WASHINGTON, D. C. 


WHEREAS, From information on file in this Bureau, I am satisfied that “The 
Home National Bank of Ellenyille,” located in the Village of Ellenville, County 
of Ulster, and State of New York, is insolvent and unable to meet the demands 
of its depositors and unable to pay its just and legal debts: 

Now, THEREFORE, I, Ray M. Gidney, Comptroller of the Currency, in pursuance 
of the power, duty, and authority vested in me by law, do hereby appoint the 
Federal Deposit Insurance Corporation, Receiver of “The Home National Bank 
of Ellenville,” with all the power, duties, and responsibilities given to or imposed 
upon a Receiver under the provisions of the laws of the United States which 
authorize, and/or direct, the appointment of such Receiver. 

IN WITNESS WHEREOF, I have hereto subscribed my name and caused my seal 
of office to be affixed to these presents, at the City of Washington, in the District 
of Columbia, this fourth day of December, A. D., 1956. 

R. M. GIpney, 
Comptroller of the Currency. 


[Endorsement] 
STATE OF NEw YorkK SuPREME Court, Country or ULSTER 


IN THE MATTER OF THE APPLICATION OF THE FEDERAL Deposit INSURANCE CORPO- 
RATION, AS RECEIVER OF THE HOME NATIONAL BANK OF ELLENVILLE, NEW YORK, 
For AUTHORITY TO SELL ASSETS AS ReQurIreED BY TITLE 12, U. S. C., Srcrton 192 


COPY OF ORDER 


RAYMOND J. Mino, Attorney for Petitioner 
Office and Post Office Address, 78 Main Street, Kingston, N. Y. 


Mr. Mutter. Now, we were talking about the deposits a few mo- 
ments ago. The amount of $70 billion that you referred to, was that 
the demand deposits or all deposist 

Mr. Giwnry. Demand deposits. 

Mr. Mutter. What is the amount of the time deposits ? 

Mr. Gipney. And, Mr. Multer, I was sticking to the national banks 
in that instance. 

Mr. Mutrer. Yes, just national banks. 

Mr. Giwney. The time deposits were $26 billion. 

Mr. Mutrer. And they draw interest ? 

Mr. Gipney. Yes. 

Mr. Mutrer. At what rates? 

Mr. Gimney. Varying rates. I couldn’t summarize that. Not to 
exceed 3 percent, of course. 

Mr. Moutrer. That is the maximum fixed by law? 

Mr. Gipney. For national banks, fixed by regulation of the Federal 
Reserve Board. 

Mr. Moutrer. By virtue of what authority ? 

Mr. Giwnery. The Federal Reserve Act. 

Mr. Mouurer. The statute gives you the right to fix the interest pay- 
able on time deposits ? 

Mr. Giwney. The Federal Reserve Board; that is right. 

Mr. Moutrer. And that varies from place to plece ? 

Mr. Gipney. Yes, as to the actual rate paid, but not as to the maxi- 
mum permitted. 
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Mr. Muurer. And bank to bank? 

Mr. Gipney. And bank to bank. 

Mr. Mutter. Included in those time deposits are there any inter- 
bank deposits ? 

Mr. Giver. There could be some. 

Mr. Murer. You have no separate record of what they amount to? 

Mr. Gipney. No. 

Mr. Mvuuter. Could you get that for us? 

Mr. Giwnry. I think that would be impossible to obtain. 

Mr. Parman. Mr. Chairman, will the gentleman yield? 

Mr. Muurer. Yes. 

Mr. Parman. Since most of the interbank deposits are in 300 banks, 
would it be possible for you to get the amount of time interbank 
deposits as well as the amount of ‘demand interbank deposits, as Mr. 
Multer requested. 

Mr. Gipney. I think it is practically impossible, because it is cer- 
tainly not differentiated in the reports of condition. 

Mr. Parman. In your next report, couldn’t you ask for that in- 
formation ¢ 

Mr. Gipney. I don’t think it is important enough to do so. I think 
it is very little. 

Mr. Parman. We think it is important. 

Mr. Gipnry. We don’t draw = out in our examination reports. 

Mr. Jennrnos. No; we don’t. I don’t know of a single bank that 
is accepting deposits from another bank and paying interest on them 
on a time basis. 

Mr. Murer. Do you review the amount of interest paid by banks 
on time deposits / 

Mr. Gipnery. I believe that is done by the examiner. 

Mr. Mutrer. And in making his examination, he reviews the rate 
of interest paid to determine whether or not the bank is earning it 
and can afford to pay it? 

Mr. Gipnry. That comes out in the overall review of the bank’s 
activities. 

Mr. Mutrer. And if he finds in any particular instance that the 
bank is paying a rate of interest on time deposits higher than it should 
be paying, he c calls that to the attention of management ? 

Mr. Gipney. I think that it would be a very unusual case where 
that hascome up. Of course, the rate has come up to 3 percent lately, 
and it might be difficult for an examiner or anyone else to say that 
that particular part of their business was out of line. 

Mr. Mutter. Is the rate being paid by national banks now across 
the country at the limit of 3 pere ent? 

Mr. Giwney. Not everyw here. 

Mr. Muurer. Some places it is still under 3 percent ? 

Mr. Gipney. Yes. 

Mr. Mutrer. Now, whether the bank examiner does it or not, is it 
not his duty to inquire into whether or not the bank is earning suffi- 
cient to pay the rate that it is paying on its time deposits ¢ 

Mr. Gipnry. Oh, that appears in the examination report, the fact 
of what their earnings are. Of course, that is something that is con- 
sidered as to the standing of the bank. 
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Mr. Murer. And whether it occurs ohee or more frequently, when 
it does occur, it is the duty of the examiner to call that to the attention 
of the management of the bank 4 

Mr. Gipney. If that were the significant factor in the situation. 

Mr. Murer. Suppose it were only an insignificant factor in the 
management, shouldn’t he call it to the attention of the bank ? 

Mr. Gwnery. Not if it were an insignificant factor, certainly not. 

Mr. Moutrr=. Can it ever be an insignificant factor if the rate is 
higher than the bank is earning ? 

Mr. Gipney. Well, when you are speaking of what the bank is earn- 
ing, do you mean gross, net, what? All of those things have to be 
taken together, and what part of the earnings of the bank are you 
referring to? 

Mr. Mutrer. In other words, you think it would be all right for a 
bank to be earning 4 percent gross, and after it takes off its expenses 
it only has 2 percent left—I am taking arbitrary figures—— 

Mr. Grpney. That is a good way to approach it. 

Mr. Mutrer. It has no relation to the actual situation. 

Mr. Gipney. Nevertheless, it is a good way to approach it. 

Mr. Muurer. Yet, with that condition prevailing, you would permit 
it to pay 3 percent on its time deposits ? 

Mr. Gipney. Well, what part of its deposits are time ¢ 

Mr. Mutrer. Fifty percent. 

Mr. Giver. Well, I think they might find that they were heading 
for trouble; and, if I saw that, I would suggest it to them. If there 
were cases as glaring as that, I think the matter would be called to their 
attention. 

Mr. Jenninos. If the examiner didn’t call it to the attention of the 
bank, each bank’s report is very carefully reviewed by the chief exam- 
iner in Washington, and we could call it to the attention of the bank in 
the form of a letter from our office. 

Mr. Mutrer. If the bank examiner called it to management’s atten- 
tion and management did not do anything about it, you here in Wash- 
ington would do something about it ? 

Mr. Jennines. If it became a serious matter, we could take action; 
yes, sir. 

Mr. Murer. Now, that kind of control and that kind of supervision 
and that kind of recommendation with respect to the time deposits, 
Mr. Gidney, is not regimentation 

Mr. Giwney. Well, all supervision has some elements which might 
be so called. The philosophy of this country is that bank supervision 
is a desirable and necessary thing, and it carries some elements of 
regimentation in it, of course. 

Mr. Mutter. How many more elements of regimentation does it 
carry with it than to regulate and supervise the amount of interest 
the it may be paid on demand deposits 4 

Mr. Gipney. I just don’t quite get your question on that. 

Mr. Moctrer. Well, to what extent is there any more or any greater 
element of regimentation in supervising and regulating the interest 
that may be payable on demand deposits than there is in supervising 
and regulating the rate of interest that may be paid on time deposits ? 
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Mr. Gipnry. Of course, under the law as it is, we don’t have oc- 
casion to supervise and regulate interest paid on demand deposits 
because Congress has enacted a law which settles that. That isn’t 
left to supervision and regulation. That is prescribed. 

Mr. Mutrer. Yes. You have neatly evaded my question, Mr. Gid- 
ney. You raised the question in answer to Mr. Patman’s question that 
it would be regimentation to try to regulate and supervise demand 
deposits. Now I want to know how much more regimentation there 
would be in regulating and supervising interest rates on demand de- 
posits than there is in regulating and supervising the rate of interest 
on time deposits. 

Mr. Gipney. Well, I think I just don’t recognize what was said 
before or Mr. Patman’s statement in what you have said. 

Mr. Mutter. Well, did you use the word “regimentation” before? 

Mr. Gipney. I possibly did, and Mr. Patman did, but——— 

Mr. Mutter. Not Mr. Patman; you did. 

Mr. Gipney. Mr. Patman did, also. We both used “regimentation” 
for our own particular discussion. But I don’t think your question 
admits of an answer. 

Mr. Mutter. Well, let me reframe it, then. 

Let’s assume that the law is now changed and the Congress rewrites 
into the law permission to pay interest on demand accounts, and the 
banks now may pay interest on demand accounts within a certain 
maximum rate of interest, which we fix in the statute, and that we 
place upon the supervising agency, the Federal Reserve Board and 
FDIC and the Comptroller's Office, "the duty to supervise and regulate 
the rate of interest within that maximum that shall be paid on demand 
deposits by the banks; is there any more regimentation in that kind of 
law and that kind of regulation than there is in the regulation in the 
law applying to time deposits? 

Mr. Gipney. I think the regulation and regimentation would be 
very much of the same order. 

Mr. Mutter. So I think it is safe to say we can eliminate as a reason 
for not requiring the banks or permitting the banks to pay interest 
on demand deposits any element of regimentation. 

Mr. Giwney. Well, I don’t think putting names on things is a very 
helpful way to get at sound principles and practices. 

Mr. Mutrer. I am in complete agreement. That is why I want to 
eliminate the name calling as to any provision of this statute, that we 
may change, or any provision of this bill that we either want to oppose 
or sponsor. And I want to see if we can’t get to the fundamentals in 
support of these different propositions or in ‘opposition to them, rather 
than just use some names that may cast aspersion upon an argument 
that may be made for or against a particular part of the bill. 

Mr. Brown. Mr. Gidney, you can be back tomorrow, can you! 

Mr. Gipney. Yes, sir; at 10 o'clock. 

Mr. Brown. The committee now adjourns, to reconvene at 10 o’clock 
tomorrow. 

(Whereupon, at 12 o’clock noon, the committee adjourned, to re- 
convene at 10 a. m., Thursday, August 8, 1957.) 
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(Additional data submitted by the Comptroller of the Currency— 
Stock options :) 
TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, D. C., August 13, 1957, 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHarRMAN: During the course of the hearings on S. 1451 and 
H. R. 7026 there has been much discussion of stock options. We believe it would 
be helpful to the committee to describe briefly the requirements which stock 
options must meet to qualify as restricted stock options under the Internal 
Revenue Code of 1954. 

To qualify as a restricted stock option, an option must be granted by an em- 
ployer corporation to one of its employees for reasons connected with his employ- 
ment. At the time the option is granted the option price must be at least 85 
percent of the fair market value of the stock. The option must, by its terms, be 
not transferable otherwise than by will or the laws of descent and distribution, 
and must be exercisable during the lifetime of the owner only by him. It must 
not be exercisable after the expiration of 10 years from the date the option is 
granted. 

If at the time the option is granted the individual to whom it is granted owns 
more than 10 percent of the voting stock of the employer corporation, the option 
price must be at least 110 percent of the fair market value of the stock, and the 
option must not be exercisable after the expiration of 5 years from the date the 
Option is granted. 

If a stock option meets these requirements, and if the stock is not disposed of 
within 2 years of the date the option was granted, and if the stock is held for 
at least 6 months after the option is exercised, upon sale of the stock the seller 
is taxed at capital gains rates on the difference between the price he paid for 
the stock and the price at which it is sold, the same as for all investors. How- 
ever, if the option price at the time the option was granted was less than 95 per- 
cent of the fair market value (it may not be less than 85 percent), then when 
the stock is sold the difference between the option price and the fair market 
value at the time of the granting of the option is taxed as ordinary income. 

At the time of the hearings it was indicated that stock options could be used in 
State banks in at least one State, California. We wish to point out that stock 
options may be used in State banks in at least 17 States. The remaining 31 
States have no statutes on the subject so that it cannot be stated with certainty 
whether or not stock option plans could be used in those States. The 17 States 
which would permit stock options plans to be used by State-chartered banks are: 
California, Colorado, Delaware, Idaho, Kansas, Maine, Maryland, Michigan, 
Montana, New Mexico, North Carolina, North Dakota, Ohio, Oklahoma, Oregon, 
tah, Virginia. 

Sincerely yours, 


Ray M. GipnEy, Comptroller of the Currency. 
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THURSDAY, AUGUST 8, 1957 


Houses or REPRESENTATIVES, 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Multer, Barrett, Mrs. Sullivan, Mrs. Griffiths, Messrs. Vanik, Coad, 
Anderson, Talle, McDonough, Widnall, Betts, Mumma, Bass, Seely- 
Brown, Henderson, and Chamberlain. 

The CHarmman. The committee will be in order. 


FURTHER STATEMENT OF HON. RAY M. GIDNEY, COMPTROLLER 
OF THE CURRENCY; ACCOMPANIED BY L. A. JENNINGS, DEPUTY 
COMPTROLLER; AND ROY T. ENGLERT AND GEORGE E. McCONLEY, 
LEGAL DIVISION, OFFICE OF THE COMPTROLLER OF THE 
CURRENCY 


The CHarman. Mr. Gidney, there seems to be influence being used 
to permit the national banks to underwrite revenue bonds. 

What is your opinion on that ? 

Mr. Gipney. There has been a bill introduced in the Senate, I be- 
lieve, and we have been asked our opinion, and it is going through 
the Treasury and we have not expressed an opinion on it as yet. 

There are people who would like to have that done, and there are 
others who would oppose it, and we haven’t forwarded an opinion as 
yet. It is up to the Treasury and the Bureau of the Budget. 

The CHarrMAN. It would be a rather revolutionary proceeding, 
would it not? They have never had that power before. 

Mr. Gipney. Well, they underwrite municipal bonds, general obli- 
gations of States and municipalities, and this proposed bill would 
extend it to the revenue issues which are not general obligations. 

The CuHarman. They never have had that power. 

Mr. Gwney. I think they had it before the Banking Act of 1933 
or 1935, except that there were very few cases of that type of issue 
at that time. 

The Cuairman. When will your opinion be available? 

Mr. Gipnery. The last time we talked about it, it looked like it 
might be 2 or 3 weeks. 

Mr. Jennrinos. The proposed reply of the Treasury Department is 
at the Bureau of the Budget now. The Board of Governors of the 
Federal Reserve System, the Federal Deposit Insurance 'Corporation 
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and possibly other agencies have been asked for their opimions. It 
is my understanding that the Bureau of the Budget will call for a 
meeting of the several agencies to iron out what may be differing views 
on the matter. That will take place, I believe, late this month. 

The Cuairman. Are hearings being held on that bill in the Senate 
now ¢ 

Mr. Gipney. I don’t believe so. 

Mr. Mutter. Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Mutter. I would like first to ask permission to put some matters 
in the record, but before I do, since you touched on this subject of 
financing bonds, I would like to ask Mr. Gidney to give us his own 
opinion at this time, with the understanding that it has not been 
cleared by the Bureau of the Budget, his own opinion on the subject. 

Mr. Gipney. Well, I don’t wish to take a position on it at this time 
until we have had opportunity to arrive at a common understanding in 
the Treasury. 

Mr. Muurer. That is just the point I am trying to make here. 
When we sent for various representatives of Government agencies, 
some of which are supposed to act independently of one another, we 
are entitled to ask for the opinion of the head of the department with- 
out regard to what the head of some other department may urge it 
todo. I think this committee is entitled to have your opinion as the 
Comptroller of the Currency, without regard to what some other 
department of the Government may desire to send up here as their 
opinion. 

Mr. Gipney. I would prefer not to express an opinion at this time. 

Mr. Mutter. I can’t compel you to, except I think it is a sad reflec- 
tion on our supervision of banking and banks when the Comptroller 
of the Currency will not give us his opinion on so important a matter 
as this, without consulting and conferring and trying to come up with 
one opinion as the opinion of all banking authorities in the 
Government. 

Mr. Gipney. Is there a bill on this subject pending in the House? 

Mr. Muurer. The matter is relevant to the bill that is before us now, 
and we should know whether or not we should do anything with 
reference to that in this bill that we are considering here. 

The Cuamman. There is no bill pending in the House, but it seemed 
to me it was going pretty far to allow banks to underwrite the revenue 
issue. It isa very different matter to permit them to purchase reve- 
nue bonds for their portfolio and not underwrite the issue. 

Mr. Gipney. It is a very important subject, and I don’t want to 
give a hasty opinion on it. Later I hope we shall be able to give an 
opinion, before very long. 

The CuarrmMan. You expect to give us an opinion in a few weeks? 

Mr. Gipney. I think we have been asked by the chairman of the 
Senate committee, and of course we should be glad to send you what 
we send to him. 

Mr. Motrer. I have no objection, Mr. Chairman, to Mr. Gidney, 
taking all of the time he needs to arrive at his opinion and conclusions 
and his recommendations. Mr. Gidney, what I was pressing for was 
your independent opinions, independent of any other Government 
agency or what the bankers may suggest. 
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Mr. Gipney. I think it appropriate that I withhold it at this time. 

Mr. Mctrer. I won’t press you for it. 

The Cuarrman. I think Mr. Gidney is on perfectly sound ground. 
If he doesn’t want to give an opinion now, he can await the opinion of 
his own Department. 

Mr. Grpney. It has not expressed the opinion yet. It is working 
on it. 

The Cuairman. I want the opinion of your Department. 

Mr. Gipney. Yes, sir, that is what you shall have. 

Mr. Mutrer. Mr. Chairman, may I have permission to put in the 
record at this point a letter from the president of the First National 
Bank of Pleasanton, Calif., dated July 31, 1957, on the matter of bank 
financing, a letter from the American Stock Exchange, dated July 30, 
1957, a letter of July 31, 1957, from the New York Stock Exchange, 
the last two letters advise as to the listing of stock on those exchanges, 
an article that appeared in the Consumers Report of August 1957 on 
credit controls, a comparative statement of cash dividends paid bank 
stockholders, dated May 9, 1957, and a comparative statement dated 
July 1, 1957, of the average daily net demand and time deposits, to- 
gether with a reference to bank profits, and also a speech that appeared 
in the Congressional Record of yesterday by Congressman Frank 
Thompson of New Jersey on the question of credit controls. 

May I have permission to put those in the record, please ? 

The Cuamman. The speech is available to the members. 

Mr. Murer. Well, it will probably save the necessity of Congress- 
man ‘Thompson coming in here and presenting a long statement on 
the same subject. 

at Berrs. If he came in, though, we would have a chance to ques- 
tion him. 

Mr. Murer. Well, if the members desire to question him, I am sure 
he will submit himself to questioning. 

Mr. Berrs. I know. 

Mr. Mutter, It would be helpful to the members to read his state- 
ment in advance of his appearing here, so that you can question him 
on the subject matter of his speech. 

The Cuamman. Is there objection? I hear none. 

Mr. Mutter. Thank you. 

(The letters and speech referred to follows :) 


THE First NATIONAL BANK OF PLEASANTON, 
Pleasanton, Calif., July 31, 1957. 
Hon. ABRAHAM J. MULTER, 
United States House of Representatives, 
Washington, D. CO. 


DEAR CONGRESSMAN MULTER: I have been battling the ABA on a number of 
points, believing that organization is dominated by the larger banks and its 
views are slanted accordingly. I particularly differ with the ABA relative to 
proposed small-business legislation. I am glad that you attempted to pin them 
down, as I see from the clipping from the Congressional Record you attempted 
todo. I note, too, that the American Banker in its issue of July 29 commented on 
this. 

The ABA with its contention that “holding company banking is different from 
branch banking” and in its efforts to prevent the adoption of the Douglas amend- 
ment on the Senate side during the recent preenactment period of the Bank Hold- 
ing Company Act of 1956, hurt us tremendously. But we independent bankers 
hope to make them change their tune. The issue of the American Banker men- 
tioned above also contains an opinion of the attorney general of the State of 
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Texas which is headed “Texas Ruling Equates Holding Company Operations With 
Illegal Branch Banking.” 

As to tight credit, our bank has money to lend and I believe most of the smaller 
banks of the country have been able to take care of their customers’ needs. But, 
of course, the higher rates hurt every borrower and, as a cost of doing business, 
tend to push prices higher. The smaller borrower, percentagewise, has undoubt- 
edly felt the increased cost of borrowing more than the big borrower. As to long- 
term financing, present conditions have tended to dry up the source of such funds. 

I think your challenge to the ABA should produce some interesting results. 


Appreciating the efforts of yourself and others in behalf of all small business, 
I am 


Sincerely and cordially, 
Harry Harpine, President. 


AMERICAN STocK EXcHANGE, 
DIVISION OF SECURITIES, 
New York, N. Y., July 39, 1957. 
Hon. ABRAHAM J. MULTER, 
Congressman, House of Representatives, 
Congress of the United States, Washington, D.C. 


Dear Mr. Mutter: Your letter of July 26 addressed to Mr. Edward T. McCor- 
mick, president of this exchange, has been referred to me for reply in Mr. MeCor- 
mick’s absence. 

In response to your inquiry, please be advised that the stock issues of no domes- 
tic banks are listed on this exchange. However, the stock issues of two foreign 
banks are admitted to dealings on this exchange, viz: The American shares of 
Banco de los Andes (Colombia) and the American shares representing the stock 
of City Savings Bank, Ltd. (Budapest, Hungary). Dealings in the latter issue 
have been suspended by this exchange since December 17, 1941. 

I trust that this complies satisfactorily with your request, and remain 

Very truly yours, 


BergNarp H. Maas, Director. 


New YoRK Stock EXCHANGE, 

New York, N. Y., July 31, 1957. 
Hon. ABRAHAM J. MULTER, 

Congress of the United States, 
House of Representatives, Washington, D. C. 

My Dear CONGRESSMAN: In reply to your inquiry of the 26th, the securities 
of Marine Midland Corp. and Transamerica Corp., are listed and registered on 
the New York Stock Exchange. We regard both companies as bank-holding 
companies. 

The securities of General Contract Corp. are also listed and registered in this 
exchange. While this company is predominantly a finance company, it does 
own the stock of a group of midwestern banks, and is registered under the Bank 
Holding Company Act. 

At the present time there are no securities of any operating bank listed on this 
exchange. 

I understand that Congressman Keogh has arranged an appointment with you 
for John Haire, a vice president of the exchange, on Tuesday, August 6, at 2 p. m. 
to discuss the exchange’s position on section 23 of the Financial Institutions Act. 
I am sorry I shall be away on vacation at that time. 

Sincerely yours, 


G. Keita FuNSTON. 
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[From Consumers Reports, August 1957] 


EcONOMIOs FOR CONSUMERS—A New APPROACH TO CREDIT CONTROLS 














President Eisenhower's recent decision not to ask for controls over 
consumer credit leaves a major issue unresolved. CU believes that 
Government action is urgently needed in a fresh direction—to pro- 


tect those who buy on time from the sharp practices of some install- 
ments sellers. 


At the end of 1955, President Bisenhower asked the Federal Reserve Board 
to make a study of the status of consumer debt. During that year, installment i 
credit had increased by $544 billion, to a total of $28 billion. It had been the 
year of blitz car sales—both new and used cars advertised with 100 percent | 
financing plus easy terms, which usually meant a small loan on top of the in- 
stallment loan, and 36 to 48 months to pay off the total. During that year, 
also, the rug industry put steam behind its nothing-down-and-3-years-to-pay terms ) 
for wall-to-wall carpeting. Department stores all over the country began boom- ; 
ing their revolving credit schemes—setups which allow for a kind of installment . 
payment of charge accounts. Airplane companies advertised travel on the cuff. i} 
Hardware stores joined in the credit-selling parade, and even Woolworth’s Y (} 
launched a promotion of time-payment buying. In short, the promotion of credit i 
hit a peak in 1955 and consumers went into debt at a record-breaking pace. 

The Federal Reserve Board attempted to determine whether or not the 
amount of consumer credit outstanding was a threat to the economy—whether 
or not so much consumer debt might hasten a depression, feed an inflation, 
or distort the overall savings and investment patterns of the Nation. Late this 
spring its study was completed and published in six huge volumes. On the 
basis of these findings, presumably, together with the fact that there has been 
a slowdown in the rate of accumulation of new consumer debt in the past 2 years, 
President Eisenhower announced recently that he would not ask Congress for 
the right to impose controls over consumer credit. 

This announcement was received with great acclaim by the rapidly growing 
army of credit sellers. They had said all along, they pointed out, that consumer 
debt was not only sound but economically necessary to the mass distribution 
of a high standard of living. And now, from the highest office in the land, they 
felt they had received confirmation of their stand, in opposition to those who fi 
had criticized the rapidly mounting debt and who felt that some kind of con- if 
trol would be a safeguard to the economy as a whole. In fact, the various or- 
ganizations of retailers who sell on credit were so jubilant at the President’s 
announcement that the head of the Foundation for the Promotion of Con- 4 
sumer Credit, William Cheyney, issued a warning. At the moment he said, iH 
consumer credit seems to be clear of any threat of governmental control; but 
credit sellers must not relax, because the issue will surely come up again. 

He probably is right. The next time the issue of controls over consumer 
credit arises, however, and the next time a Government agency spends so much 
time and effort in an attempt to find the facts, the approach will have to be 
from a different point of view, if the public welfare is to be served. For the 
Federal Reserve Board set up its survey with the notion that, if controls were 
necessary, the only kind required would be something like that which we had 
during World War II and, later, during the Korean war. 

In other words, the Board made a fairly narrow study of the problem, gearing 
its whole investigation to the limited question of whether or not the wartime 
measure known as regulation W should be reimposed in peacetime. Regulation 
W provided that when anybody bought goods on the installment plan he had 
to pay down a minimum percentage of the total price and clear up the balance 
due within a limited time. For cars, for example, it was 30 percent down and 
18 months to complete the payments. 

The idea behind this kind of regulation during wartime was simply that with 
so much of the productive capacity of the economy devoted to military produc- 
tion, consumer goods production was necessarily limited ; hence, a limitation on 
demand through limiting consumer credit would, it was hoped, help keep prices 
down. During World War II, regulation W seemed to work pretty well. Dur- 
ing the Korean war, however, it was a different story. Consumer goods were 
not so scarce as evérybody had thought they would be when the fighting began. 

By 1952, as a matter of fact, there was a glut of consumer goods. And by the 
fall of 1952, largely at the insistence of the automobile industry, regulation W 
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was lifted. During 1952, the last year of regulation W, the total amount of 
consumer installment debt increased by nearly $4 billion. 

You might put it this way. The experience with regulation W during the 
Korean war appeared to have answered the question which the Federal Reserve 
Board set out to survey 3 years later. 

So far as specific practical results are concerned, then, the Federal. Reserve 
Board’s monumental labor has yielded little. And so far as any deeper under- 
standing of how consumer credit influences the overall hazards of inflation or 
depression, the Board’s study is also wanting. As the Wall Street Journal com- 
mented: “* * * close perusal of the report shows that so little is known of the 
actual effects of consumer installment credit, one wonders how anyone could 
or would have the nerve to try to regulate it.” 

Here lies the most unfortunate result of the study. The Federal Reserve 
Board has simply added to the confusion surrounding the issue and has delayed 
the advent of those kinds of controls which are needed for the protection of the 
consuming public. These needed controls are not at all like those embodied in 
regulation W. 

When regulation W was first drawn up, back in the early 1940’s, installment 
buying was a costly financial device used by a limited number of consumers 
to facilitate the purchase of high-price consumer durables. Back in 19389, for 
example, less than 20 percent of the new cars sold were bought on the cuff, as 
opposed to 80 percent today. Since that postwar boom, moreover, installment 
credit has become something more than a financial device. It has developed into 
a sales tool. It has become an instrument of competitive promotion and has 
fallen heir to those fraudulent practices that always have been associated with 
blue-sky activities. That consumer credit has been a blue-sky operator’s dream 
these past 10 years is evidenced by some of the data buried in the thousands of 
pages of the Federal Reserve Board’s report. Consider, for example, the 
following: 

“One of the most important factors that restricts price competition among 
consumer installment credit agencies is the difficulty consumers have in com- 
paring rates of charge made by various agencies * * * In view of the variations 
possible as a result of a level or graduated charge per month, a discount or 
add-one rate, credit life insurance, delinquency penalties, investigation fees, 
etc., it is small wonder that most consumers, while they may be aware of the 
dollar finance charge, have little idea of the actual financing rate they are pay- 
ing. Available evidence suggests that consumers are sometimes unaware of 
even the dollar amounts of their finance charges.” 

As a matter of fact, consumers are not only frequently unaware of the financ- 
ing rate they are paying, they are generally misled when and if they try to find 
out. No installment seller will quote a financing charge on a true, annual- 
interest basis. Salesmen and credit departments are strictly forbidden to do so. 
And until financing charges are quoted on such a basis by all sellers, it will not 
be possible, of course, for consumers to make price comparisons between var- 
ious installment lenders. Instead of quoting the actual cost of the loan (and an 
installment debt is simply a loan disguished as a sale) in meaningful and compar- 
ative terms, sellers will describe their charges simply as 1 percent a month, or 
8 percent, or 10 percent on the total balance—all meaningless terms. One per- 
cent a month, for example, can mean a financing cost as high as 24 percent 
interest. Ten percent on the total balance can mean a very high rate if the debt 
is paid back within 3 or 6 months. And so on. 

In short, sellers of debt today can charge a concealed price for their services. 
Even worse, without consulting the buyer, they can—and do—change at will 
the cost of the service they have contracted to perform. Here is where the prac- 
tice of levying penalties for late payments can yield a rich harvest. Some 
installment lenders hold a payment to be late if it is as much as 30 minutes 
behind a stated hour. Furthermore, the amount of penalty for late payments 
frequently is not stipulated in the contract. 

There is, as a matter of fact, a vast and lucrative kind of legal no-man’s 
land growing up around consumer debt. One intereSting recent development 
illustrates the point. Since department stores launched their revolving credit 
schemes on which they levy a carrying charge amounting to 20 to 25 percent 
at a true annual-interest rate—they have been adopting gradually the practice 
of charging their old-style charge account customers fees for late payment. If 
a charge account is not paid up in 30 days, stores have taken to adding a 
1 percent to 2 percent per month penalty and, according to trade reports, most 
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consumers simply pay it, even though there is no contractual agreement on 
their part to do so. 

In trade discussions of this practice, retailers are quite frank to admit that 

they levy late-payment charges on credit customers arbitrarily. If the cus- 
tomer is a good one, who spends a sizable amount each month and is known 
to be late but faithful in payments, he may not be charged for his delay. 
His neighbor who buys less, however, may suffer such a charge. If consumers 
would simply refuse to pay this arbitrary levy, chances are it would not be 
pressed. Charge-account customers, say the retailers, tend to buy more, buy 
higher-price goods, and do less shopping around. They’re the kind of profitable 
customers retailers like to keep. 

The legal status of late-payment levies on charge accounts is open to ques- 
tion. It may be that, when the retailer announces the levy in billing the 
customer, the charge assumes some validity even though the customer has 
not contracted .to accept it. There are other practices in connection with con- 
sumer credit contracts, however, where the law is obviously violated but where 
the consumer has, practically speaking, no opportunity for redress. The na- 
ture of our sales laws and the legal setup for debt collection, together with the 
three-way relationship between consumer, retailer and financing agency, all too 
often mean that, no matter how fraudulent the sale, the consumer must pay up. 

In Oakland, Calif., for example, a rug company recently folded up when its 
salesmen were indicted by a grand jury. The salesmen, it was charged, had 
defrauded the public by selling low-grade rayon rugs to consumers for the price 
of high-grade wool, and by claiming the rugs to be of that quality. Even after 
the salesmen had been tried and convicted, the victims of the fraud, the con- 
sumers, still were required to pay $600 to $800 on their contracts for carpet- 
ing that would be overpriced at $200, simply because neither the rug company 
nor the salesmen owned the contracts. As soon as the consumer had signed 
them, they were turned over to sales finance companies, who claimed that they 
bought the paper in good faith and hence had the right to collect. 

Resisting the claims of a sales finance company is a costly business for an 
individual consumer. If debt claims arising out of proven fraud could, for 
instance, be argued before a small claims court, where the consumer could 
appear on his own behalf; and if consumer debt contracts could be so drawn 
that both the seller and the financing agency accept responsibility for stipulating 
the facts surrounding the sale—then, perhaps, this kind of- fraud could be 
minimized. But in. most States the top limit of a small claims court still is 
$100—a sum that is quite unrealistic in light of the fact that most consumers 
who are in debt owe $300 or more, and the fact that the prices of goods sold 
on installment have risen so much in recent years. Here is where a major study 
is required and where practical recommendations could be made and embodied— 
for example, in a model law for a debt claims court, to be offered to the States. 

To be sure, it is hardly astute of a consumer to be taken in by the sales spiel 
of a fast-buck operator. A number of sellers and financing agencies oppose 
any legal measures to curb such activities on the grounds that consumers ought 
to be able to take care of themselves. But such an argument is beside the point. 
The philosophy of ‘never give a sucker an even break” is not only destructive 
of good human relationships but is also inconsistent with the vast and rapidly 
growing body of State and Federal law designed to promote fair dealing between 
competitive business groups. Other sellers who do agree that fair dealing is 
important to sound business as well as to good morals, however, take the posi- 
tion that fraudulent consumer credit practices are limited to the dishonest few 
always to be found in any field of endeavor; hence, that the problem is too minor 
a matter for legislative action. And anyway, they ask, how would you go 
about it? 

An answer to both objections lies in the current practice of a number of 
banks, which in the past few years have set up their own home-improvement 
loans in competition with the Government-insured FHA title I loans. Under 
FHA title I loans, a consumer may borrow for a 3-to-5-year period, at an 
approximate 10 percent rate of interest, sums of money up to $3,500 to finance 
home remodeling ; the FHA, in turn, insures the bank against a loss on the loan. 
Home-repair loans have boomed since the middle 1940’s. And banks which 
have adopted the practice of making the loans without Government insurance 
have found business plentiful, even though the interest rates on such loans 
are generally higher, up to 16 percent in some cases. 

The number of people who now borrow at 16 percent, when the same loan is 
available at 10 percent, may be a compliment to the sales ability of the banker. 
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But, even more interesting than the higher interest charged in these private— 
as opposed to Government-sponsored—home repair loan programs is the kind 
of contract usually asked by the bank from the contractor who does the job. 
In home-repair consumer installment loans, the contractor plays a role similar 
to that of the appliance dealer in the installment sale of washers, ironers, re- 
frigerators, etc. The consumer buys the job and signs the contract calling for 
monthly payments. The dealer sells the paper to the bank with which he does 
business. Unlike typical installment contracts, however, the individual bank’s 
private home-repair loan contracts usually require the dealer to stipulate that— 

Each note he offers the bank is genuine, valid, legally enforcible and actually 
made by the customer who signs it—not forged, or changed after it was signed. 

Hach signer of the note was competent and of legal age. 

Every condition surrounding the agreement of sale has been fully executed 
and satisfactorily performed. 

Each note is free from all offsets (a team meaning promises of commissions 
or rebates), claims, counterclaims, disputes or differences between buyer and 
seller. 

The fact that such requirements are made of home-repair dealers when the 
bank takes the loan without Government insurance is, of itself, evidence that 
most banks have been aware right along of the fast ones that were, and still 
are, pulled by too many installment sellers. 

What the banks require of remodeling contractors should now be required 
of all other dealers, too. And consumers need to ask for the same sort of 
protection from both the lenders and the sellers with whom they do business. In 
short, such stipulations should be a part of all conditional sales contracts. 

It is in this area that consumer credit controls are now needed. It is from 
this point of view, rather than the regulation W approach, that the problem 
should be studied and corrective legislation designed. 


M. A. Scuapiro & Co., INc. 
Cash dividends on stockholder accounts 


[Dollar ‘amounts in thousands] 


Indicated cash dividend} Capital Percent 

i accounts, | dividend 
Mar, 14 to capital 
Per share Total accounts 


Franklin National Bank a $1. 40 $3, 588 $31, 997 11. 21 


15 LARGEST BANFS 


Bank of America, N. T. & S 

Irving Trust Co... 

Chase Manhattan Bank ‘ 
First.National Bank of Boston- 

SoU DEMIS CIO... 2 cnc ccnnce 
Manufacturers Trust Co_..._._.___- 
First National City Bank-...................._- 
Bankers Trust Co._..___- 

Chemical Corn Exchange Bank_- 
Continental Nlinois National-_- 

Hanover Bank. 

Security-First National (Los Angel les)... 
National Bank of Detroit- 

Mellon National Bank_ WiveL ae 
First National Bank of Chicago 3 


Total, 15 banks 
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The announcement by Franklin National Bank of its new cash dividend draws 
attention to the dividend policies of other banks. Franklin’s dividend rate calls 
for a total payment equal to 11.21 percent of its capital accounts as shown by 
the call report of March 14, 1957. 

In contrast, the overall ratio of dividends to capital accounts is 5.12 percent 
for the 15 largest banks. Within this group, this ratio varies from 8.31 percent 
to 3.28 percent. 

May 9, 1957. 


New York CLeArtne House AssoctiaTionN—Forau Deposits, Deposit DIstTRIBv- 
TION, MERGERS, ABSORPTIONS, BANKING OFFICES; AVERAGE DAILY Net DEMAND 
AND Time Deposits, 1956-57; BANK Prorir Here Dxpectrep To RIsE 


M, A. SOHAPTRO & CO., INC., NEW YORK, N. Y. 
July 1, 1957 
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Average daily net demand and time deposits 


[Dollar amounts in thousands] 


Members Ist half 1957 


a TEES i ecudtovnnticnuanccahanecetaa $147, 534 
First National City Bank 5, 809, 391 
Bank of New York.. chen wisiiiabakiaiataaninmaamiiiade ae 382, 055 
Irving Trust Co--__-- . 1, 287, 666 
Marine Midland Trust Co 409, 317 
Manufacturers Trust Co ; . 318, 485 


Chase Manhattan Bank. 
The Hanover Bank 

Bankers Trust Co. - 2; 032, 000 
Chemical Corn Exchange Bank__ seitisanais it Tassie dara oneal 2, 355, 108 
New York Trust Co-__-- 588, 935 
Guaranty Trust Co : ; 2, 118, 791 
Fs a nn ee CO i iss Hs ce ek chess ben 
United States Trust Co_.__- at dit teeters dharani betel aa tia : 140, 314 
City Bank Farmers Trust Co... * 99, 729 


Total, 15 banks ; | 25, 101, 642 








[From the New York Times, June 29, 1957] 


Bank Prorit Here Expectep To Rise—Scuaprro & Co., ForesEES 9.8 PERCENT 
RETURN BY Big COMMERCIAL INSTITUTIONS THIS YEAR—INTEREST RATE NOTED— 
Report Points to HigH VOLUME OF LOANS—INCREASE IN DIVIDENDS DXPECTED 


Operating earnings of the major New York City commercial banks will reach 
record high levels in 1957, according to M. A. Schapiro & Co., Inc., bank analysts 
here. 

The securities firm predicted that the deposit institutions would earn 9.3 
percent return on published equity of $2,900 million, compared with 8.7 percent 
on $2,800 million last year. 

The bank specialists midyear study of bank operations said that the larger 
volume of loans outstanding and rising interest rates should lift net current 
operating earnings of the 15 member banks of the New York Clearing House 
Association to more than $270 million, a gain of 12 percent above the $241 million 
realized in 1956. 

The survey found that gross loans of the major New York banks were running 
7.6 percent ahead of the 1956 average. For the first 25 weeks of this year loans 
averaged $16,371 million, compared with $15,212 million for the full year last 
year. 

“Earnings from loans are rising as old loans mature and are replaced at 
interest rates prevailing in today’s tighter market,” the study said, “Yields this 
year are averaging 4.3 percent, compared with 4.05 percent realized last year.” 


BETTER DEPOSIT TREND 


The study said that a more favorable deposit trend was helping the earning 
power of the New York banks. Average daily net demand and time deposits 
of the Clearing House banks amounted to $25,450 million, a gain of 1.39 percent 
over the 1956 average. The survey added: 

“The higher yields obtainable on United States Government and other bank- 
eligible investments have more than offset the reduced volume of investments. 
Investment yields are rising, currently running at 2.4 percent, compared with 
2.19 percent last year. With operating income from fees, commissions and 
service charges. running 12 percent ahead of last year, total gross income is 
expected to top $1,100 million. Operating expenses of $570 million are 10 per- 
cent above 1956, with an important part of the increase due to the higher rates 
of interest paid on time deposits.” 

The bank specialists estimated that cash dividends represented a payout of 
55 percent of operating earnings, as against 58.2 percent last year. Making the 
point that “improved earnings suggest higher dividends,” the report said that 
already 3 of the 15 banks studied have increased their payments. First National 
City Bank and Bankers Trust went from $2.80 to $3 annually, and J. P. Morgan 
announced a 16% percent stock dividend. 
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The average position of the weekly reporting banks for the first 25 weeks of 
1957, compared with last year, were summarized as follows: 


[000,000 omitted] 

| - 

1957 1956 
Total deposits._.........-- a Aaa a tad sa caad wos $24, 090 $23, 578 
Nene ec acicdbecasncesekseccseadeccses 23, 674 23, 372 
ee BA dt sedi nena ewanweeteindumeies 7, 304 7, 753 
Re ee sed suebidnanibboseoencaernicen 16, 371 15, 619 
De nn eRe acndcidadudaddeusodwe siecagicghhdlieiaaita sciare 11, 421 10, 089 

| 


BLUE Sky PRACTICES RAMPANT IN INSTALLMENT CREDIT 


Extension of remarks of Hon. Frank Thompson, Jr., of New Jersey, in the House 
of Representatives, Friday, August 2, 1957 


Mr. THompson of New Jersey. Mr. Speaker, in my opinion the gentleman from 
Texas [Mr. PATMAN] made one of the great speeches of this session on Monday, 
July 29, when he spoke on the subject of how the financial institutions bill of 1957 
will legalize usury. 

Since World War II, there has been a revolution in consumer credit. Not only 
has the volume of credit increased greatly, but the practices whereby this volume 
of credit is extended and collected have assumed new proportions. Instaliment 
credit has become a method of sales promotion in fields where such credit was 
unheard of only 10 years ago. Furthermore, blue sky practices have become 
involved in a great part of this credit. 

The August issue of Consumer Reports makes the point that what is needed is 
a kind of control which would help protect consumers from the fleecings and 
shakedowns to which they are now in many instances the victims. Whatever 
one’s views of this particular publication may be the article does make some basic 
arguments which must be considered. 

What is needed is legislation to check usury. We cannot count on competition 
among credit agencies to protect consumers from exorbitant charges; we cannot 
expect consumers will be drawn to those credit agencies which offer the lowest 
financing charges. The simple reason is that the credit agencies present their 
financing charges in such devious and complex ways that, as a rule, consumers 
never know what financing charges they are paying. When consumers do not 
know what financing charges are being asked, they cannot compare the charges 
of one agency with those of another. 

I include part of the article I refer to for the information of the Members. 
The omitted portion deals with wartime regulation W, and with the Federal 
Reserve Board’s recent study of consumer credit with which the Members are 
already familiar. 

The article follows: 

“At the end of 1955, President Eisenhower asked the Federal Reserve Board to 
make a study of the status of consumer debt. During that year, installment 
eredit had increased by $5% billion, to a total of $28 billion. It had been the 
year of blitz car'sales—both new and used cars advertised with ‘100 percent 
financing plus easy terms,’ which usually meant a small loan on top of the install- 
ment loan, and 36 to 48 months to pay off the total. During that year, also, the 
rug industry put steam behind its nothing-down-and-3-years-to-pay for wall-to- 
wall carpeting: Department stores all over the country began booming their 
revolving credit schemes—setups which allows for a kind of installment pay- 
ment of charge accounts. Airplane companies advertised travel on the cuff. 
Hardware stores joined in the credit selling parade, and even Woolworth’s 
launched a promotion of time-payment buying. In short, the promotion of credit 
hit a peak in 1955 and consumers went into debt ata record-breaking pace. 

a * * - * x * 


“When regulation W was first drawn up, back in the early 1940's, installment 
buying was a costly financial device used by a limited ntimber of consumers to 
facilitate the purchase of high-price consumer durables. Back in 1939, for 
example, less than 20 percent of the new cars sold were bought on the cuff, as 
opposed to 80 percent today. Since the postwar boom, moreover, instaliment 
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credit has become something more than a financial device. It has developed into 
a sales tool. It has become an instrument of competitive promotion and has 
fallen heir to those fraudulent practices that always have been associated with 
blue-sky activities. That consumer credit has been a blue-sky operator’s dream 
these past 10 years is evidenced by some of the data buried in the thousands of 
pages of the Federal Reserve Board’s report. Consider, for example, the 
following: 

“ ‘One of the most important factors that restrict price competition among con- 
sumer installment credit agencies is the difficulty consumers have in comparing 
rates of charge made by various agencies. * * * In view of the variations pos- 
sible as a result of a level or graduated charge per month, a discount or add-on 
rate, credit life insurance, delinquency penalties, investigation fees, etc., it is small 
wonder that most consumers, while they may be aware of the dollar finance 
charge, have little idea of the actual financing rate they are paying. Available 
evidence suggests that consumers are sometimes unaware of even the dollar 
amounts of their finance charges.’ 

“As a matter of fact, consumers are not only frequently unaware of the 
financing rate they are paying, they are generally misled when and if they try 
to find out. No installment seller will quote a financing charge on a true, 
annual-interest basis. Salesmen and credit departments are strictly forbidden 
to do so. And until financing charges are quoted on such a basis by all sellers, 
it will not be possible, of course, for consumers to make price comparisons between 
various installment lenders. Instead of quoting the actual cost of the loan 
(and an installment debt is simply a loan disguised as a sale) in meaningful 
and comparative terms, sellers will describe their charges simply as 1 percent 
a month, or 8 percent, or 10 percent on the total balance—all meaningless terms. 
One percent a month, for example, can mean a financing cost as high as 24 
percent interest. Ten percent on the total balance can mean a very high rate 
if the debt is paid back within 3 or6 months. And so on. 

“In short, sellers of debt today can charge a concealed price for their services. 
Even worse, without consulting the buyer, they can—and do—change at will the 
cost of the service they have contracted to perform. Here is where the practice 
of levying penalties for late payments can yield a rich harvest. Some installment 
lenders hold a payment to be late if it is as much as 30 minutes behind a stated 
hour. Furthermore, the amount of penalty for late payments frequently is not 
stipulated in the contract. 


“THERE IS, AS A MATTER OF FACT, A VAST AND LUCRATIVE KIND OF LEGAL NO-MAN’S 
LAND GROWING UP AROUND CONSUMER DEBT 


One interesting recent development illustrates the point. Since department 
stores launched their revolving credit schemes—on which they levy a carrying 
charge amounting to 20 to 25 percent at a true annual-interest rate—they have 
been adopting gradually the practice of charging their old-style charge account 
customers fees for late payment. If a charge account is not paid up in 30 days, 
stores have taken to adding a 1 percent to 2 percent per month penalty and, 
according to trade reports, most consumers simply pay it, even though there is 
no contractual agreement on their part to do so. 

“In trade discussions of this practice, retailers are quite frank to admit that 
they levy late-payment charges on credit customers arbitrarily. If the customer 
is a good one, who spends a sizable amount each month and is known to be late 
but faithful in payments, he may not be charged for his delay. His neighbor 
who buys less, however, may suffer such a charge. If consumers would simply 
refuse to pay this arbitrary levy, chances are it would not be pressed. Charge- 
account customers, say the retailers, tend to buy more, buy higher-price goods, 
and do less shopping around. They're the kind of profitable customers retailers 
like to keep. 

“The legal status of late-payment levies on charge accounts is open to ques- 
tion. It may be that, when the retailer announces the levy in billing the cus- 
tomer, the charge assumes some validity even though the customer has not con- 
tracted to accept it. There »re other practices in connection with consumer 
credit contracts, however, where the law is obviously violated but where the 
consumer has, practically speaking, no opportunity for redress,The nature of our 
sales laws and the legal setup for debt collection, together with the three-way 
relationship between consumer, retailer, and financing agency, all too oftén mean 
that, no matter how fraudulent the sale, the consumer must pay up. 








686 FINANCIAL INSTITUTIONS ACT OF 1957 


“In Oakland, Calif., for example, a rug company recently folded up when its 
salesmen were indicted by a grand jury. The salesmen, it was charged, had 
defrauded the public by selling low-grade rayon rugs to consumers for the 
price of high-grade wool, and by claiming the rugs to be of that quality. Even 
after the salesmen had been tried and convicted, the victims of the fraud, the 
consumers, still were required to pay $600 to $800 on their contracts for carpet- 
ing that would be overpriced at $200, simply because neither the rug company 
nor the salesmen owned the contracts. As soon as the consumer had signed 
them, they were turned over to sales finance companies, who claimed that they 
bought the paper in good faith and hence had the right to collect. 


“RESISTING THE CLAIMS OF A SALES FINANCE COMPANY IS A COSTLY BUSINESS FOR 
AN INDIVIDUAL CONSUMER 


“If debt claims arising out of proven fraud could, for instance, be argued 
before a small claims court, where the consumer could appear on his own 
behalf; and if consumer debt contracts could be so drawn that both the seller 
and the financing agency accept responsibility for stipulating the facts surround- 
ing the sale—then, perhaps, this kind of fraud could be minimized. But in most 
States the top limit of a small claims court still is $100—a sum that is quite 
unrealistic in light of the fact that most consumers who are in debt owe $300 or 
more, and the fact that the prices of goods sold on installment have risen so 
much in recent years. Here is where a major study is required and where prac- 
tical recommendations could be made and embodied—for example, in a model law 
for a debt claims court, to be offered to the States. 

“To be sure, it is hardly astute of a consumer to be taken in by the sales spiel 
of a fast-buck operator. A number of sellers and financing agencies oppose any 
legal measures to curb such activities on the grounds that consumers ought to be 
able to take care of themselves. But such an argument is beside the point. The 
philosophy of ‘never give a sucker an even break’ is not only destructive of good 
human relationships but is also inconsistent with the vast and rapidly growing 
body of State and Federal law designed to promote fair dealing between com- 
petitive business groups. 

“Other sellers who do agree that fair dealing is important to sound business as 
well as to good morals, however, take the position that fraudulent consumer 
credit practices are limited to the dishonest few always to be found in any field 
of endeavor; hence, that the problem is too minor a matter for legislative action. 
Any anyway, they ask, how would you go about it? 

“An answer to both objections lies in the current practice of a number of 
banks, which in the past few years have set up their own home-improvement 
loans in competition with the Government-insured FHA title I loans. Under FHA 
title I loans, a consumer may borrow for a 3- to 5-year period, at an approximate 
10 percent rate of interest, sums of money up to $3,500 to finance home remodel- 
ing; the FHA, in turn, insures the bank against a loss on the loan, Home-repair 
loans have boomed since the middle 1940’s. And banks which have adopted 
the practice of making the loans without Government insurance have found 
business plentiful, even though the interest rates on such loans are generally 
higher, up to 16 percent in some cases. 

“The number of people who now borrow at 16 percent, when the same loan 
is available at 10 percent, may be a compliment to the sales ability of the banker. 
But even more interesting than the higher interest charged in these private— 
as opposed to Government-sponsored—home-repair loan programs is the kind 
of contract usually asked by the bank from the contractor who does the job. In 
home-repair consumer installment loans, the contractor plays a role similar to 
that of the appliance dealer in the installment sale of washers, ironers, refriger- 
ators, etc. The consumer buys the job and signs the contract calling for monthly 
payments. The dealer selis the paper to the bank with which he does business. 
Unlike typical installment contracts, however, the individual bank’s private 
home-repair loan contracts usually require the dealer to stipulate that— 

“Each note he offers the bank is genuine, valid, legally enforcible, and actu- 
ally made by the customer who signs it—not forged, or changed after it was 
signed. 

“Each signer of the note was competent and of legal age. 

“Every condition surrounding the agreement of sale has been fully executed 
and satisfactorily performed. 

“Each note is free from all offsets (a term meaning promise of commissions or 
rebates), claims, counterclaims, disputes or differences between buyer and 
seller. 
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“The fact that such requirements are made of home-repair dealers when the 
bank takes the loan without Government insurance is, of itself, evidence that 
most banks have been aware right along of the fast ones that were, and still are, 
pulled by too many installment sellers. 

“What the banks require of remodeling contractors should now be required of 
all other dealers, too. And consumers need to ask for the same sort of pro- 
tection from both the lenders and the sellers with whom they do business. In 
short, such stipulations should be a part of all conditional sales contracts. 

“It is in this area that consumer credit controls are now needed. It is from 
this point of view, rather than the regulation W approach, that the problem 
should be studied and corrective legislation designed.” 

Mr. Mutter. Now, Mr. Chairman, may I continue with my inter- 
rogation of the witness? 

The Cuarrman. Do any other members desire recognition ? 

Mr. Multer. 

Mr. Mutter. Mr. Gidney, we were discussing the matter of pay- 
ment of interest on demand accounts yesterday. I would like to now 
ask you a specific question with reference to the accounts carried b 
the United States Government in the various banks throughout the 
country. 

What reason, if any, is there for not paying interest on the accounts 
that the United States Government carries with the various banks 
throughout the country ¢ 

Now, we all know that the law prohibits interest on those accounts. 
I am addressing myself to the question of whether the law should be 
changed in that connection and require the payment. 

Mr. Gipnry. I believe the law does prohibit the payment on those 
accounts as it does on the others, and 1 don’t believe the Government 
should be treated any differently on those accounts than private in- 
dividuals. 

Mr. Mutter. Now, I think we agree that there is no regimentation 
of banks or banking by regulating the amount of interest paid on time 
accounts, is that right ? 

Mr. Gipney. There is atop limit. The Federal Reserve Board fixes 
the top permissible limit. 

Mr. Mutter. So if there was a top limit on the interest paid on all 
demand accounts or a top limit on the interest paid on Government 
accounts and the amount to be paid would be regulated, the same way 
as we regulate the payment of interest on time accounts, we would at 
least have the same rule applying to demand accounts as to time 
accounts. 

Mr. Gipney. You would have a similar rule. 

Mr. Mutter. Now, there is a limit and there is a regulation as to 
what banks may charge. 

Mr. Gipney. Yes. 

Mr. Muurer. That is not regimentation ? 

Mr. Gipnry. Well, is it important to state whether it is regimenta- 
tion or not? 

Mr. Mutrer. Well, let’s put it this way: 

It is a proper control and supervision of banks; is it not? 

Mr. Gipney. I believe that the regulation of the time rate, placing 
a top limit, is a very desirable and suitable element in the regulation 
of banks based on historical experience where payment of excessively 
high rates or what proved to be excessively high rates brought about 
many banking troubles. 
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Mr. Mutter. And is it also a proper and wise regulation to regulate 
all bank charges, including the amount of interest that banks may 
charge their customers? 

Mr. Gipney. I believe so. It is the general practice. Yes; that is 
a wise and proper restriction. 

Mr. Muurer. Now, there are, however, very wide areas of lending 
that are not controlled or regulated by the banking authorities. 

Mr. Gipney. I suppose so. 

Mr. Mutter. Don’t you believe that it is essential in this econom 
of ours today to have some supervision and some regulation over all 
lending ? 

Mr. Gipney. Well, I think there are legal restrictions on all lend- 
ing. That is to say, the usury statutes to which we have referred ap- 
ply to individual lenders and would apply to organized corporate lend- 
ers, partnerships, banks, and all others in some form, which I think 
is desirable. 

Mr. Mutrer. Well, aside from the usury statutes, don’t you think 
the time has arrived when we need some overall control of lending? 
eo Gipney. Do you mean of rates on lending or on the lending 
itself ¢ 

Mr. Mutrer. Regulation of the manner in which the loan is made, 
the rate that is charged, and the kind of documents that are exhanged 
in connection with these loans, and more particularly regulating the 
manner in which discounts are charged and hidden from the borrower, 
including investigating charges and insurance charges, all of which 
is part of the cost of the lending. 

In other words, we realize that anyone who borrows money should 
pay for the use of the money, and that the lender is entitled to charge 

or the cost of lending money, the interest charge is a cost. But we 
know that in addition to that interest which is fixed as interest, there 
are all sorts of additional charges being made in connection with 
lending today. 

Shouldn’t there be some overall regulation of that, so that if we 
regulate the interest rate, there will be no hidden charges or other 
charges that are properly today or legally today made but in the guise 
of insurance, investigation, and discount ? 

Mr. Gipnry. Well, I should say as a general answer that there should 
be methods of holding those things within proper limits. It is a very 
large subject and covers a great deal of territory, with much of which 
I am not familiar. 

Mr. Mutter. The thing I am concerned with is that there are sec- 
tions in this bill which on limitations on the kind of lending that 
the banks may do, the limits to which they may go in various types 
of lending. Those have been in the statute for a ong time. It seems 
that there are many sections here in this proposed bill which are going 
to relax many of those restrictions. 

Mr. Gipney. Not very much. 

Mr. Muurer. Well, you are increasing the limitation on loans that 
may be made in at least half a dozen different types of loans; are 
you not ? c ; 

Mr. Gipney. I don’t think that is quite accurate. There is an in- 
crease on frozen foods and dairy cattle. That is two. 

Mr. Mutter. And livestock. 
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Mr. Gipney. It isn’t an increase on livestock. We are just bringing 
dairy cattle in line with the livestock. Certainly, the contented cows 
are just as well entitled to consideration as the wild bulls. 

Mr. Mutrer. Well, is it a matter of the consideration of the animal 
or a matter of the consideration of the security behind the notes? 

Mr. Gipney. The human beings that depend on the animal. 

Mr. Mutter. That is very true. But the fact of the matter is—— 

Mr. Gipney. Well, if you would like to consider those two, the frozen 
food item, as I think we have explained, has been due to the great 
progress made in frozen foods. “Tw fenty years ago we didn’t know 
about them, or somewhere back there. Now they. are standard, and 
they should be given as good rating for borrowing purposes as other 
forms of food. I think that is just keeping up with progress in a 
modern way. 

The dairy cattle, true, they might have been placed in the same 
classification as the range cattle long ago, because they have been with 
usalong time. It seems as though ‘that is a very obvious matter, that 
they are ) entitled to as good as rating as the range cattle. 

The other places are the change in the type of title for real estate 
loans, to make it more practical. “That is not an increase or a liberaliza- 
tion. It is just 

Mr. Murer. Well, stop a moment there on the real estate. 

Mr. Gipney. Yes. 

Mr. Murer. We are changing the law from a 9-month maximum to 
an 18-month maximum on construction loans by the national banks. 

Mr. Gipney. Well, that is another matter, if you would like to cover 
that. .There is a change there on the mortgage now required to be 
on the-——— 

Could you give us the provision ? 

Mr. Enciert. At the present time you can make loans for construc- 
tion of residential and farm 

Mr. Gipney. We were talking about the fee titles and leasehold 
titles, 

Mr. Enetert. Well, at the present time you can make loans se- 
cured by leaseholds under a lease for not less than 99 years, which 
is renewable, or under a lease having a period of not less than 50 years, 
to run from the date the loan is made or acquired by the national 
bank. 

Now, that would be changed to a lease which does not expire or 
which under its terms m: Ly be renewed, so that it will not expire for 
at least 10 years beyond the maturity date of the loan. 

Mr. Gipney. There are a good many good real-estate holdings which 
do not meet the present law, ‘and we think that is a safe ch: ange to make. 

T don’t call that exactly a liberalization. It is just adapting to facts. 

Then you want to speak about the constructions loans. 

Mr. Mutter. Yes. 

Mr. Gipnry. We have in the law at the present time authority to 
make loans for construction of residential properties which shall not 
be considered as technically real-estate loans but treated as though 
they were commercial paper, and the proposed change would make 
a similar arrangement for construction of business property and it 
would make an 18-month maturity. However, the residential prop- 
erty is 9 months. 

Are we changing that? 

95375—57—pt. 145 
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Mr. Enctert. No. 

Mr. Giwnry. A good many banks have told us they very much 
need that change. Now, they could make that loan without taking 
the mortgage on the real estate, as a business loan, and undoubtedly 
they do in many cases. But they have greater safety if they can take 
the mortgage, and the provision is included that there shall be an 
assurance of a takeover by a responsible lender. 

Would you read that? 

Mr. Enetert (reading) : 

The loan must be accompanied by a valid and binding agreement entered into 
by a financially responsible lender to advance the full amount of the bank’s 
loan upon the completion of the buildings. 

Mr. Gipney. That might be called a liberalization. They are not 
lending any more than they can lend now, but they are given a better 
opportunity to take protection by taking a mortgage and not having 
it subjected to the strict requirements for a permanent mortgage. 
This is a temporary construction loan, and there has to be an asssur- 
ance that there is a lender ready to take over at completion. 

Mr. Motrer. Is there any provision in those cases for requiring a 
performance bond ? 

Mr. Gipnery. We did not suggest that a performance bond be re- 
quired. We had that in mind at first, but the banks represented that 
that would not be advantageous. It would increase the costs a great 
deal, and they ought to be able to select their people to whom they 
make the loans, or at least to pass upon them, and the really good con- 
tractors wouldn’t need to give performance bonds. It is just a need- 
less expense. So there was not a provision for performance bonds 
in our suggestion. 

Mr. Mutter. Well, there is room for a day’s argument on the ques- 
tion of whether it is a needless expense for the performance bond. 

Mr. Gioney. Unquestionably. 

Mr. Mutter. Without getting into that question, because I am not 
going to present any brief for the surety companies, but let’s look 
at this purely from the viewpoint of good banking. 

Do you think it would be good judgment on the part of a banker 
to take a loan or make a loan, a construction loan, solely on the basis 
of the commitment of another lending institution to take that up as 
a permanent loan, out of which they then could get their construction 
money back, their temporary loan money back ? 

Mr. Gipney. It is thoroughly good business if he knows his con- 
tractor. He has got to exercise business judgment in passing upon the 
character, ability, financial qualification of the contractor, and he 
should be just as well able to do that as the bonding company you 
have mentioned. 

Mr. Mutter. But if that were the situation, and it was lent on the 
credit and experience and capacity for proper performance by the 
building contractor, the building contractor could get that loan on 
his own, but this isn’t a loan to the building contractor. There is no 
obligation by the building contractor. This is an obligation by the 
bank to pay to the owner of the building enough money to pay to 
the building contractor the cost of construction. 

Mr. Gipney. Exactly. In other words, it is a loan which goes to 
the building contractor. His performance is the essential thing, plus 
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the undertaking of someone else to take it over with a mortgage when 
completed. But it hinges on the ability of the contractor. 

Mr. Mutrer. But then why have a provision requiring that there 
be an outstanding commitment to lend permanent mortgage money, 
because the commitment that every bank gives for permanent money 
on a building that is not yet constructed permits the lender who is 
given the commitment to withdraw and certainly he will withdraw 
if the building isn’t completed. Isn’t that so? 

Mr. Gipney. But they cannot withdraw if the building is com- 
pleted with this kind of agreement. They cannot withdraw if the 
building is completed according to plans. 

Mr. Murer. I am not ready to agree with that, because the best 
you have is a lawsuit, and what is your damage? In that 1: awsuit, you 
can collect only damages. You can’t compel specific performance. 
The best you have is a lawsuit. You can’t sue them for specific per- 
formance; amIright? You can’t go to court and compel them to lend 
you the money. The best you can get is damages, which would be the 
cost of placing it elsewhere, and if the interest rate is 6 percent there 
and 6 percent somewhere else, you have had no damage. 

Mr. Gipnry. Mr. Englert, would you read the language of that pro- 
vision again ¢ 

Mr. l;neverr (reading) : 

Loans made to finance construction of industrial or commercial buildings, and 
having maturities of not to exceed 18 months where there is a valid and binding 
agreement entered into by a financially responsible lender to advance the full 
amount of the bank’s loan upon completion of the buildings. 

Mr. Gipnry. A valid and binding agreement. 

Mr. Mourer. That is right. 

Mr. Gipnry. Now, I agree we do give credit. We couldn’t do busi- 
ness in the banking field if we didn’t credit people’s faith, and all. A 

valid and binding agreement may only yield a lawsuit, but you cer- 
tainly would start in a retty good position in your lawsuit if you had 
to proceed under one of those. 

Mr. Moutrer. But what good is your lawsuit if you have no 
damages? 

Mr. Gipvey. I don’t know. That would depend on the judgment 
of the parties as to the values, and so on, but you could ask that 
about any loan in any bank anywhere. What good is it? “All you 
have is the right to a lawsuit”, you might say. 

Mr. Mutter. I am talking about matters where we have had prac- 
tical experience, where the lending institutions have made the com- 
mitments and then simply said, “Sorry, we haven’t any money avail- 
able today. We are not going to keep our commitment. Go get it 
somewhere else.” Actually, what prompted them to do it may be 
foreign to what they are saying. There may be good reason for them 
to withdraw, but they just don’t want to get into a question of maybe 
they are going to libel somebody by saying, “Your credit is no good 
any more today” or “We made a mistake in our original appraisal.” 
No matter what; there may be a thousand and one reasons for their 
action in withdrawing. They will say, “Sorry, you can’t have the 
money under this commitment. Go somewhere else.” 
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Mr. Jennines. Mr. Multer, I don’t know of a single instance in- 
volving loans of this type where the financial institution, the bank 
or insurance company, has withdrawn under this type of commitment. 

Mr. Mutter. I think what you mean is none has been called to your 
attention. 

Mr. Jennincs. We know that State banks generally have been 
making that type of loan for a long time, and I have made inquiries 
and I know of no instance where they have withdrawn. 

Mr. Moutrer. State banks are making this type of construction 
loan ¢ 

Mr. JENNINGs. Yes, sir. 

Mr. Moutrer. But, in most instances, the permanent money does not 
come from the bank. 

Mr. Jenntnes. The permanent money, of course, will be provided 
by the insurance company or the savings company, to take over the 
bank’s loan. 

Mr. Murer. Or some other mortgage corporation. 

Mr. Jenntnos. Yes. But in no instance that has come to my atten- 
tion under valid and binding agreements has an insurance company 
or a savings bank withdrawn. 

Mr. Gipney. Of course, at the time of completion the bank can 
convert that into a complying real-estate loan if the values are there, 
and they would be there. 

Mr. Muurer. But if the institution or lender, who made the orig- 
inal mortgage backs away from it, or where there is no performance 
bond, and the building has not been completed, then the bank that 
lent the construction money is going to be stuck. 

Mr. Gipney. Well, that would depend. How much they would be 
stuck would depend on the facts of the case. 

Mr. Mutter. That is right. 

Mr. Gipney. If they had a contractor who broke down badly on 
them, they might be stuck quite a lot, or they might be stuck a little 
or not stuck at all. 

Mr. Muurer. If they had a surety company performance bond, 
they wouldn’t be stuck at all, if the building was not completed. 

Mr. Kinney. Well, the judgment of the bankers with whom we 
have conferred is that they can take care of that themselves and with 
greater advantage and perfect safety. 

Mr. Jenninos. Of course, the bankers did point out that in many 
cases they would wish to have a performance bond, but it is a matter 
of credit judgment, and they believe that they need flexibility. If 
they are dealing with a borrower who is adequately responsible 
financially, they ‘think it is a needless expense to, in addition, obtain 
a performance ‘band. In other instances the bank would wish to ob- 
tain the performance bond, but bankers believe that because credit 
judgment is involved, the matter should be flexible, and we agreed with 
them. 

Mr. Giwney. Well, we certainly didn’t mean that they shouldn’t get 
the bond if they w ant to have the bond. We think that is for them 
to judge. 

Mr. Mutrer. I was posing the question as to why we shouldn’t 
require it. 

Mr. Gipnry. Well, we don’t think you should. 
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Mr. Motrer. Do you seriously believe that the matter of the cost 
of the surety bond enters into it to any great extent? 

Mr. Gipnry. Yes, those are very costly, and what do you get if you 
put a surety bond on a contractor who is financially responsible and 
able? What do you get for your money? You have got what you 
need already. You get nothing. And there are such contractors, sir. 

Mr. Mutter. And you think before the bank is going to make this 
kind of construction loan, it is going to draw a statement and a credit 
report on the building contractor and require him to state what his 
present condition is, whether or not he has overextended himself and 
whether he is carrying more contracts than he can complete? 

Mr. Gipney. If you give the banks credit for knowing their busi- 
ness, yes, and I do. 

Mr. Motrer. And the banker is going to object to an additional 2 
percent of the cost of construction being added to the amount that it 
will lend on which it will get interest ? 

Mr. Gipney. Well, the borrower has something to say about that. 
He has to think about costs. He is the one who has to pay it. Do you 
want the borrower to have to pay something more there than he al- 
ready is paying? 

Mr. Motrer. I think the borrower should pay for that kind of secu- 
rity when the money being lent belongs to the public. It is the de- 
positors’ money that is being lent. 

Mr. Gipney. If it is needed, he should pay, but if it isn’t needed, 
he shouldn’t be required to pay. 

Mr. Mumma. Mr. Multer, will you yield a minute? 

Mr. Murer. Yes. 

Mr. Mumma. Has it been your experience and knowledge that 
banks pass out these construction loans to anybody ¢ 

I think from my experience in dealing with people who get them, 
they are above reproach financially. 

Mr. Mutrer. Who is above reproach ? 

Mr. Mumma. These people, contractors who get these construction 
loans. They are really high-rated people. Those that are doing 
business on a shoestring. I don’t believe they can get them. And I 
don’t think in that case the banks should put up the money. 

Mr. Mouurer. Let’s face the situation. What confronts us today 
is an era of prosperity, when most people are doing better than they 
ever did before. Then let’s consider the situation as it existed in the 
1920’s and in the 1930’s and read the court dockets from one end of 
the country to the other in connection with these building projects, 
and these temporary mortgage loans and the permanent mortgage 
loans, and the commitments which were made on the basis of which 
the bank lent temporary building money. It is that kind of situation 
I don’t want to see come back again. We are letting the bars down 
now here throughout this bill, having in mind only the prosperous 
situation the country is in today and forgetting about our past ex- 
perience and doing nothing to protect ourselves and the people whose 
money is with these banks, and which is being lent by the banks. 
There is nothing being done to protect them against what may happen 
if we get into a situation like that again, where the bottom falls out 
of the market and everybody runs to cover. 

Mr. Mumma. Mr. Multer, that is a good speech, but that isn’t the 
condition today. These people are'careful in that. I know from per- 
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sonal experience very few people want to build 1 house or 2 houses. 
They think there is a gold mine there, and they want to build 40 
houses, 50 houses, and. somebody has to put those operators back 
where they belong, and I will tell you, I know a little something about 
the credit situation now. Those fellows who are above their level 
are behind in the payment of their bills, so I don’t think that the banks 
are giving out these construction loans to everybody. 

Mr. Muurer. Maybe they are not, but I want to be sure that they 
are going to be careful. 

Mr. Mumma. They are. 

Mr. Motrer. The fact of the matter is the bankruptcy rate has 
gone up again, and it has gone up higher in the construction field 
than in any other field. 

Mr. Mumma. That is just what I said. These fellows that ought 
to build 1 house want to build 50. 

Mr. Seeiy-Brown. Would you yield, Mr. Multer? 

Mr. Mutter. Surely. 

Mr. Sre.ty-Brown. Did I understand Mr. Gidney to say in re- 
sponse to your question that the performance bond is optional ? 

Mr. Gipney. Yes. 

Mr. Srety-Brown. And you would make it mandatory ? 

Mr. Mutter. On temporary loans, I would make it mandatory, 
yes; because when they put into this suggested change a provision 
that the temporary money shall be lent only in the event that there is 
a commitment, they are just kidding us and they are kidding them- 
selves, because the commitment may never be complied with, either 
because they don’t want to comply with it or because they don’t have 
to, because there has been a breach, because the building hasn’t been 
completed, or because of the tight money situation or higher rates 
elsewhere. 

The Cuamman. We have .a«witness here this morning. It seems 
that this has gone about as far as it can go. 

Mr. Gidney disagrees with you, and you disagree with Mr. Gidney. 
Now, it seems you should proceed. 

Mr. Mutrer. No; there are some matters in the minds of members 
that should be clarified. 

The Cramman. Well, we can debate that when we have no witness 
here. 

Let’s use the witness as far as we can. 

Mr. Mutter. Now, Mr. Gidney, what other changes are there in 
this proposed bill with reference to the limitation of loans? 

Mr. Gipnry. There is a change in the matter of consumer-credit 
loans, which is really a tightening rather than a liberalization, al- 
though it has a little of both in it. On balance, it is a tightening, but 
it has a little of both elements. At the present time, I believe Mr. 
Jennings will confirm that a bank, a national bank, can purchase 
business paper actually owned, and that would be true of the con- 
sumer notes that a. dealer would have. Business paper actually owned 
is an exception to the restrictions of section 5200, so that there is not 
a limit on what he can purchase at present. We would place a limit 
of 25 percent of capital and surplus, 10 percent plus 15 percent addi- 
tional. However, the bankers have asked for and we have consented 
to a further provision that if the bank evaluates each note above the 
25 percent and is satisfied that the maker is all right, then those 
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would be separate notes, and they could go further. But that is a 
tightening rather than a loosening. 

Mr. Motrer. Mr. Chairman, Mr. Barrett calls my attention to the 
fact that the House is going to meet at 11 o’clock. I have had the 
witness since you finished with him shortly after we opened here at 
about 10:15. Now, I have many more questions I want to put to 
Mr. Gidney, but if there is any other member that wants to ask ques- 
tions, I am ready to temporarily yield the witness. 

The CuarrMan. Does any other member desire recognition ? 

Mr. Tair. Mr. Chairman. 

The CuatrMan. We have to adjourn in a few minutes. 

Mr. Tatte. Mr. Chairman, while there is a pause and there is 
opportunity for me to say a word, I would like to thank you, Mr. 
Gidney, and your coworkers for your excellent service to this com- 
mittee, and I want to say that the American people are fortunate to 
have you in the position you occupy. 

Mr. Giwney. We appreciate that very much, sir. 

Mr. Mumma. May I say “Amen.” 

Mr. CHAMBERLAIN. May I inquire, Mr. Chairman, is this Mr. Gid- 
ney’s last appearance before the committee ? 

The CuarrMANn, This is his last appearance; yes. 

Mr. CHAMBERLAIN. Well then, Mr. Multer, I do have a matter that 
I would like to discuss with the witness. 

Mr. Mutter. I have no objection. You may proceed. 

I will raise an objection when the committee goes into executive ses- 
sion to Mr. Gidney being excused and not being required to attend 
further before the committe. 

The Cuamman. The objection will be overruled. 

Mr. Muurer. I will take my appeal to the proper court of review. 

Mr. CuampBertarn. Mr. Gidney, I would like to talk with you 
briefly with respect to the cumulative voting aspects of this proposed 
legislation. 

I understand that you people have a view that is opposite that of 
Mr. Martin of the Federal Reserve; is that correct ? 

Mr. Gipney. Well, I have a different view than he has. 

Mr. CHAMBERLAIN, Well, now, the question that I would like to 
ask is this: 

We have two responsible parties appearing before this committee 
and taking opposing views with respect to this. I would like to in- 
quire which one of you has a better opportunity to know the facts 
in this situation. My question is this: Do you have a closer rela- 
tionship with the national banks than the Federal Reserve System or 
not ¢ 

Mr. Gwney. The answer is “Yes.” The Congress has given super- 
vision of the national banks to the Comptroller of the Currency. We 
have the daily relations with them. They have good relations with 
the Board, but the Board’s relations are in a different field. When the 


‘banks have problems and troubles of this:kind, they come and tell us 


about them, and do not necessarily go to the Board. 

I have the highest respect for Mr. Martin’s opinion, and most of 
the time we are in agreement, but I think in this case the acquaintance 
with the subject is in the Comptroller's office, as the supervision of 
these banks is in the Comptroller’s office. The opportunity to know 
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about these things comes to us much more than it does to the Board 
of Governors, and I think that in answer to your question, we may 
say that we are the ones, who are more familiar with the matter. 

r. CHAMBERLAIN. Is this your personal opinion or the opinion of 
the staff ? 

Mr. Gipney.: Mr. Jennings, will you speak for the staff ¢ 

Mr. Jenntnes. Yes, I will. 

It has long been the opinion of the staff that mandatory cumula- 
tive voting is an unwise thing. We have seen no instances where 
om has grown out of it, and we have seen many instances where 

arm has accrued to banks because of cumulative voting. 

Mr. Cuamperuarn. Are there those on your staff that share the 
other opinion here, or is this unanimous. 

Mr. Jenntnes. No, I would say that it has been the opinion of the 
staff of the Comptroller for a long period, including men such as Mr, 
W. P. Folger, our Chief National Bank Examiner for at least 25 
years, who retired 2 years ago, and all of the present staff at top level, 
that mandatory cumulative voting is unwise. 

Mr. Gipney. Mr. Jennings, would you be able to express some- 
thing about the Chief Examiners who have had opportunities to ob- 
serve the functioning of the present law. 

Mr. Jennines. Yes, we have an annual meeting with the 12 district 
chief bank examiners in Washington. The matter of cumulative 
voting has been discussed at the annual meetings. 

On 3 or 4 occasions during recent years they have presented to the 
comptroller and the comptroller’s staff in Washington the cumulative 
voting problems that have arisen in banks in their particular dis- 
tricts. It is my opinion that all of the 12 district chief examiners 
throughout the country are of the firm opinion that mandatory cumu- 
lative voting has not worked well, and should be eliminated in favor 
of permissive cumulative voting. 

Mr. Cuamper.ain. Well, now I would like to change the subject 
just briefly. 

Mr. Wipnatt. What do you think is the nature of the harm done by 
cumulative voting? 

Mr. Jenntnos. I can best answer that by describing a few examples. 

In one instance an individual who owned enough stock in a bank 
to elect himself a director by means of cumulative voting had a son 
about 27 years old who worked for an investment house. The father 
who owned the stock would have been an acceptable director, but he 
insisted on electing his son to the board. This hurt the bank very 
much. The son didn’t conduct himself too well. There were other 
aw in the community who would have liked to have been a director. 

hey were eliminated through the election of this young man. 

Now to go to another case, and we have many of them, an individual 
who had sufficient stock elected himself to the board. He attends 
meetings, he sings, he shouts, pays no attention to what is going on; 
he goes out on the street, talks about the banks affairs, the loans that 
have been made to individual customers; he has hurt the bank. 

So we have found in case after case that these individuals who have 
elected themselves through the use of mandatory cumulative voting 
for the alleged purpose of looking after the interests of the minority 
shareholders, have harmed them through harming the bank. 
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The biggest objection we find is that people who force their way on 
the Board go out on the street and talk about loans that have been 
made. Now, there is nothing in a community that hurts a bank more 
than a failure to observe a confidential relationship between borrowers 
and the bank, and that has come up time and time again. 

Mr. Anprrson. Would you yield, Mr. Chamberlain ? 

Mr. CHAMBERLAIN. Yes. 

Mr. Gipney. Could I just add one thing here? I have in mind a 
case of a gentleman who put himself on a board, with a fairly large 
holding, and whether rightly or wrongly, the other people thought 
that it was worth their while to pay him a high price to have him off, 
so they did. And I understand te has gone elsewhere, and is starting 
the first stage of a repetition with another bank. Those are things 
that happen. 

Mr. Mutrer. Will you yield there, please ? 

Mr. Cuamperuarn. General Anderson asked first, Mr. Multer. 

Mr. Anverson. Mr. Gidney, I know it is possible among the thou- 
sands of bank directors that we have to pick those who are not success- 
ful. Wouldn’t it be equally true that if you wanted to dig into all of 
the facts you could find that in some cases the stockholders who hold a 
majority of the stock have put their sons on the board, young men 
who were not yet trained ? 

Mr. Giwey. Yes; I agree that could be. 

Mr. ANverson. We can find a few isolated examples to back up any 
case we want to make. 

Now, if a director is not properly performing his duties, are there 
not ways in which you can get rid of him? 

Mr. Gipnry. Not with much—— 

Mr. Anverson. Is there no provision for that? 

Mr. Gipnry. Well, that provision that you have heard about with 
the implication that they could readily be pushed out is section 30 of 
the present Federal Reserve Act. Section 30 would be rather difficult 
to use in that manner, and probably would not have proper applicabil- 
ity unless the actions of the director were very extreme. 

Mr. Anverson. Well, wouldn’t the violation that Mr. Jennings 
talked about, the discussion of the bank’s confidential business, 
wouldn’t that be the basis for action under section 30? 

Mr. Gipney. Mr. Englert, would you get section 30? Section 30 
provides that if an officer or director after warning—perhaps I should 
read it. 


Whenever in the opinion of the Comptroller of the Currency— 
it reads now— 


any director or officer of a national bank or of a bank or trust company doing 
business in the District of Columbia— 


or the same thing for Federal Reserve agency State members— 


shall have continued to violate any law relating to such bank or trust company, 
or shall have continued the unsafe or unsound practices in conducting the 
business of such bank or trust company, after having been warned by the 
Comptreller— 


J will omit part of this— 


the Comptroller may certify the facts to the Board of Governors. They may 
cause notice to be served upon such director for hearings and he may be removed. 
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_I think that if we brought to them such a case as you have men- 
tioned, it is very doubtful that they would take action to remove the 
director. We would first have to warn the man. He might very well 
say “I am just exercising my rights and privileges as a citizen and 
director.” i 

Mr. CuaMsertaIn. Can you tell us how many removals there have 
been under that section to your knowledge? 

Mr. Gipney. I have knowledge of only two actual removals. 

Mr. CHaMBerRtain. In your whole association with the office? 

Mr. Gipney. It happened that I initiated those, and they were 
removed because they were in violation of section 32 of the act of 
1933, and that went to the Supreme Court. There have been 1 or 2 
other cases, I believe. 

Mr. CuampBeriain. I would like to ask the witness 1 or.2 other ques- 
tions. 

Mr. Murer. On the same subject, Mr. Gidney, is it not true that 
the bylaws of almost every bank permit the removal of a director for 
cause, and some permanent removal without cause / 

Mr. Gipnry. We have not seen such provision. 

Mr. Mutrer. There is no provision in the bylaws of banks that 
you have seen that permits the removal of directors. 

Mr. Jennrnos. Mr. Multer, the shareholders elect the directors. 

Mr. Mutter. And they have the right to remove them. 

Mr. Gipnery. At the annual meeting. 

Mr. Jenntnos. They could vote them out, yes. 

Mr. Mutter. They have a right to remove them at a special meeting 
called for that purpose. 

Mr. Jennrnos. You are referring to the articles of association. The 
bylaws may be changed at will by the board of directors. 

Mr. Mutrer. The basic law that governs the operation of the bank 
is its certificate of incorporation or articles of association and the 
bylaws. 

Now, there is such a provision in those documents. 

Mr. Gipney. Counsel says he has never seen such a provision. 

Mr. Mutter. I have seen it quite a number of times. Apart from 
that, why do we burn down the barn to get rid of the rats? If there 
are some bad directors, why don’t you give us a suggestion as to how 
to improve this bill to give us a right to remove these directors you are 
complaining about ? 

Mr. Gipney. We don’t suggest burning down the barn. We would 
just like to put a little bit of tin plate there to keep the rats from coming 
in. 

Mr. Mouurer. You just want to prevent all of the good people from 
coming in because there have been some bad people. 

Mr. Giwney. No, sir; we do not want to prevent good people from 
coming in. 

Mr. Muurer. As a matter of fact, the majority occasionally elect 
such a man to a board as you are talking about. 

Mr. Gipney. This is a democracy, the majority rules. 

Mr. Mutter. If it is a democracy, why do you want to take away 
from the minority the right of representation ? 

Mr. Gipney. They are represented at the annual meeting. 
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Mr. Mutrer. You are saying to us in effect that if a man or a group 
of men own 51 percent of the stock, those who represent the 49 
percent of the stock are entitled to no representation on the board. 

Mr. Gipney.. Not in the way this.thing.is. I should say it shouldn’t 
be the way the present statute is. 

The Cuarrman. Mr. Gidney, why is it all of the bankers’ associa- 
tions are in favor of it ? 

Mr. Gipney. Well, I think the bankers know what the facts are— 
the American Bankers Association, the Independent Bankers Asso- 
ciation, and the Reserve City Bankers Association. They know what 
the facts are. 

The Cuatrman. The banking association passed a resolution on 
this subject. Why did they do that? 

Mr. Gipnry. It is my belief that they have the correct view of it, 
and I know that they know the facts. 

Mr. Parman. May I make a parliamentary inquiry ? 

The CHarrMan. Yes. 

Mr. Patman. About Mr. Gidney returning. I asked for the audits 
- the last 5 years and received them yesterday; Mr. Gidney brought 
them up. 

They are in the chairman’s office. They are being looked over. 
This will probably take a little time because we can only have them 
looked over while the office is open. I cannot carry them to my 
office or to any other office under the rules. Therefore, we shall be 
delayed a little in completing our inspection. 

But I do want Mr. Gidney to come back and answer questions after 
the audits have been examined, because I can see now it will be neces- 
sary to ask him some very important questions concerning them. 

The CHarrman. I would like to accommodate you. You can take 
them over into my office. 

Mr. Parman. I didn’t want to ask to do that, under the circum- 
stances. 

The Cuarrman. You have a job there that it seems to me will take 
you a year. 

Mr. Parman. No; it can be done in just a few days. 

The Cuarrman. This will be a long, long, tedious job. 

Mr. Parman. We are handicapped under the circumstances. 

The Cuarrman. It will take you a long time to get through with 
them, but you may have them there in my office until you are through 
with them. 

Mr. Parman. Thank you. We only asked for the privilege of 
examining them, and we did not specify where, we didn’t specify 
your office. 

The CuHarrmMan. We make no provision for Mr. Gidney coming back 
when we adjourn today. 

Mr. Parman. But you will ask him to come back, I assume, to 
answer these questions about the audits. 

The Cuarrman. I am making no commitments now. We have to 
get through with this. We have to dispose of this bill this summer. 

Mr. Patman. I have some questions on the audit reports. 

The CHarmman. The bill is not my bill. I haven’t fathered it. 
But the way we are proceeding, we will never get through with the 
hearing. 
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Mr. Patrman. Mr. Chairman, you have some 20 years of accumu- 
lated work. 

The Cuatrman. We had sufficient time for an adequate hearing on 
this bill if the questions had been addressed to the material points in 
the bill. I would like to meet the approval of the committee, I want 
to do what they want—but I am sure we are tired of the continuance of 
this hearing without results. I know there is a desire for an executive 
session on this bill. There are some important measures that the 
members are interested in which cannot be considered until we con- 
clude the present hearings. 

Now, some of the members have talked to me about other legisla- 
tion. Iam not asking for a vote on the bill, but I am requesting that 
we expedite the hearing. 

Mr. Mouurer. You are not asking us, Mr. Chairman, to vote on the 
bill without having an explanation of every change that is in the bill, 
are you? 

The Cuatrman. I have previously stated I was not asking for a vote. 
You have had plenty of time, Mr Multer. I don’t think you are the 
person to complain at all. 

Mr. Mutter. I do complain and have every right to complain, and 
I will complain at the right time, in the right forum, Mr. Chairman. 

Mr. Parman. Well, I will certainly complain, Mr. Chairman, be- 
cause you haven’t allowed us to go into all of these different changes 
in the bill, and they involve fundamental problems which have piled 
up here for 20 years. 

You know we have been denied a hearing for 20 years before this 
committee, and now you crowd it all up in a 250-page bill, and you 
want to rush it through as if it were the District of Columbia bill. 

The Cuatrrman. I am not rushing it through. I don’t expect the 
bill to come up this session. 

Mr. Mutrer. If you don’t, then why can’t we go on and get all of 
the facts we are entitled to, if you are not going to bring it up in this 
session. What is there that these witnesses who represent the Gov- 
ernment should withhold from us about the bill ? 

The Cuatrman. I think you are in no position to complain. 

Mr. Mutter. I certainly am and will continue to complain, and 
will complain in the proper forum, if you try to bring this bill before 
the House without our opportunity to examine all of these witnesses 
fully about this bill. 

Mr. Parman. Mr. Chairman, the 1935 act required 6 or 7 weeks 
— this committee, and we heard individual witnesses over several 

ays. 

On the OPA bill we had 4 months of hearings in this committee. 
You see, it depends upon the importance of the bill. One member on 
the minority side, Mr. Crawford of Michigan, asked questions for 
4 full days. 

Nobody complained about that because all of the questions were 
pertinent. They were material. We appreciated it. As long as a 
member of the committee wants to ask a question that is germane to 
the bill—that is, about changes that are proposed to be made—I think 
the chairman should permit us to do it. 

The Cuatrman. I intend to have the bill properly considered. 
There will be a rollcall in the House. 
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Mr. Gidney, you are now discharged. 

Mr. Parman. Are you going to ask him to answer questions for us 
in writing, Mr. Chairman? ill it be all right for the members to 
submit questions in writing? 

The Cuarmrman. Mr. Gidney, you have no objection to answering 
any questions that are posed to you in writing? 

Mr. Parman. To be inserted at this point in the record. 

Mr. Gipvey. Those will be questions which are pertinent to the 
bill ? 

The CuatrmMan. Pertinent and relevant questions, yes. 

Mr. Mutter. Who is going to determine the pertinency of the ques- 
tions asked in writing? 

Mr. Parman. The member asking them. 

The Cuatrman. The chairman will decide that. 

Mr. Parman. In case of doubt. 


(Whereupon, at 11:10 a. m., the committee adjourned, to recon- 
vene at the call of the Chair.) 


(The following is information supplied by the Office of the Comp- 
troller of the Currency in answer to questions incorporated in a letter 
from Hon. Wright Patman, dated September 16, 1957 :) 


Ocroser 3, 1957. 
Hon. WRIGHT PATMAN, 


House of Representatives, Washington, D.C. 


DEAR Mr. PATMAN: We have your letter of September 16, 1957, inquiring into 
the audit and management programs, procedures, and objectives of the Office of 
the Comptroller of the Currency. In accordance with your request, we have 
assembled the enclosed schedules and exhibits to which we refer in our com- 
ments which follow in the order of the outline of your letter. 

(1) Copies of audit programs and procedures, including minimum scope and 
objectives, currently being used by the internal auditor in connection with his 
audit of the following areas: 

(a) Asset, liability, expense, income, collateral, custody, and safekeeping ac- 
counts in connection with: 

(i) Washington operations. 
(ii) Field operations. 

(b) Comptroller of the Currency’s responsibility for : 

(i) Unissued Federal Reserve bank notes and Federal Reserve bank notes 
in his custody. 

(ii) Redeemed Federal Reserve notes, Federal Reserve bank notes, and na- 
tional bank notes in his custody. 

(iii) Unfit United States or Federal Reserve currency. 

(iv) Fragments and charred Federal Reserve and national bank notes. 

(v) Any other currency responsibilities. 

During the recent hearings conducted by the Banking and Currency Committee 
of the House of Representatives, the reports of audits of this office by our 
internal auditor, and those made by the Bureau of Accounts in response to our 
requests, covering a period of 5 years were loaned for examination. We under- 
stand that these reports have not been returned to us so we assume that they 
are still available for further study should you'so desire. 

All of the fiscal activities of the Comptroller of the Currency are centered in 
the Washington office and there is no receipt of income, disbursement, or han- 
dling of funds in the field. In fact, not even petty cash or postage stamps belong- 
ing to the Comptroller’s Office are in the custody of any of our field offices. 
Therefore, in dealing with fiscal matters our internal auditor and the Bureau 
of Accounts are concerned only with the Washington office. Likewise, none 
of the Comptroller's currency functions are handled in the field. 

With respect to' audit programs and procedures dealing with the various fiscal 
and currency activities of the office, please refer to schedule I accompanied by 
exhibits A through F. 








702 FINANCIAL INSTITUTIONS ACT OF 1957 


(2) Copies of programs and’ procedures, including minimum scope and ob- 
jectives, currently being used in connection with your review of the operating 
efficiency and compliance with legal requirements in the following areas: 

(i) Washington operations. 
(ii) Field operations. 

Our organization is so small and well integrated that the Comptroller and 
his staff can and do keep well informed concerning its adequacy, the quality, 
and efficiency of individual performance, and compliance with legal require- 
ments. Staff meetings attended by policy level officials are held each week for 
the purpose of discussing bank supervisory problems and matters pertinent 
to management and the operating efficiency of the office and its personnel in 
Washington and in the field. However, we do not maintain minutes of these 
meetings as they are held on an informal basis. The staff at this level is made 
up of long-experienced career employees who have been selected because of their 
qualifications to carry out the responsibilities of their positions and their dem- 
onstrated abilities and capacities to deal with the operating problems, effectively 
and efficiently. They are in constant association with small working units of 
Washington office personnel under their direct supervision so that they are able 
to maintain a close watch over operating efficiency on a day-to-day basis. 

Regular annual meetings are held with the examining staffs in each of the 12 
districts and these are attended by 2 or more of the administrative staff mem- 
bers of this Office including a Deputy Comptroller or the Chief National Rank 
Hxaminer. These meetings are productive of efficiency in examination pro- 
cedures as they permit full discussion and understanding of mutual problems 
and their solutions. 

Periodically, meeting of the district chief national bank examiners are held 
in the Washington office for the purpose of discussing problems of general 
interest and application with respect to management, personnel, and the super- 
vision of national banks. It may be well to point out here that the 12 district 
chief examiners are career men who have been so designated because of their 
qualifications, long experience, and demonstrated ability to carry out the re- 
sponsibilities of the office. 

By ‘reason of our desire to maintain close control of the Comptroller’s or- 
ganization, personnel administration is centered at the Washington office. 
However, the district chief national bank examiners are depended upon to inter- 
view applicants, conduct noncompetitive civil-service examinations as provided 
for civil service schedule B assistant examiner appointments, and recommend 
qualified applicants for appointment. They also recommend appointment of 
civil service clerical personnel in the field. Promotions are effected by the 
Washington office only, but upon recommendations of the district chief national 
bank examiners insofar as field personnel is concerned. As required by law, 
regular reports are filed by each district chief national bank examiner with re- 
spect to the performance rating of each employee in his district. All person- 
nel records are subject to examination periodically by representatives of the 
Civil Service Commission. 

Despite a tremendous growth in examination responsibilities which has been 
developing during recent years, by reason of increased efficiency the organiza- 
tion of the Comptroller of the Currency has been able to function with no 
greater-personnel than it employed many years ago. Please refer to exhibit T 
which we believe illustrates this clearly. 

All of the officials and employees of our Washington and field offices are par- 
ticularly conscious of legal requirements not only with respect to the bank super- 
visory functions and responsibilities, but to their own personal responsibilities. 
As stated before, we are a small organization. Compliance with the laws re- 
lating to personnel is maintained under almost constant surveillance. 

District chief national bank examiners are in direct charge of the examiners 
and the assistant examiners in their respective districts and do not make ex- 
aminations of. banks themselves. except under extraordinary circumstances. 
All of the assistant examiners are under the immediate supervision of the ex- 
aminers to whom they are assigned and we believe that there is sufficient rota- 
tion of these assignments to discourage collusion. Rotation also permits desired 
development of the abilities of assistant examiners as it broadens their train- 
ing. Examiners are rotated in their examination assignments so that no ex- 
aminer can be positive that he will make the next examination of any bank. 

Each examiner must file an itinerary each week. Such itineraries are filed 
each Saturday and show the dates, names, and locations of all banks examined 
in the previous week and those banks scheduled for examination the coming 
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week. ‘These weekly reports also show special ‘assignments and days off duty on 
annual or sick leave. The district chief national bank examiner is in frequent 
communication with the examiners and assistant examiners in his district to 
give them their assignments from time to time. By reason of rotation, weekly 
reports, and close personnel supervision, we believe that there is adequate pre- 
caution and reasonable assurance against undetected violations of law dealing 
with personnel. 

Cases of dismissal because of violations of law or moral turpitude are few 
and far between. We believe that this record can be attributed largely to 
our requirement of a thorough character investigation of every assistant exam- 
iner employed. All examiners are commissioned from the ranks of assistant 
examiners who have already been investigated and hold exemplary records. 
These investigations are independently made for us by Internal Revenue Inspec- 
tion Service. We-employ or retain no one whose investigation has resulted in 
findings which raise doubt as to his integrity. 

Under our defense program, all key members of the Comptroller’s adminis- 
trative staff and their secretaries in the Washington office, and all district 
chief national-bank examiners, their emergency alternates, and their secretaries, 
must be cleared for access to material classified up to and including “top secret.” 
This clearance is issued by the personnel security officer of the Treasury De- 
partment on the basis of a satisfactory report of investigation made by Internal 
Revenue Inspection Service. Thus, in meeting this requirement, these key people 
are subjected to the more searching character and loyalty investigation necessary 
to obtain this security clearance. 

Under title 12, United States Code, section 481, the Comptroller is required 
to examine every national bank twice in each calendar year, but in the exercise 
of his discretion he may waive 1 such examination not more frequently than 
once during any 2-year period. Each district chief national-bank examiner 
maintains a record of all national banks in his district. As each bank is exam- 
ined, the date of examination is recorded, and this record is used as a basis for 
scheduling examinations of national banks in order to meet legal and adminis- 
trative requirements. Each district chief national-bank examiner is informed 
of the Comptroller’s waiver of any examination as permitted by law, and he 
is required to furnish the Comptroller with monthly reports of the status of the 
work in his district. 

The Comptroller’s Office, likewise, maintains a record of the national banks 
in each district and, as reports of examination are scheduled, actually made, 
and reports received, these facts are recorded. By means of reports filed each 
week by each national-bank examiner, reports of the status of the work in 
each district filed monthly by the district chief national-bank examiners, and 
our own records of examination reports received, we are aware of the current 
status of examinations, so that appropriate plans can be made to see that the 
legal responsibility of the Comptroller in this connection is carried out. 

Under the foregoing described safeguards and procedures, we have found no 
need for supplemental audit programs or surveys to deal with the matter of 
legal responsibilities. 

(3) Copies of reviews or surveys made in connection with your review of the 
operating efficiency and compliance with legal requirements. 

In keeping with our general but not formalized program for improving opera- 
tions and efficiency, we have conducted surveys of the office of the special dis- 
bursing agent, Statistical Division, and the Federal Reserve Issue and Redemp- 
tion Division. The first two named are still in progress. Some machine opera- 
tions have been installed in the office of the special disbursing agent, and further 
progress has been delayed because of our participation in a Treasurywide study 
of the feasibility of establishing an electronic data-processing unit to service the 
accounting and data-processing needs of all Treasury bureaus. This study has 
not been completed. We plan to extend these surveys to all units of our organi- 
zation as time permits consistent with the need for maintaining bank-supervisory 
work in current order. The enclosed exhibit U includes a number of copies of 
memorandums covering the above-mentioned surveys. 

As previously stated, compliance with legal requirements is under almost con- 
stant surveillance and, therefore, we have found no need for special surveys, nor 
have any been made. 

(4) A copy of your organization chart, including brief comments as to how 
accounting data are accumulated and controlled. 

We are enclosing a copy of our organization chart with comments concerning 
accounting data. Please see schedule II and exhibit G. 
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(5) Copies of your agreements with the Bureau of Accounts with regard to the 
maximum scope and objeetives of their audits for the years 1953 through 1956. 

There is no requirement in law that the fiseal affairs of the Comptroller of the 
Currency be audited by an outside auditor ; however, in keeping with sound busi- 
hess practice, it was.concluded some years ago that such an audit would be 
advisable. We have, therefore, arranged each year with the Bureau of Accounts 
of the Treasury Department to have its auditors conduct an audit of the account- 
ing records and funds operations of this Office. The scope and objectives of such 
audits are largely determined by the Bureau of Accounts and its auditors, 
although we have asked that these audits not be expanded into the field of 
management. Please refer to schedule III and exhibits H through K for a listing 
of letters requesting such annual audits. These constitute the only agreements 
between the Comptroller and the Bureau of Accounts. 

(6) List of all recommendations made by the Bureau of Accounts since 1950, 
the date the recommendation was first made, the subsequent dates the recom- 
mendation was made, the date of adoption of the recommendation, and, in the 
case of recommendations which were not adopted or were adopted only in part, a 
statement as to the reasons why the recommendation was not adopted. 

As a result of our careful consideration of all recommendations received, not 
only since 1950, but since 1938, those which have appeared to offer improvement 
of operating procedures and efficiency have been adopted. In 1956, we installed 
a complete new machine income-accounting system which resulted in economies, 
closer control of income, and improved efficiency. The 1956 audit report con- 
tained only three recommendations, all of which have been favorably considered. 
We adopted measures to insure more prompt deposit of remittances received, and 
a procedure to effect better control of remittances in transit. As recommended, 
we now have under study the regulations of the General Accounting Office relat- 
ing to payroll operations and accounting. For information relating to the recom- 
mendations of the Bureau of Accounts made since 1950, please refer to schedule 
IV with exhibits L through S. 

In view of the fact that the enclosed schedules and exhibits reveal the scope 
of audit procedures employed for the protection of this Office, we request that 
they be retained for your use on a confidential basis and not be made a part of 
any public document. 

Sincerely yours, 
Ray M. GIpNEy, 
Comptroller of the Currency. 





FINANCIAL INSTITUTIONS ACT OF 1957 


TUESDAY, AUGUST 13, 1957 


Houser or REPRESENTATIVES, 
ComMiITrre ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Multer, Barrett, Mrs. Sullivan, Mrs. Griffiths, Messrs. Vanik, Coad, 
Anderson, Breeding, Talle, Betts, McVey, Bass, Seely-Brown, Hen- 
derson, and Chamberlain. 

The CuHarrman. The committee will be in order. We will pro- 
ceed with the hearing on S. 1451 and H. R. 7026. This morning we 
have Chairman Cook of the Federal Deposit Insurance Corporation, 
and Mr. Coburn, General Counsel. I understand they both have 
statements. You may read each statement without interruption and 
then you will be subject to interrogation. 

Mr. Cook, you may proceed. 


Mr. Coox. Thank you, Mr. Chairman. 


STATEMENT OF HON. H. E. COOK, CHAIRMAN, BOARD OF DIRECTORS 
OF THE FEDERAL DEPOSIT INSURANCE CORPORATION 


Mr. Coox. Mr. Chairman, gentlemen of the committee, I appreciate 
the privilege and opportunity of participating in the consideration of 
the pending legislative proposals and to lend encouragement to the 
enactment of the proposed revision of the Federal banking laws. 
Che Corporation is in full accord with the objectives of codifying 
the present banking laws, with such revisions as may be deemed neces- 
sary, elimination of obsolete material, clarification of ambiguous pro- 
visions, and the arrangement of the material in a more orderly man- 
ner. In a few instances substantive changes of merit have been 
made. 

In general, we approve the contents of the Financial Institutions 
Act of 1957 as it was passed by the Senate. However, in a bill cov- 
ering such a broad subject matter, there are certain details in which 
we believe there could be further i improvements, either by inclusion, 
exclusion, or amendment. We shall point out those instances as we 
proceed with the discussion of the more important features of the re- 
vision of the bill as it pertains to the Federal Deposit Insurance 
Act. 

In section 2, relating to definitions, there have been eliminated obso- 
lete provisions defining mutual savings banks and savings banks. 

The term “deposit” has been amended to eliminate both from in- 
surance and assessment, trust funds deposited by an insured fiduciary 


95375 —57— pt. 1 16 705 





706 FINANCIAL INSTITUTIONS ACT OF 1957 


bank in noninsured banks. We recommended this change because we 
do not believe that such trust funds should be insured when deposited 
in anoninsured bank. When trust funds are retained by the fiduciary 
insured bank or when they are deposited by the fiduciary insured 
bank in another insured bank, they would be insured and assessable 
as under the existing law. 

The provision in the definition of the term “deposit” under which 
mainland insured banks may exclude from deposit insurance the de- 
posits in their branches in Alaska, Hawaii, and the Virgin Islands 
has been eliminated. There are no mainland insured banks now op- 
erating branches in Alaska, Hawaii, or the Virgin Islands. Further- 
more, we do not believe that insured banks should be permitted to 
exclude from deposit insurance any deposits in places where the 
statute provides for insurance. 

The term “insured deposits” has been amended in accordance with 
the recommendations of the Corporation to include in the net amount 
of the insured deposit interest accrued on time and savings deposits 
to the date of the closing of the bank. Heretofore, interest accrued 
but not credited to such deposits has not been included in the insured 
deposit. 

The definition of “branch bank” has been changed to include a 
branch anywhere rather than a branch located in any State, any Terri- 
tory of the United States, Puerto Rico, Guam, or the Virgin Islands. 
An insured State nonmember bank must now obtain the consent of the 
Corporation to establish or move a branch. Because of the risks 
involved to the bank, such consent should be required to the establish- 
ment of such a branch anywhere. 

The definition of branch bank has also been amended to exclude 
from the definition the operation of a school thrift or savings plan at 
a school. The National Bank Act contains a similar amendment. 
Both of these amendments were recommended by the supervisory 
agencies. 

In section 6, providing for the management of the Corporation, the 
present proposal contains provision for a staggered term for the di- 
rectors of the Corporation. This is in accord with not only the rec- 
ommendations of the Corporation to the Senate committee, but also is 
in line with the recommendations made by the General Accounting 
Office in their audit report to the Congress. 

In this connection the present act provides that in the event of “a 
vacancy in the Office of the Comptroller” or “during the absence of 
the Comptroller from Washington,” the Acting Comptroller shall be 
a member of the Board. The Corporation recommended to the Sen- 
ate committee, but its recommendations were not adopted, that this 
sentence be amended to authorize the Acting Comptroller to serve as « 
member of the Board “in the absence of the Comptroller,” whether 
or not the Comptroller is in Washington. It has occurred in the past, 
and can well be expected to occur in the future, that on occasions the 
Comptroller is oceupied with his duties as Comptroller, or he may be 
ill or otherwise unavailable to serve as a director of the Corporation, 
even though he may be physically present in Washington. 

Accordingly, we herein renew our prior recommendation. We also 
suggested that more appropriate language could be used for the last 
sentence in this subsection, which should provide that each member 
of the Board “shall certify under oath that he is not an officer or 
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director of any insured bank or Federal Reserve bank, and does not 
hold any stock in any insured bank.” This amendment would merely 
prescribe a more precise and accurate statement of the contents of 
the director’s certificate. 

In section 7 (c) there are added provisions that permit photo- 
graphs, microphotographs, photographic films and other true copies 
of records, papers, and documents, certified by the secretary of the 
Corporation, to be treated as original records for the purpose of ad- 
missibility as evidence in State and Federal courts and in hearin 
before administrative agencies. This amendment is in accord with 
provisions of the Code of Civil Procedure of the Federal Courts. 

Section 8: During the debates on the bill in the Senate, an amend- 
ment was added thereto that appears in the bill as subsection 8 (b). 
This provides that in any case in which the Board deems it necessary, 
either because of inadequacy of examination or for any other reason 
arising in the course of supervision, the Board may require, at such 
times as it deems necessary, that such bank shall have an audit by an 
independent individual or firm approved by the Corporation, 

We are in full accord with this provision. We believe that under 
proper circumstances banks should be required to submit to the super- 
visory authorities an adequate or complete audit report. The dis- 
cussions in reference to this proposal indicates that some of the 
smaller banks fear that the Corporation may exercise this authority 
too freely and too frequently, and because there are no restrictions 
on its exercise they have opposed the provision. While I wish to 
assure the committee and the bankers alike that such fears are un- 
founded, nevertheless we believe that the proposal made by the Cor- 
poration to the Senate committee on this subject would allay the 
doubts that have been expressed in reference to this provision, and, 
therefore, we are attaching a copy of the legislative language that we 
submitted to the Senate committee at the time it has this bill under 
consideration. 

Section 10, which pertains to the confidentiality of the records of 
the Corporation, is in accord with the recommendations of the Corpo- 
ration until we reach the proviso near the end of the section. It is 
most vital to the Corporation in its examination techniques and in its 
supervision of banks that reports of examination and reports of in- 
vestigation of banks remain confidential and privileged. To this end 
it is essential to maintain the confidence of bankers in the inviolate 
confidentiality of such reports. Basic to the examination process is 
the knowledge by the bank, by its customers, and by the examiner, 
that the report which results will be entirely confidential, Only on 
such basis can the Corporation obtain full cooperation in accumulat- 
ing information for the completed report. 

Information contained in examination reports often is of a nature 
which, if made public, could seriously affect the interests and, in some 
cases, the reputations, of institutions or individuals who chance to be 
customers of the bank. In this connection, I would point out that the 
examination report contains not only the usual details relating to 
bank matters and to loans to individuals but also contains the per- 
sonal conclusions and opinions of the examiner concerning the bank 
and its personnel, customers, and community—conclusions and opin- 
ions which may not be fully shared by others. 
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Also that under present procedures bankers feel free to ma‘x> full 
disclosure to the examiner of their records, problems, and opinions, 
ne intimate and confidential expressions relating to institu- 
tions and citizens in the community. There would not be the slight- 
est chance of securing full and thorough examination reports if they 
are permitted to be circulated outside of the customary bank super- 
vision channels. 

The criticized proviso contemplates extending an exception to per- 
mit access to the otherwise confidential records to the General Account- 
ing Office and to committees of Congress. Insofar as the proposal 
affects GAO, it should be noted that for many years the GAO has 
conducted its annual audit of the Corporation pursuant to a negoti- 
ated agreement with the Corporation that permit GAO auditors to 
have restricted access to certain reports of examination. The pro- 
cedure presently followed in reference thereto permits the confidenti- 
ality of reports of examination to remain inviolate and at the same 
time allows GAO to fully discharge its audit responsibilities. 

Further, under section 38 (a) hereof, representatives of the General 
Accounting Office are expressly given access to all records of the Cor- 
poration pertaining to its financial transactions and necessary to facil- 
itate their annual audit. 

We believe that this specific authority is sufficiently broad, when 
considered in the light of past experience, to remove any need for an 
exception in this section as 1t pertains to GAO. , 

In reference to committees of Congress, including this committee, 
it is a fact well recognized by all Government agencies, including this 
Corporation, that they are subject to the control of Congress and its 
committees. Any disregard of or disrespect to any committee can 
readily be remedied by Congress, to the end that there be no repeti- 
tions thereof. On 

Through the years the Corporation has experienced no difficulty 
with this committee or any other committee in maintaining the priv- 
ileged status of reports of examination and other confidential material, 
while at the same time the committees have obtained from the Corpo- 
ration all material essential for legislative purposes. 

Thus, we can find no valid reason or need for the proviso, and since 
it does jeopardize the proper functions of the Corporation, we ur- 
gently recommend that the proviso be removed from the statute. 

Section 16: In subsection 16 (b), again acting upon the recom- 
mendation of the Corporation, the bill provides that no insured bank 
shall be required to maintain assessment records for a period in excess 
of 5 years. This provision eliminates a present burden upon insured 
banks of maintaining records indefinitely to support the assessment 
liability as shown on their certified statements. 

Section 18, pertaining to “assessment credit,” contains recom- 
mended technical revisions on this subject, which will eliminate obso- 
lete provisions and will facilitate the handling of underpayments 
and overpayments of assessments, both for the banks and for the 
corporation. The procedures prescribed in this bill have generally 
been followed by the Corporation, although not expressly provided 
for in the present act. From our experience we heartily recommend 
these amendments. te gS 

In section 23, relating to mergers and consolidations, we come to 
what probably is the most discussed section in the entire act. In the 
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last session of Congress the Senate passed the so-called Fulbright bill, 
which contains identical language with the present section 23. With 
the passage of the current bill, the Senate has now proposed, debated, 
and adopted this section of the statute on two different occasions. 

Under the present Federal Deposit Insurance Act a bank merger, 
consolidation, or deposit assumption between insured banks, resulting 
in an insured State bank, must now have the prior approval of the 
appropriate banking supervisory agency only if the capital stock 
or surplus of the resulting bank will be less than the aggregate capital 
stock or aggregate surplus of the merging and consolidating units. 

Because of the limited scope of the present statute, many mergers 
involving insured State banks do not now require prior approval 
by any Federal agency. The proposed amendment would fill this gap 
by requiring approval of all merger, consolidation, asset acquisition, 
or deposit assumption transactions between insured banks, irrespec- 
tive of diminution of capital or surplus, by the Comptroller of the 
Currency if the resulting bank be a national bank, by the Board of 
Governers if the resulting bank be a State member bank, and by 
this Corporation if the resulting bank be a State nonmember insured 
bank. 

The provisions of the present statute do not expressly require con- 
sideration of the competitive effects of merger, consolidation, or as- 
sumption transactions. It is desirable, as contemplated by this sec- 
tion, that the appropriate agency be specifically required to consider 
not only the usual banking factors (that is, financial condition, ade- 
quacy of capital, character of management, and needs of the com- 
munity), but also whether the proposed transaction would tend un- 
duly to lessen competition or tend unduly to create a monopoly. 

In order to promote a substantially uniform approach to the prob- 
lem of competition, the statute requires the appropriate banking 
agency to ask the views of each of the other two banking agencies. 
with respect to the impact of the proposed transaction upon competi- 
tion or monopoly, and, in addition thereto, the appropriate agency 
would be authorized (but not required) to ascertain the attitude of 
the Department of Justice regarding the competitive or monopolistic 
aspects of the proposed transaction. 

This proposal has three essential features: 

(1) It places the Federal jurisdiction to determine the pro- 
priety of bank merger and assumption transactions in the bank 
supervisory agencies ; 

(2) The authority and the standards are fixed in the banking 
code; and 

(3) The standards for agency action are fixed in terminology 
apt to banking transactions. 

Congress has had under consideration during the last several ses- 
sions bills which sought to meet the problem presented by bank mergers 
through an amendment to section 7 of the Clayton Anti-Trust Act, 
by extending that section to cover acquisitions of assets of banks, 
as well as acquisitions of bank stock. These bills would apply only 
the test now contained in the Clayton Act, that is, substantial 
lessening of competition. 

Because of the nature of banking, it is essential that the soundness 
of the banks involved, the adequacy of banking facilities, the needs 
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of the community, and other banking factors, be given consideration, 
as well as the offect of the proposed transaction upon competition. 

It is desirable, therefore, as contemplated by this section, that the 
test of such a transaction should not be solely whether or not the 
transaction would unduly lessen competition, but rather that the 
competitive factors be weighed with the banking factors, and a de- 
cision reached on a determination as to whether or not the transaction 
is in the public interest. Thus, the real test should be whether or not 
the transaction is in the public interest. 

There is one phase of this proposal about which I wish to remove 
any existing doubts. Under the provisions of this section, the Cor- 

oration could not and would not approve any transaction thereunder 
involving a State bank unless the prior approval of the State banking 
authority had first been obtained, if, under State law, an approval of 
the transaction is required. In the event that the State authority 
has disapproved the transaction, no action by the Corporation could 
revive it. 

We deem this section to be one of the key provisions in the act. The 
section has the unqualified approval of the three bank supervisory 
agencies. We recommend the provisions of this section without stint 
or reservation. 

Section 27, in reference to the disclosure of ownership of bank stock, 
was inserted in the bill by the Senate committee after the hearings 
had concluded. During the debates in the Senate the provisions of 
this section were modified by amendments from the floor. The current 
hearings provide the first opportunity for either bankers or the public 
to express their views in reference to these provisions. 

In view of the fact that subsection (b) hereof requires the record 
owner of any stock in an insured nonmember bank to report in writing 
to the Corporation the names of any person or persons having a 
beneficial or equitable interest in such stock in excess of 5 percent, 
with a corresponding provision in the National Bank Act for like 
reporting of stock in national banks to the Comptroller, and to the 
Board of Governors in case of like stockholders in State member banks, 
we doubt very much that the public will understand and recognize 
the responsibility of this penal section. 

I suggest to you that many well-educated people do not understand 
the division of supervisory authority among the several Federal bank- 
ing agencies, nor will they recognize the like distinctions which are 
applicable to the present requirement in reference to reporting of 
beneficial interest. 

Further, it occurs to me that this provision might well discourage 
the general public from freely participating in the ownership of bank 
stock. We, therefore, suggest that the reporting requirements may 
be quite confusing, and that there will be many violations of the sub- 
section without knowledge or intent. Since the violation of this sub- 
section carries with it a fine of not more than $5,000, we urge the 
committee to give careful consideration to the views that may be 
expressed in reference hereto before enacting it into law. 

ection 29, which relates to administrative proceedings of the Cor- 
poration which provide corrective programs in earlier stages, but 
which may in later stages become punitive to the extent of the termina- 
tion of the insured status of the bank, has been modified in this 
revision of the law. Since proceedings under this section have been 
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under the general authority of our General Counsel, I am going to 
ask that he present to you the views of the Corporation on this ‘and 
other related legal matters. 

We believe that a simple, but very important, amendment to the 
present law is contained in section 30. In order to mature the in- 
surance liability of the Corporation under present law, the bank must 
be closed for the purpose of liquidation. It must be borne in mind 
that the Corporation does not have the authority to close any bank. 
This can only be done by the State banking authority in the case of 
State banks, or by the Comptroller of the Currency in the case of 
national banks. 

Under the proposed amendment the insurance liability matures 
when the bank is closed for any purpose, without adequate provision 
for payment of the insured deposits. The authority of the Corpora- 
tion in reference to the payment of insured claims is further aug- 
mented by the addition of subsection (c), which provides that in the 
event the control of an insured bank is assumed by a receiver, con- 
servator, or other statutory authority, without adequate provision 
being made for the payment of insured deposits, then the Corporation 
shall promptly pay to depositors their insured deposits therein. 
These amendments were recommended to prevent a recurrence of the 
situation that occurred some years ago when a bank was closed by the 
State banking authority “for investigation and audit” (as distin- 
guished from. being closed “for liquidation”), and, therefore, the 
Corporation was not able to discharge its responsibility to the insured 
depositors. These provisions will, in our opinion, enable the Corpora- 
tion to act more promptly and with precision in situations where 
banks are closed for any reason without the depositors being able to 
have prompt access to their insured deposits. 

The provisions of section 32, which relate to the organization of a 
new national bank by the Corporation as a means of discharging its 
insurance obligations by making the insured deposits av ailable in such 
new bank, have been amended to liberalize and extend the powers of 
such new bank. 

By this amendment, the Comptroller of the Currency, in his discre- 
tion, may authorize the new bank to transact such other business as a 
national bank may transact, while under present law it is limited to 
acting as a cash depositary and cash exchange. The new authority 
would permit the bank to make loans and perfor m other services normal 
to national banks. It likewise permits the Corporation to extend the 
life of the new bank beyond the 2-year period fixed in the present law 
by extensions of periods of 6 months, but in no event to exceed an addi- 
tional 2 years. 

In section 38, subsection (c), the fiscal year of the Corporation is 
fixed as the calendar year, rather than the fiscal year ending on June 
30 as now provided. “This ch: nge was recommended by the C orpora- 
tion to the committee, and the pr oposed change has the general endorse- 
ment of the General Accounting Office. 

Section 40 (d) is a provision in relation to the conflict of interest, 
by the terms of which it is unlawful for any employee of the Corpora- 
tion to accept employment in an insured ‘bank within 2 years after 
terminating his employment with the C ae ation, exce pt with the 
approval of the Board pursuant to regulations prescribed by the 
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Board. This provision replaced a more onerous provision in the print 
bill first proposed by the Senate committee. We feel that the Corpora- 
tion and its personnel can function within the provisions of this pro- 
posal. 

May I now direct your attention to matters which are not presently 
contained in the act, but which we believe should be included. The 
C atte made several suggestions to the Senate committee, which, 
for one reason or another, were not incorporated in the bill as passed 
by the Senate. We still believe that several of these proposals then 
made are meritorious and worthy of further consideration. Hence, 
we renew our recommendations in reference to them. 

The first of these refers to the amendment of proposed section 5. 
The Corporation recommended that this section should expressly pro- 
vide that the Corporation shall have power, without regard to the pro- 
visions of any law relating to the employment, separation or compensa- 
tion of officers or employees, to appoint, by its Board of Directors, 
officers, employees, attorneys and agents, and to dismiss at pleasure 
any officer, employee, attorney or agent; to define their duties, fix 
their compensation, require bonds of them, and fix the penalty thereof. 

The original authority of the Corporation was patterned after the 
authority vested in each of the 12 Federal Reserve banks. In view 
of the reenactment in 1950 of the original authority, the Corporation 
has maintained that the appointment and dismissal of employees are 
not now subject to civil-service laws and regulations. 

However, the Corporation has, in the main, followed the spirit of 
civil-service laws and regulations. The purpose of this amendment 
is to remove any doubt as to the Corporation’s authority in this re- 
spect. It is to be noted that the language we propose is substantially 
identical with the language presently contained in this act relating 
to the authority vested both in the Federal Home Loan Bank B oard 
and in the Federal Savings and Loan Insurance Corporation. 

Thus, we are asking that the Corporation be placed on an equal 
footing with the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation in reference to personnel 
matters. 

During the hearing before the Senate committee, testimony was 
given establishing the impracticality of present civil-service regula- 
tions in the employment of examiner personnel. During the hearings 
inquiry was made as to the procedures followed by the Comptroller of 
the Currency in recruitment of the examiner personnel of that office. 
Mr. Jennings, the Deputy Comptroller, who was present during the 
hearings, advised the committee that the Civil Service Commission 
had reluctantly permitted the Comptroller’s Office to operate under 
schedule B, and that the procedures thereunder were reasonably satis- 
factory. Schedule B was explained in nontechnical terms by Mr. 
Jennings at the hearings, as follows: 

Now, schedule B, in effect has a closed front door but an open back door. 
In other words, we have to give an examination to each assistant examiner 
we employ. That examination is prepared by us, but it must be approved by 
the Civil Service Commission. The Civil Service Commission can come in and 
look over our records, and we send copies of the examination reports that are 
prepared by the assistant examiner to the Civil Service Commission. 

So that we have that closed front door. They have to take an examination, 
but we are responsible for preparing it and giving the examination. 
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But so far as eliminating people from our force we do not have to follow 
all the rituals prescribed by Civil Service. If we think a man is not doing his 
job properly, we tell him so, give him a chance to defend himself, but we can 
eliminate him. 

During the course of the hearings, it was suggested that the Cor- 
poration “discuss with the Civil Service Commission the applicability 
of this schedule to examiner recruitment of the Corporation. The 
informal recommendations of the committee have been followed, in 
that the Corporation has had discussions with representatives of the 
Civil Service Commission in reference to recruitment practices and 
policies, particularly in reference to Corporation examiner personnel. 

The corporation, however, has obtained no benefits or relief whatso- 
ever from its meetings with the Commission. The discussions have 
further revealed that the permission extended to the Comptroller 
to operate under schedule B is subject to change at the discretion of 
the Commission. We urge the committee to take cognizance of the 
fact that the present status creates a severe handicap for the cor- 
poration in the recruitment of new personnel. The corporation now 
finds itself unable to satisfactorily recruit qualified men under present 
procedures. 

Therefore, we sincerely request that the committee approve the 
recommendations heretofore made to the effect that the corporation 
have power to employ without regard to civil-service rules and 
regulations, 

Tn conclusion on this matter, we call the attention of the committee 
to the fact that the corporation must compete in recruitment not only 
with industry, but with other supervisory agencies. Under present 
law the Board of Governors of the Federal Reserve System and its 12 
Federal Reserve banks are not in any way restricted by civil-service 
laws or regulations. The Comptroller of the Currency, as has been 
stated, has | been extended, at least temporarily, the permissive use of 
schedule B in his recruiting practices. The Federal Home Loan 
Bank Board and the Federal Savings and Loan Insurance Corpora- 
tion will be entirely free from civil-service restrictions in recruitment 
if the current act is passed in its present form. We respectfully sub- 
mit that the corporation cannot continue the high standard which 
it has established and maintained through the years if it cannot com- 
pete on a more equal basis with other employers of similar personnel. 

The corporation recommended that its act should be amended so as 
to provide (a) for the payment by the corporation of the Govern- 
ment’s share of the cost of civil-service retirement and disability 
benefits from the creation of the ts to the first day of the 
first pay period beginning after June 30, 1957, when agency con- 
tributions of 614 percent ‘of salaries are roljvicel to be paid to the 
Treasury under section 4 (a) of the Civil Service Retirement Act of 
May 29, 1930, as oat (5) for the payment into the employees’ 
compensation fund of the amount of the benefit payments made from 
such fund on account of the corporation’s officers and employees prior 
to January 1, 1957, and thereafter annually the amount of such benefit 
payments made on the account of the corporation’s officers and em- 
ployees, and (c) extend the benefits of the Federal Employees Com- 
pensation Act and the Federal employees’ unemployment compensa- 
tion benefits of title XV of the Social Security Act to the officers and 
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employees of the corporation, We again renew our recommenda- 
tions that these provisions be included in the act. 

We further recommend that the provisions of the criminal] sections 
pertaining to loans to bank examiners be amended in a manner that 
would permit examiners of the corporation to make limited loans from 
national banks or State banks which are members of the Federal 
Reserve System, which banks are not regularly examined by cor- 
poration examiners. 

At the present time, by virtue of the pertinent sections of the crimi- 
nal laws, the bank examiners of this Corporation may not borrow 
from any insured banking institution, because the Corporation is 
authorized to examine all insured banks. We sincerely believe that 
this is an unfair restriction upon our examiner personnel, and that it 
should be relaxed in a manner to permit loans within the limits 
herein suggested. It would be the policy of the Corporation to in 
no instance permit an examiner to examine a bank in which his loan 
was then located. 

Before concluding, I wish to inform the committee that the Cor- 
poration and its staff have made a continuing study to devise a simpli- 
fication of the determination and reporting of the assessment base 
upon which the banks make assessment payments. Continuous discus- 
sions between the Corporation and representatives of the American 
Bankers Association and the National Association of Bank Auditors 
and Comptroliers have been conducted, with the purpose of reaching 
a unanimity of thought on the subject. 

I can report to you that substantial progress has been made, al- 
though we are not in a position, at this time, to say that a complete 
accord has been reached, nor has the legislative language for the sev- 
eral proposals been determined. However, we are sufficiently opti- 
mistic about the prospects of a complete accord on the subject to pre- 
dict that by the opening of the second session, the Corporation can 
present to your committee a legislative proposal having the full en- 
dorsement of the industry that will simplify substantially the proce- 
dures in reference to assessment liability, together with legislative 
language covering the matter. 

In addition to the foregoing suggestions and recommendations, our 
General Counsel has several technical legal provisions pertaining to 
the pending bill and recommendations of like character for additions 
to the bill, which he will be glad to present and discuss with you. 

I wish to again express my appreciation for the privilege of present- 
ing my views on this important legislation, 

e CuarrMAN. I think we should hear the statement of the Gen- 
eral Counsel, Mr. Coburn, and when he has completed you can sub- 
ject yourself to examination. 


STATEMENT OF ROYAL L. COBURN, GENERAL COUNSEL, FEDERAL 
DEPOSIT INSURANCE CORPORATION 


Mr. Cosurn. Mr. Chairman, ladies and gentlemen of the commit- 
tee, I appreciate the opportunity afforded me, in behalf of the Cor- 
poration, to present our additional views relating to the Financial 
Institutions Ket of 1957, with particular reference to matters having 
legal implications. 
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The first subject pertains to a proposed addition to the act. A re- 
cent case in huh the Corporation was acting as receiver of a na- 
tional bank has pointed up the fact that there 1s totally lacking any 
express authority for the Corporation, once it is appointed receiver 
of a closed insured bank, to return the bank and its assets to the 
original board of directors of the bank if, during the interim of the 
receivership and prior to the payment of insured deposits, the appro- 
priate supervisory agency has found that the bank has been restored 
to solvency and that it has adequate capital funds and capable man- 
agement personnel to enable it to reopen for general banking busi- 
ness. In the instant case, the Corporation, upon the certification of 
the foregoing facts by the Comptroller of the Currency, returned 
the affairs of the bank to its board of directors, and upon the follow- 
ing day the bank reopened for business, In view of the fact that 
the Corporation is, by statute, the receiver of all closed national 
banks, and may be receiver of closed insured State banks, we believe 
that the authority for the Corporation to effect the return of the 
assets should be directed by specific provisions of the statute. We are 
submitting herewith appropriate terminology to carry out this 
purpose. 

The second matter to which we wish to direct your attention con- 
cerns the provision in section 59 (b) of the National Bank Act, which 
requires that the Corporation obtain the approval of “a court of 
record of competent jurisdiction” to any sale of assets or compromise 
of claims arising out of the liquidation of the assets of a national 
bank. This provision in the National Bank Act has been carried 
forward for almost 100 years, and has been the subject of interpreta- 
tation and comment by the Federal Circuit Courts of Appeal and the 
United States Supreme Court in a substantial number of cases, 

However, when the matter of the approval of the sale of receiver- 
ship assets was presented to the Federal Court in New York last 
December, Judge Palmieri stated that, in his opinion, the provision 
of the law requiring court approval was unconstitutional, in that the 
legislative branch of the Government could not impose upon the judi- 
cial branch purely administrative functions. 

I am submitting herewith for the benefit of the committee and its 
counsel a copy of Judge Palmieri’s memorandum. And, by the way, 
it is reported in 147 Federal Supplement, 389. I may say, inciden- 
tally, that in the instant case the court signed an appropriate order 
that permitted the sale to be consummated, notwithstanding the 
court’s doubts as to the constitutionality of the statutory provision. 

The legal division of the Corporation and our associate counsel have 
made a thorough study of the problem that has thus been raised by 
the court. From our research we are not able to find a single case 
that could be cited in support of the constitutionality of the provision 
of the law in question. Apparently the issue of constitutionality has 
never been raised in the appellate or Supreme Courts. I am advised 
by the legal staff of the C omptroller of the Currency that they have 
likewise studied this problem, and their research has not resulted in 
finding any legal support for the statute. 

The consequences of this situation are that the Corporation, as 
receiver in the liquidation of the assets of a closed national bank, may 
find itself in the dilemma of being required by the statute to obtain 
a court approval of the sale of assets, and the court refusing to grant 
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such approval on account of lack of jurisdiction. While we do not 
think it is proper for an administrative agency to take the position 
that an act of Congress, supported by decisions, as is this provision, 
is unconstitutional, nevertheless we do find that we are unable to locate 
any legal support for its validity, while confronted with the present 
contention of its invalidity. There are similar requirements of court 
approval in section 61 (b) of the National Bank Act, relating to 
the winding up of the business of a national bank by a stockholders’ 
agent after completion of a receivership, and in section 33 (b) of the 
Federal Deposit Insurance Act, relating to loans or purchases by 
the Corporation in connection with a closed insured bank in any case 
in which 'the Corporation is acting as receiver of the bank. This 
matter was called to the attention of the Senate committee, with the 
suggestion that the provisions in reference to court approval be elim- 
inated from the sections of the new act. We deem it proper that 
we make the same request of this committee, and we further urge that 
the constitutionality of the section be given serious attention. 

Secion 29, referred to generally by Mr. Cook, reenacts the present 
provisions relating to administrative procedures for the termination 
of the insured status of banks, with two changes recommended by the 
Corporation, and one change which was not recommended, and to 
which we wish to express our opposition. First directing attention 
to the former provisions, the present law provides for a notification 
to a bank if the Corporation finds that the bank or its Board of 
Directors have continued unsafe and unsound practices and violations 
of law. 

The present proposal eliminates the word “continued,” and provides 
for action if the Corporation finds the bank has engaged or is engaging 
in “unsafe and unsound practices.” The use of the word “continued” 
raises the question of how long a time such practice must be continued 
before the Corporation is justified in instituting corrective proceed- 
ings. Inasmuch as the bank, simply by engaging in unsafe and un- 
sound practices, may in a very brief interval substantially increase 
the Corporation’s risk, this change in terminology is recommended. 

Further, although the present statutory correction period of 120 
days, subject to being shortened by the appropriate supervisory au- 
thority, has worked well in most cases, it is desirable and preferable 
that an alternative statutory 20-day correction period be provided 
for, with its application being limited to those cases where the Board 
of Directors of the Corporation, in its discretion, has determined 
that the insurance risk in the bank is unduly jeopardized. An ob- 
vious example of such a situation would be where the capital structure 
of the particular bank is so depleted that a deposit exposure exists; 
or a situation where only a small amount of sound capital remains. 
In these emergency situations, where the bank continues operations 
in such an unsafe and unsound condition, the insurance risk is marked- 
jy increased. 

It is desirable that this alternative 20-day correction period be 
specified in the statute, so that the Board can take prompt action to 
protect the depositors as well as the insurance fund. Further, un- 
der this provision the responsibility of shortening the present 120- 
day period in such an emergency is not placed exclusively on the ap- 
propriate supervisory authority, but rather is shared with the Cor- 
poration. 
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The Senate committee further amended this bill to provide that 
the hearing conducted under and pursuant to the provisions of this 
section shall be in accord with the provisions of the Administra- 
tive Procedure Act, and shall be subject to review as therein pro- 
vided, except that the review by the court shall be upon the weight of 
the evidence. 

In the final stages of a proceeding for the termination of the in- 
sured status of a bank, there is provision for a hearing before a hear- 
ing examiner, who is cuthoriag’ to make findings of fact and recom- 
mended decisions, and upon the basis thereof the Board of Directors 
of the Corporation is required to “make written findings which 
shall be conclusive.” The Senate bill adds to the existing law the 
following sentence: 
The hearing shall be held in accordance with the provisions of the Admin- 
istrative Procedure Act and shall be subject to review as therein provided ex- 
cept that the review by the court shall be upon the weight of the evidence. 

A similar addition has been made to the provisions under which the 

soard of Governors of the Federal Reserve System hold administra- 
tive hearings for the removal of officers and directors under section 29 
of the Federal Reserve Act and of the National Bank Act. 

In reference to this sentence, it is well to note that the first part of 
the sentence, to the word “except,” does not change the existing law. 
In other w ords, the provisions of the Administrative Procedure Act 
are sufliciently ‘broad to be applicable to the proceedings under sec- 
tion 29, even though there be no specific reference to the Administra- 
tive Procedure Act. It is the exception to which we strenuously ob- 
}é ect. 

The Administrative Procedure Act was enacted by Congress after 
long and extended studies of the proper nature and scope of hearings 
and decisions by administrative agencies. In its enactment Congress 
adopted the principle that it is the proper function of the adminis- 
trative agencies to make the findings of fact, and that the judicial re- 
view of issues of fact should be limited to a consideration as to 
whether such findings are supported by substantial evidence. This 
rule was developed by the courts to enable them to test findings of fact 
by the administrative agencies against ie administrative record, 

Therefore, the purpose of judici: al review of administrative agencies 
is not to substitute the judgment of the cciivt for that of the agency, 
but rather to correct errors as they are customarily corrected by 
appellate courts on appeals from dee: isions of trial judges. 

Since this matter deals with the appellate proeedures provided for 
in the Administrative Procedure Act, I would like to review with you 
briefly the pertinent provisions of this act. Section 10 thereof (5 
U.S.C. A. 1009) provides in substance that any person suffering legal 
wrong because of any agency action, or adversely affected or ag- 
grieved by such action w ‘ithin the meaning of any relevant statute, 
shall be entitled to judicial review thereof. 

So far as is necessary to a decision and. where presented, the re- 
viewing court shall decide all relevant questions of law, interpret 
ener es al and statutory provisions, and determine the meaning 

r applicability of the terms of any agency action. 

“a addition, it shall (a) compel agency action unlawfully withheld 
or unreasonably del ase and (b) hold unlawful and set aside agency 
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action, findings, and conclusions found to be (1) arbitrary, capricious, 
an abuse of discretion, or otherwise not in accordance with law; 
(2) contrary to constitutional right, power, privilege, or immunity; 
(3) in excess of statutory jurisdiction, authority, or limitations, or 
short of statutory right; (4) without observance of procedure re- 
quired by law; and (5) unsupported by substantial evidence. We be- 
lieve that the rights of appeal are sufliciently broad and proper that 
there is nu need that they be modified or changed in reference to 
proceedings before the banking agencies. This is particularly true in 
reference to proceedings under the subject section of the law. The 
authority vested in this section is the sole authority by which the 
Corporation may protect its insurance fund against the unsafe and 
unsound and illegal actions of insured banks. 

I suggest to the committee that the effect of this provision is to 
render proceedings before our agency under this section a complete 
nullity. If the bank may appeal to the judiciary, and the court to 
which the appeal is carried may weigh the evidence, the findings of 
our Board would be without substance or meaning. 

In any case a bank could, in effect, bypass the findings of our Board 
and try its case de novo before the court. Such is contrary to the 
whole concept of administrative agencies and hearings by them. We 
insist that the rights of banks are fully protected by the aforemen- 
tioned provisions of the Administrative Procedure Act, and these pro- 
visions should be applicable to proceedings subject to this section of 
the Federal Deposit Insurance Act. 

If there is to be a change in the overall concept of the effect of 
determinations of administrative agencies, as the Corporation and 
other banking agencies, it should be accomplished by amending the 
Administrative Procedure Act, and not by subjecting proceedings of 
the banking agencies to a novel set of rules. 

I now wish to direct your attention to section 30 (e), as it relates 
to provisions pertaining to stockholders’ double liability which were 
eliminated from the existing law. One of the purposes of extending 
Federal deposit insurance was to remove stockholders’ liability. Un- 
der a provision added in 1938, the Corporation’s right to receive any 
recoveries on account of stockholders’ double liability is waived back 
to the stockholders. 

At the hearing before the Senate committee the Corporation recom- 
mended that the provisions in reference to this waiver be eliminated 
as being obsolete, for the reason that each of the 48 States had enacted 
legislation that terminated stockholders’ double liability. Minnesota 
and Arizona were the last States to act on this matter. 

However, since the time of the recommendation our attention has 
been called to a study that has been made of the statutes of the sev- 
eral States eliminating this liability. As a result of this study, we 
are now aware of the fact that, although all of the States have passed 
laws which enable banks to eliminate double liability of stockholders, 
in several of the States it is necessary for the banks to take some 
affirmative action in order to accomplish this result. The study indi- 
eates, from contacting the several State banking authorities, that 96 
State banks have not taken the necessary steps to eliminate the double 
liability of their stockholders. 

We estimate that approximately 70 of such banks are insured. 
Therefore, in order not to mislead the committee, and in order that 
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the Corporation may not be required to subject to double liability the 
stockholders of the insured banks that have neglected to take the nec- 
essary steps to relieve their stockholders, we recommend that the lan- 
guage of the present law be restored to section 30 (e) of the bill. 

The proposed bill contains a new subsection, 31 (e), added upon the 
recommendation of the Corporation, to make clear that temporary 
employees, employed for a particular receivership of a closed insured 
bank, are not employees of the Corporation, so that such employees 
will be eligible for the same benefits of workmen’s compensation laws, 
social security, and unemployment laws as the employees of banks 
and other private businesses. There presently exists a substantial 
degree of confusion and conflict in these areas on the part of both 
State and Federal agencies, with respect to the status of temporary 
receivership employees. The amendment will remove this confusion 
and conflict, and clearly fix the status of such employees. 

Before concluding, I deem it pertinent to call your attention to the 
fact that section 11 (b) has been amended, in accordance with recom- 
mendations of the Corporation, to eliminate the authority of the Cor- 
poration to grant immunity from criminal prosecution to witnesses 
who are compelled to testify concerning bank transactions before 
Corporation examiners. 

Under present law this authority was given to the Corporation, al- 
though it has never been used. We believe that the authority to 
grant immunity from criminal prosecution should be vested in the 
Attorney General or the court. Therefore, we recommended to the 
Senate committee that this authority be removed, which it did in the 
drafting of the proposed bill. 

Finally, the Corporation has available, and will submit to the com- 
mittee on request, legislative drafts for all proposals mentioned by 
Mr. Cook or myself. 

May I again express my appreciation to you for this opportunity 
to further state the views of the Corporation on this bill. 

The Cuarrman. You may proceed under the 5-minute rule. 

Mr. Muurrr. Before you proceed under the 5-minute rule, may I 
suggest that both Mr. Cook and Mr. Coburn give to us the documents 
referred to in their statements. They said they were submitting some 
documents, but they are not attached. 

Mr. Copurn. We have them here. We have them available. 

Mr. Mutrer. May we have them, please? 

Mr. Cosurn. Yes. 

The Cuatrman. The amendments you suggest will be incorporated 
in the record. 

(The attachments referred to above are as follows :) 


Power To Require Avupits oF INSURED BANKS 


Section 10 of the Federal Deposit Insurance Act, as amended (12 U. 8S. C. 
1820), is amended by redesignating the subsections designated as “(e)” to “(g)” 
as “(f)” to “(h),” respectively, and by inserting as new subsection (e) the 
following: 

“(e) Whenever the Board of Directors shall find that the affairs of an 
insured bank are in such state that its books and records may not reveal its true 
condition, and the Board of Directors shall further find that an audit of the 
affairs of the bank is necessary to properly appraise the insurance risk of the 
Corporation, the Board of Directors may, in its discretion, direct the bank to 
cause to be made forthwith an audit of the bank by a certified public accountant 
within the scope fixed by the Board of Directors as being necessary for a deter- 
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mination of the true condition of the bank, and if within a reasonable time there- 
after te bank shall fail to cause said audit to be initiated or shall fail to file a 
copy of the completed report of audit with the Corporation, then the Corporation 
may cause an audit of the bank to be made by a certified public accountant selected 
by the Board of Directors, and the costs of the audit and report shall be added 
to the assessment otherwise payable by such bank.” 

Whenever the Corporation has been appointed Receiver or Liquidator of a 
closed insured bank and thereafter, but prior to the payment by the Corpora- 
tion of any insured deposit, the Comptroller of the Currency in the case of a 
closed national or District bank, and the State bank supervisory authority in 
the case of a closed State bank, shall certify to the Corporation that said bank 
is solvent, and that it has adequate capital funds and capable management 
personnel to enable it to resume operations, then upon receipt of the certifica- 
tion of such facts, the Corporation shall forthwith return the bank, together with 
all the assets, properties, and liabilities of the bank then in the possession of the 
Corporation, as Receiver or Liquidator, to the possession of the appropriate 
supervisory authority or to the Board of Directors of the bank if the supervisor 
so directs, and upon such delivery the receivership shall terminate. 


Untrrep States District Court, SOUTHERN DIsTRICT oF NEW YORK 
Civil 115-375 


IN THE MATTER OF THE RECEIVERSHIP OF THE HOME NATIONAL BANK OF ELLENVILLE, 
ELLENVILLE, NEW YORK 


PaumMIeRt, D. J. 

I am filing an order herewith granting the petition’ of the Federal Deposit 
Insurance Corporation as Reciever of The Home National Bank of Ellenville, 
Ellenville, New York, to enter into a proposed contract for the sale of certain 
assets of the receivership estate. The express purpose of the contract is to 
permit the newly organized Ellenville National Bank to assume the deposit 
liabilities of the closed bank and to provide the community of Ellenville with a 
sound banking service, now unhappily interrupted. The contract appears to be 
fair and equitable and reasonably calculated to effect the purposes for which it 
is intended. I have had the benefit of detailed reports from the Chief National 
Bank Examiner of the New York Region and I have supporting statements from 
the Receiver and its counsel as well as other interested parties. 

If this were a matter of first impression, I should feel constrained to examine 
into the possible application of Article III, Section 2 of the United States Con- 
stitution defining the jurisdictional power of the Federal courts. I am assailed 
by doubts with respect to the propriety of this Court's function as prescribed by 
the statute in question. What Iam asked to dois to perform a single administra- 
tive act, to wit, the approval of the contract of sale submitted by the Receiver 
in a matter outside the scope of a justiciable controversy and which is not sub- 
ject to the usual judicial review. (See, e. g.. Griggs v. Baumer, 130 F. 2d 899 
(3d Cir. 1942); Mitchell vy. Joseph, 117 F. 2d 253 (7th Cir. 1941); Hulse v. 
Argetsinger, 18 F. 2d 944 (2d Cir. 1927); cf. Ex Parte Chetwood, 165 U. S. 443 
(1897).) In effect, the accomplishment of that single administrative act is the 
exercise of a supervisory power over a Federal Agency—something which I 
believe to be alien to the Federal judicial function. (See Nat'l Mutual Ins. Co. 
v. Tidewater Transfer Co., 337 U. 8S. 582, 600, 604 (concurring opinion) 626 
(dissenting opinions) (1949) ; United States v. Ferreira, 13 How. 40 (1851).) 


1See Rey. Stat. 5234 (1875), as amended, 49 Stat. 721 (1935), 12 U. S. C. (192), which 
reads: 

“$192. DEFAULT IN PAYMENT OF CIRCULATING NOTES 

“On becoming satisfied, as specified in sections 131 and 132 of this title, that any asso- 
ciation has refused to pay its circulating notes as therein mentioned, and is in default, 
the Comptroller of the Currency may forthwith appoint a receiver, and require of him such 
bond and security as he deems proper. Such receiver, under the direction of the comp- 
troller, shall take possession of the books, records. and assets of every description of such 
association, collect all debts, dues, and claims belonging to it, and, upon the order of a 
court of record of competent jurisdiction, may sell or compound all bad or doubtful debts, 
and, on a like order, may sell all the real and personal property of such association on 
such terms as the court shall direct: and may, if necessary to pay the debts of such asso- 
ciation, enforce the individual liability of the stockholders.” 
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However, the statute upon which the petition is based is of ancient vintage 
and there is a long line of precedents in which the statutory function therein 
prescribed has been performed by a Federal court.’ Accordingly, I feel it is wiser 
to leave to the side any temptation to examine the subject. 

Dated : December 18, 1956. 
EpMUND L, Pavmrert, U. 8. D. J. 


LOANS TO EXAMINERS OF THE CORPORATION 













Title 18, U. S. C., Section 217, is amended by substituting a comma for the 
period at the end thereof and adding the following words: “or to loans made by 
a national bank, by a bank operating under the Code of Law for the District of 
Columbia, or by any other bank which is a member of the Federal Reserve Sys- 
tem, to examiners and assistant examiners of Federal Deposit Insurance Cor- 
poration, or to borrowings made by such examiners or assistant examiners from 
such banks when such loans or borrowings are made in accordance with regu- 
lations prescribed by the Board of Directors of the Federal Deposit Insurance 
Corporation.” 


EMPLOYMENT, SEPARATION, AND COMPENSATION 






























Section 9 Fifth of the Federal Deposit Insurance Act, as amended (12 U. 8. C. 
1819 Fifth), is amended to read as follows: 

“(e) Without regard to the provisions of any Civil Service laws relating to 
the employment, separation or compensation of officers or employees of the 
United States, to appoint by its Board of Directors officers, employees, attorneys 
and agents, to dismiss at pleasure any officer, employee, attorney or agent, to 
define their duties, fix their compensation, require bonds of them and fix the 
penalty thereof. Nothing in this or any other Act shall be construed to prevent 
the appointment and compensation as an officer or employee of the Corporation 
or any officer or employee of the United States in any board, commission, inde- 
pendent establishment, or executive department thereof.” 


-_— 


Civit-SERVICE RETIREMENT AND DISABILITY BENEFITS AND EMPLOYEES’ COMPEN- 
SATION BENEFITS 





Section 13 of the Federal Deposit Insurance Act, as amended (12 U. S&S. C. 
18238, is amended by adding at the end thereof the following new subsection : 
(i) The Corporation shall pay into the civil-service retirement and disabil- 
ity fund such sum as shall be agreed upon by the Civil Service Commission and 
the Corporation as the Government’s share of the cost of the civil-service retire- 
ment system applicable to the Corporation’s officers and emplovees and their 
beneficiaries for the period from the creation of the Corporation to the first 
day of the first pay period which begins after June 30, 1957. The benefits of 
the Federal Employees Compensation Act (5 U. 8. C. 751-791 and 793), as now 
or hereafter amended, and of the unemployment compensation provided in Title 
XV of the Social Security Act (42 U. S. C. 1861-1370), as now or hereafter 
amended, shall extend to the officers and employees of the Corporation. The 
Corporation shall pay into the employees’ compensation fund such sum as shall 
be agreed upon by the Secretary of Labor and the Corporation as being the 






* Jurisdiction to approve sale of bank assets has been exercised by Federal judges for 
nearly a century throughout the United States. The section governing court approval of 
sale of national bank assets was part of the National Banking Act of 1864, and became 
Section 5234 of the Revised Statutes. The New York District Court, in connection with 
the compromise of doubtful claims, applied the statute in 1867 and decided that it was “a 
court of record of competent jurisdiction” (Jn re Platt, 19 Ped. Cas. 815, No. 11, 211 
(S. D. N. Y. 1867)). Since that time at least six circuit courts of appeal have recognized 
the existence of the power, without criticism although asserting that the court is acting 
in an administrative rather than a judicial capacity (Hulse v. Argetsinger, 2d Cir., Supra; 
Griggs v Baumer, 2d Cir., supra; Whelan v. Blackenbeckler, 87 F. 2d 81 (5th Cir. 1936) ; 
Wier v. Tevas Co., 180 F. 2d 465 (5th Cir. 1950) ; Roth v. Hood, 106 F. 2d 616 (6th Cir. 
1939): Mitchell v. Joseph, supra; Fifer vy. Williams, 5 F. 2d 286 (9th Cir. 1925) ; Gock- 
stetter v. Williams, 9 F. 2d 354°(9th Cir. 1925) ). 

The Supreme Court has referred to the statute at least four times without indicating 
any doubt of its validity (Cook County Nat’l Bank y. United States, 107 U. S. 445 (1883); 
Ee Parte Chetwood, supra; Turner v. Richardson, 180 U. S. 87 (1901) ; Baker v. Schofield, 
248 U. 8S. 114-116 (1917)). 
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amount of the benefit payments made from such fund on account of the Cor- 
poration’s officers and employees prior to January 1, 1957. The Corporation 
shall, after January 1, 1957, pay into the employees’ compensation fund, on the 
basis of annual billings as agreed upon by the Secretary of Labor and the Cor- 
poration, the amount of the benefit payments made from such fund on account 
of the Corporation’s officers and employees. The annual billings shall also in- 
clude a fair portion of the cost of the administration of the employees’ com- 
pensation fund, which portion shall be paid by the Corporation into the Treasury 
as miscellaneous receipts. Any payments made hereunder applicable to periods 
prior to January 1, 1957, shall be paid out of the Corporation’s capital account 
and shall not affect the ‘net assessment income’ computed under subsection (d) 
of Section 7 for such periods. Any such costs applicable to periods after Janu- 
ary 1, 1957, and any amounts contributed to the civil-service retirement and 
disability fund pursuant to Section 4 (a) of the Civil Service Retirement Act of 
May 29, 1930, as amended by the Civil Service Retirement Act Amendments of 
1956 (Pub. Law 854, 84th Cong.), shall be included as a part of the administra- 
tive and operating costs of the Corporation for the purpose of computing ‘net 
assessment income’ as provided in said subsection (d) of Section 7, and may be 
paid upon estimates or formulae subject to subsequent adjustment after such 
audit or other verification, and the amount of any subsequent adjustment shall 
be charged or credited in the year in which the adjustment is made. Any dis- 
agreement between the Corporation and the Civil Service Commission or the 
Secretary of Labor, as the case may be, as to the propriety or amount of any 
sum due for past benefits as herein provided or as to the amount of any annual 
billings shall be determined as the President by Executive Order shall direct.” 


SUGGESTED MINOR CHANGES OF FEDERAL DEPOSIT INSURANCE ACT IN 8. 1451 


Section 2 (e), line 2, page 149, substitute “Territory” for “territory”. 

Section 11 (b), line 8 page 156, substitute “person” for “persons”. 

Section 13, caption, page 156, substitute “Insurance without application” for 
“Member banks”. 

Section 14, caption, page 157, substitute “Insurance by application” for 
“Nonmember banks”. 

Section 22, line 1, page 163, substitute “or” for “of”. 

Section 23, caption, page 163, substitute “Mergers, consolidations and capital 
reductions” for “Mergers and consolidations”. 

Section 23, line 21, page 163, substitute “District” for “district”. 

Section 27 (a), line 7, page 165, substitute “it” for “him”. 

Section 29 (a), page 168, line 1, substitute “years to” for “years, to”. 

Section 31 (b) and (c), page 172, lines 22 and 27, substitute “District” for 
“district”. 

Section 38 (b), line 5, page 179, substitute “1957 or 1958” for “1956 or 1957” 
(if bill is enacted in 1958). 


Mr. Tatiz. Mr. Chairman, I am delighted to have you as a witness 
this morning, Mr. Cook, and [ say the same to your associates. For 
the moment T will withhold interrogation, Mr. Chairman. 

The CHarrman. Mr. Brown. 

Mr. Brown. Mr. Cook, some State chartered banks desire that 
mergers and consolidations be left with State banking authorities 
rather than with Federal supervisory authorities. Do you have any 
comment on this? I believe you stated you were in favor of section 
23 as it appeared in the bill. 

Mr. Coox. I will have to check my statement on that. On that I 
might say, Mr. Congressman, it would be the policy of the Corpora- 
tion to consult with the State banking authorities on those matters, 
just as we have in the past. We propose to work with the State 

anking authorities on that. Naturally, from our exposure to insur- 
ance risk, we must have some authority to make some decision on that, 
but I will say this: In my experience with the Corporation for many 
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years as well as in State bank supervision, we have never had any 
difficulty with the State authorities on matters of that kind. 

Mr. brown. Why do you want to change it? 

Mr. Cosurn. Mr. Brown, at the present time there is no authority 
vested in the Corporation or the Federal Reserve in reference to State 
banks to pass upon merger transactions, unless there is a diminution 
in capital or in surplus, and we believe that in line with the thought 
that has been expressed that there should be a supervision of those 
transactions. 

Now, as Mr. Cook has said, under the law, if under the State law 
in reference to a transaction involving State banks or if the end bank 
will be a State bank, prior approval of the State authority would be 
necessary before the Corporation could act. It only acts after the 
banks have obtained such State approval. 

Mr. Brown. Mr. Chairman, I wish to insert into the record at this 
point, at the request of Congressman Shuford of North Carolina, a 
letter addressed to him dated June 7, 1957, and signed by Edwin Gill, 
State treasurer and chairman, State banking commission. He is very 
much opposed to section 23 as written in the bill. He gives his reasons 
for it in the letter. 

The Cuatrman. That may be incorporated in the record. 

Mr. Brown. He addressed this same letter to all of the Members of 
Congress from North Carolina and all of them have contacted me 
about it. 

(The document referred to is as follows :) 


STatTe oF NorTH CAROLINA, 
BANKING DEPARTMENT, 
Raleigh, N. C., June 27, 1957. 
Hon. Greorce A. SHUFORD, 
House of Representatives, 
House Office Building, Washington, D. C. 


My Dear Mr. SHvurorp: The State Banking Commission, at its last quarterly 
meeting, requested that I, as chairman of the commission, write a letter to each 
member of the North Carolina delegation in Congress in opposition to section 23 
of S. 1451 and section 23 of H. R. 7026, Mergers and Consolidations, said sections 
being identical in title and wording. 

You will recall that the North Carolina Commissioner of Banks met with our 
congressional delegation in Washington last January in opposition to several 
provisions of the Financial Institutions Act of 1957. All of these objectionable 
features were removed with the exception of section 23, the merger and consolida- 
tion section, which remains in both the Senate bill and the House resolution. 

It is respectfully requested that you use your influence toward the passage of 
an amendment to each of the cited bills as it applies to section 23 so that jurisdic- 
tion over the merger and consolidation of State-chartered banks will remain with 
the respective State banking authorities rather than with the Federal supervisory 
authorities. 

The enactment of these bills as they are now written would be a serious en- 
croachment of States rights; and it is the opinion of the members of the State 
banking commission that application for authority for merger and consolidation 
of banks coming under their supervision should be left for their determination 
and discretion as to whether it would be to the best interests of the people of 
North Carolina to approve or disapprove such applications. This would be true 
in the case of individual State supervisory authorities in regard to the State- 
chartered banks in the respective States. 

Counsel for the Federal Deposit Insurance Corporation, in a letter to Senator 
J. Strom Thurmond of South Carolina, stated that the Corporation would not 
override State decision on mergers of State-chartered banks. 

If the provision is enacted as now written in the bills, this statement from the 
Federal Deposit Insurance Corporation would be of much value; at least as long 
as the present administration is in office. However, in view of this statement, 
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we feel that the Federal Deposit Insurance Corporation should have no objec- 
tion to having this policy written into the act, and thereby removing the possibil- 
ity of future change in the policy of the FDIC in respect to merger and consolida- 
tion of State-chartered banks. 

It is our earnest hope and request that you will do everything you can toward 
the passage of amendments to sections 23 of S. 1451 and H. R. 7026 in order that 
our respective State bank authorities may retain proper control of any merger 
or consolidation that may be proposed rather than have it vested in Federal 
authorities. 

Cordially yours, 
EpwIn GI, 
State Treasurer and Chairman, State Banking Commission. 

The CuarrMan. Mr. Betts. 

Mr. Berrs. I have no questions, Mr. Chairman, but I would like to 
state that Mr. Cook is a constituent of mine and I have been dis- 
tressed to read in the papers that he is going to retire as the head of 
the Federal Deposit Insurance Corporation at the end of histerm. Is 
that correct, Mr. Cook ? 

Mr. Coox. That is correct. 

Mr. Berts. I would just like to say, Mr, Chairman, that we are very 
proud of Mr. Cook in the Eighth District of Ohio. He has served 
with distinction as superintendent of banks under governors of both 
political parties in the State of Ohio, and under eee nt of Pres- 
ident Truman and President Eisenhower. We all sorry to hear 
that he is leaving public service. 

Mr. Coox. My term carries over from appointment by President 
Truman. It was a 6-year term beginning September 6, 1951. 

The Cuatrman. I was going to inform Mr. Cook of something he 
probably already knows, that he has a very able, conscientious Con- 
gressman representing his district. 

Mr. Coox. I appreciate your statement, Mr. Chairman, and I thor- 
oughly concur in any tribute you pay to Mr. Betts; he is a very 
great friend of mine. 

The Cuatrman. Mr. Patman. 

Mr. Parman. Mr. Cook, in testimony in 1948 by Mr. Crowley, and 
subsequently in 1950 by you and Mr. Harl, in connection with F DIC, 
you submitted or there were submitted certain tables and charts that 
I would like to have brought up to date and placed in the record 
at this point. 

If I will give copies of the old ones to you, you wouldn’t mind 
bringing them up to date, would you, for insertion in the record? 

Mr. Coox. We would be very giad to. 

Mr. Parman. I ask consent for that to be done, Mr. Chairman. 

The Cuarrman. They may be inserted. 
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(The documents referred to are as follows: ) 


FEDERAL DEPosIT INSURANCE CORPORATION, 
OFFICE OF THE CHAIRMAN, 
Washington, D. C., August 16, 1957. 
Hon. WRIGHT PATMAN, 
Banking and Currency Committee, 
House of Representatives, Washington, D. C. 


DEAR REPRESENTATIVE PATMAN: The enclosed exhibits are in response to your 
request that a chart and certain tables in the hearings on H. R. 1699 in 1943 
and on 8. 2822 in 1950 be brought up to date. 

Exhibit 1: Capital ratios of national banks, 1865-1956. This is the chart in 
the hearings on H. R. 1699, page 18, extended to 1956. 

Exhibit 2: Total capital accounts per $100 of assets of national banks, 1865-— 
1956. This is table 4 in the hearings on H. R. 1699, page 19, with the data for 
1865-1942 shown in that table and extended to cover the years 1943-56. 

Exhibit 3: Earnings, expenses, and distribution of profits of insured com- 
mercial banks, 1934-56. This is the table in the hearings on H. R. 1699, page 
32, with the data for 1934-41 shown in the hearings and extended to cover the 
years 1942-56. 

Exhibit 4: Insured commercial banks—net profit after taxes, 1934-56, and 
earnings on obligations of United States Government, 1945-56. This is a revi- 
sion of table I in the hearings on 8S. 2822, page 92. It gives the data for net 
profits after taxes, 1934-49, and earnings on obligations of United States Gov- 
ernment, 1945-49, as shown in the hearings, extended to cover the years 1950— 
56. It omits the estimated earnings on United States Government obligations 
for 193444. Prior to 1945 earnings on United States Government obligations 
were not reported separately from income on other securities. The estimates 
of earnings on loans guaranteed by agencies of the United States Government 
shown for the years 1934-49 in the last column in the table in the hearings are 
also omitted, and we have not attempted to prepare such estimates for subse- 
quent years. The amounts of earnings on such loans are not reported to the 
Corporation and data are not available to us for preparing estimates. 

Exhibit 5: Insured commercial banks’ capital accounts, December 31, 1940—56. 
This is table VI in the hearings on S. 2822, page 94, with revised figures for 
1942 and 1948, and extended to cover the years 1950-56. 

Exhibit 6: Comparison of interest paid on time and demand deposits, service 
charges on deposit accounts, and Federal Deposit Insurance Corporation assess- 
ments, 1927-56, Federal Reserve members and all insured banks. This is the 
table in the hearings on 8S. 2822, page 95, extended to cover the years 1950-56. 

You also asked for the amount of interest paid by all commercial banks and 
by all member banks on demand deposits for the 10 years prior to 1933. It is 
not possible to provide information on interest paid by all commercial banks on 
demand deposits prior to 1933 because no tabulations are available of earnings 
and expenses of all commercial banks. The interest paid by member banks for 
6 years prior to 1933 is given in exhibit 6. It is not possible to extend this series 
back of 1927 because prior to that year interest on demand deposits was not re- 
ported separately from that on time and savings deposits. 

Sincerely yours, 
H. E. Coox, Chairman. 








- 
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EXHIBIT 1 


CAPITAL RATIOS OF NATIONAL BANKS 
1865-1956 





A vil 
Totel Capitel Accounts per #100 of Assets 


other than Cash Assets ond US. Gov't. Obligations 
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Exursit 2 
Total capital accounts per $100 of assets of national banks, 1865-1956 





























Total capital accounts Total capital accounts 
per $100 of-— per $100 of— 

June 30— ial ee a dea i June 30—- ss 
Total Selected Total Selected 
assets assets ! assets assets ! 

| 
| 
$33. 76 $07.87 || 1911.........-- epi ieake $18. 62 $27. 72 
33. 44 $4.01 |] 3012_..........- Senda 18, 27 | 26. 81 
34. 33 PU  . ccemmcclenal 18. 53 26. 83 
33. 68 Se ieee 17. 85 25. 79 
35. 08 WOME MEE. th onnwene tone oe 17. 85 25. 22 
35. 88 Rn a te 15. 10 21. 31 
34. 88 Te ne scans 13. 50 19. 11 
35. 35 Gee Fe nce. ncnakncoes 12. 26 7. 64 
35.77 ee cesar 11.13 17.01 
36. 48 OTS igiois anos csnnsesc ce ee 11. 27 15. 76 
35. 90 Oe i ot cee ae 13. 65 18. 61 
37.18 65.85 |} 1922__.......__- aaa nd 13. 80 19. 74 
36. 99 i Fe i nadie ce esicinennncamins 13. 40 18. 99 
35. 94 ON Te. ine noncnakn cdl 12, 94 18. 66 
30. 46 Gee I. 20. 56-0 oe 12. 24 17. 51 
30. 68 4 8, eae appease ae 12. 25 17. 21 
27. 59 Sn ncn trc aswel 12. 24 17. 05 
28.17 Oe Fee oo icnnnsicueess 12. 63 17.19 
29. 90 49.51 || 1929._.-........_. 13. 47 18. 20 
32. 37 | SD oon. one coke cactien 13.77 19, 21 
29. 94 | Se Te i onrnnacidene 13. 67 19. 54 
30. 73 | aa eee... een 14.67 21.13 
30. 57 | 46.88 || 1933... i 13.70 | 22. 48 
20. 82 | Oe a een ce 12. 56 | 24. 60 
29. 79 | SU te. do-nd5- cn - ss ceces not 11. 85 25. 69 
30. 52 aT 10. 66 24. 60 
31, 72 oe ence a <ncccnnamies 10. 59 23. 39 
28. 94 GM Wha i Sivinnodkeqeee 10. 78 25. 30 
32. 02 Ee icons penicsncawovnss 10. 22 25. 42 
29, 26 “er Cae... 9. 43 25. 02 
28. 44 42.48 || 1941_. 4 8.71 22. 98 
29. 31 Oe ean 8. 23 23.78 
27.01 SRE EE iisiisintdscwanesvce 6. 49 28. 22 
#4. 01 Se Fr eas oe connie 5. 84 26. 43 
20. 02 PT FMR coe ccvwesccedcctend 5.47 26. 42 
20. 49 a 5. 67 | 24. 54 
18. 72 7,98 |) 3087 ......-...-- r 6. 36 21. 59 
19. 71 30. 66 | 1948... ais 6. 50 | 19. 36 
20. 45 30.85 || 1949_. Mae ~ 6. 85 20. 01 
20, 26 30. 66 || 1950 a 6, 89 19. 17 
19. 20 See ee ee 6,89 16. 57 
19. 16 28.96 || 1952_. ; “ 6, 79 16. 09 
18, 92 CEP as bases scaecnoansa 6. 98 15. 63 
19. 14 28.91 || 1954. .... a 7.07 | 15. 94 
18. 41 Oe occ cn cn nn sence: 7. 16 15. 37 
18. 70 ce F )  “eeteaae 7.43 14. 54 











1 Loans, securities other than U.'S. Government obligations, and fixed and miscellaneous assets. 
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EXHIBIT 4 


1957 





Insured commercial banks—Net profit after tarves, 1934-56, and earnings on 


obligations of U. 8. Government, 1945-. 


{Millions of dollars] 


Earnings on 


Net profit 








Year after income | obligations Year 
taxes | of U.8. 
| | Government 
| 

1934_._. } —340.0 | (1) 1946 
|| (cee 207. 4 | (1) 1947 
esas ie ; | 524. 2 (1) 1948 
1937_._. 380. 6 (1) 1949 
19038_... | 300.3 | ) 1950 
SORE. < sans ncaa 388. 7 (1) 1951 
a aes 401.1 | (1) 1952 
ees 454.6 | 1) 1953 ; 
1942. ___ : 7 440.7 | (1) 1954 
swe | 637.9 | (1) 1955 
1944 ___. ont 751.2 | t) 1956 ‘ 
1945__ ; | 905. 9 1, 133.0 


! Not available. Not reported separately from income on other securities. 


Source: Annual reports of the Federal Deposit Insurance Corporation, 


ExHrsit 5 


Insured commercial banks’ capital accounts, Dec. 


{Millions of dollars] 








Capital Surplus | 
Year stock paid-in and Undivided 
| notes and accumulated | profits 
debentures 

1940... 2, 872. 2 2, 563.3 | 838.1 | 
, 2, 849. 9 2, 687.5 | 896. 1 
Pie ciccen 2, 848. 6 2, 801.6 | 972.3 | 
RRS: 2, 874. 5 3, 089.8 | 1, 006. 4 
a tiineccarg 2, 912. 5 3, 402. 0 1, 169.4 
te nmckinecwits sian adic 3, 032. 3 3, 784.7 1, 293.3 
196......- . ‘ 3, 141.9 4, 060.0 | 1, 495. 5 
DE atirwsntcaskrs — ; 3, 193.9 4, 316.4 | 1, 650, 2 
1948... __. rae 3, 264. 1 4, 504.1 | 1, 872.5 
i oa ; 3, 395. 5 4, 803. 2 | 1, 954. 3 
ie tenietees ; 3, 518.1 5, 200. 5 | 2, 093. 3 
1951__- 3, 699. 0 5, 503.6 2, 258.9 | 
1952___ ‘ . ees 3, 876. 1 5, 938. 2 | 2, 306.8 | 
I i caaeas ca 4, 030.6 6, 283. 6 | 2, 498.9 | 
1954 4, 286.9 6, 856. 5 | 2, 653. 2 
1955... x 4, 567 7, 208. 5 2, 776.5 
1956_ .- 7, 760.0 2, 941.4 





Source: Annual reports of the Federal Deposit Insurance Corporation. 


96 


Net profit 
| after income 
taxes 





31, 1940-56 


j 
| Reserves and | 
| setaside for | 
| contingen- 

} cies | 





399. 9 
411.6 | 
433.8 | 
483.0 
506. 4 
562. 1 

590. 
575. 

519. 
} 495. 
469. 
461. ¢ 
464.1 
45.15 
482.0 
456. 6 
446.6 | 


wo~1-1t-! 


| Earnings on 


obligations 
of U.S. 


| Government 


1, 218.5 
1, 079.5 
1, O08. 1 
1,013.5 
1,015.5 
983.7 
, 099. 1 
» 207. ¢ 
, 272 
1, 333 
1, 342 


— 


oss) 


Total 
capital 
accounts 


6, 673. ! 
6, 845. 
7, 056. 
7, 453. 
7, 990. 
8, 672. 
9, 288. 
9, 735. 
10, 160. 
10, 648. 
11, 280. 
11, 922. 
12, 585. 
13, 264. 
14, 278. 
15, 009. 
16, 020. 


a 


_ 


“I> OO » CO~1 bo 


© 


toe -~16to oC 





FINANCIAL INSTITUTIONS ACT OF 1957 731 


Exurit 6 


Comparison of interest paid on time and demand deposits, service charges on 
deposit accounts, and FDIC assessments, 1927-56, Federal Reserve members 
and all insured banks* 


[Amounts in thousands of dollars] 





Interest payments | 















Dae cee cit ae) oe nailnieit mecee tiie iN eo Service charges on Total 

| deposit aecounts * | FDIC 

, By all insured banks By Federal Reserve | assess- 

Year | members ments 

PS HS Tere se thins chsh dicedal Niacil hhihalahiacichitich hE ties I eae 

; | insured 

On time and; On demand /On time and| On demand} Allinsured | Federal | banks 4 

| savings | deposits | savings | deposits? banks | Reserve | 

| deposits deposits | members 
1927 tis iosca $405, 711 $307,327 |_........-.. Lo dchiwiteibadse 
1928. 1b680< ‘ gue he 439, 384 310, 378 |....... — - 
Shit» aeenatines ‘ ; . | 444, 636 $14, 624 |......- » é dnt 
1930 : | shot d d 450, 865 SOB ABT bo ccsnaces ‘ wa «ees 
1931 s ‘ : ? 387, 284 193, 626 |........ ° . 
1932. bad WA 301, 863 SOUND fascidnwes. chés a 
1933 Se ee es } 231, 765 5 56, 226 |... $20, 57 > 
1934. | $329, 304 5 $22, 383 227, 371 15, 992 $34, 609 | 27,619 f 
1935_ | 284, 360 | (6) 196, 490 11, 993 5, 504 35, 634 $11, 480 
MOOR. onan 256, 829 ) 175, 164 9, 312 (®) 39, 415 35, 567 
1987. 254, 612 | (®) | 174, 449 6, 378 (°) | 45, 023 38, 813 
1938... 248, 933 |_.. 3 OTE I Be catty (¢) 50, 553 38, 308 
a 241, 787 |_-. 100, COE fa cnecccecue é (®) 54, 441 | 40, 722 
1940 | 232, 153 | edad 147, 470 |.--.----- , (6) 59, 262 | 46, 196 
1941 «| 219, 940 |..... Be Ge ‘lvedinvatens (6) | 64, 869 | 51, 397 
1942 | 207, 883 be — __ } |} ere oe j 84, 309 | 68, 176 | 56, 583 
1943 aha 281, 885 |..... ahi I ie 95, 76, 355 | 70, 029 
1944 -| 319, 208 |..... a 143, 975 |--.-2 2-2... 107, 375 85, 500 | 80, 936 
1945 376, 671 |..... S666 182, 721 |..... hehohiaiien 109, 789 | 87, 499 | 93, 656 
1946 | 428, 758 |.-... sind 211, 439 ee 124, 696 | 99, 634 | 107, 023 
1947 | 479,499 §..... Sake > i) eae 147, 761 119, 254 | 114, 429 
1948_ | 512, 666 “ Sinn IEEE eicivsnntiaathiets | 173, 791 141, 133 119, 227 
1949 563, 810 § a 260, 910 acai 194, 013 | 157, 956 | 119, 867 
1950 600, 810 |... sha TIE Ls dscnonepliittia 212, 272 | 172, 489 | 58, 976 
1951 | 667, 579 |...-. is 305, 268 aeitaen 230, 507 | 186, 872 | 53, 898 
1952 ot 823, 540 | é sta , ee ree 244, 696 197, 734 | 56, 781 
1953 = 949, 444 - ‘ CE BE ie cnecentiel 271, 444 218, 831 | 59, 898 
1944 | 1, 084, 460 7 3 GE Ge Dida cemteacstion 311, 806 | 252, 266 62, 304 
1955 b , 214, 493 J } oe 339, 975 274, 024 | 66, 109 
1956 | 1, 415, 192 aed | 649, 222 ‘ssesth ss miata } 385, 927 | 310, 165 | 68, 072 

| | | | | 





! The insurance of bank deposits by the Federal Deposit Insurance Corporation became effective Jan. 1, 
1934. 

2 Includes some interest paid on interbank time deposits. The amount cannot be eliminated from the 
total, but it is known to be small, 

3 First reported separately in 1933. Prior to that time it was not a common practice for banks to make 
such charges. 

4 Not published separately for Federal Reserve members. Amounts for 1950 and subsequent years are 
total assessments due, less net assessment income credited to insured banks. 

§ Payment of interest on demand deposits was prohibited by the Banking Act of 1933 and subsequent legis- 
lation (with certain exceptions for a limited period). This item was not reported after 1937. 

6 Not available. 


Sources; Interest payments—Banking and Monetary Statistics, Board of Governors, Federal Reserve 
System, p. 262, and Federal Deposit Insurance Corporation reports. Service charge on deposit accounts— 
Banking and Monetary Statistics, Board of Governors, Federal Reserve System, p. 262, annual reports of 
the Federal Depos:t Insurance Corporation. F DIC assessments—Federal Deposit Insurance Corporation 
reports. 
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Mr. Parman. Mr. Cook, I know Mr. Erle Cocke, I am sure he 
is a fine man and I certainly have no desire to make any derogatory 
statement concerning him, but he is president of the American ‘Bank- 
ers Association and I understand he has been appointed as your suc- 
cessor. Has he been confirmed by the Senate? 

Mr. Coox. He would not be my successor. Mr. Harl died and his 
term would have expired at the same time. 

Mr. Parman. There is one thing I wish you would comment on. 
Since the American Bankers Association believes that the FDIC as- 
sessments should be reduced and since the FDIC Board has an oppo- 
site position, doesn’t it look rather unusual for him to take a place on 
the Board in view of the fact that he is now president of the American 
Bankers Association / 

It occurs to ane that it would be very much like the president of 
the Association of American Railroads, who is in favor of higher 
freight rates, being selected as a member of the Interstate Commerce 
Commission when the Interstate Commerce Commission is trying to 
keep down freight rates. 

Would you like to comment on that? 

Mr. Coox. Just to this extent, Mr. Congressman, and that is this: 
I have known Mr. Cocke quite well for many years. I hold him in 
high regard and I am confident that when the President made the 
appointment he was cognizant of his abilities and as far as having 
any bearing on the reduction of assessment, that, after all, is in the 
hands of the Congress. The Board may recommend against a reduc- 
tion of assessment ; the Congress may decide to make it or it could be 
the reverse. 

So the matter of the assessment is entirely within the hands of the 
Congress. The Board of Directors of the Federal Deposit Insurance 
Corporation may make recommendations, as we are in this particular 
case here making certain recommendations. 

Nevertheless, you gentlemen of the Congress will make the decision. 

Mr. Brown. Will you yield ? 

Mr. Parman. Yes. 

Mr. Brown. I have known Erle Cocke for nearly half a century. 
He is one of the finest gentlemen I have ever known, honorable and 
honest, and is regarded as one of the best hankers in America. 

Mr. Parman. I am not taking issue with anything that is said about 
him. 

Mr. Brown. He is from my State. 

Mr. Parman. I know, and he is bound to be a great man, but I 
think there is a question of public morality involved here; it is not 
a question of an individual or person: lity. It is far from that. I 
just don’t understand how that kind of selection can be reconciled to 
accepted practices in a democratic form of government where we are 
trying to administer the Government for the benefit of the people, all 
of the people, and trying to keep out conflicts of interest. It just 
doesn’t seem right to me, although I am willing to be convinced. 

Mr. Coor. May T make this statement. I concur with what Con- 
gressman Brown says about our mutual friend, Erle Cocke. But let 
me make this clear: His term will not begin until after the termina- 
tion of his presidency of the American Bankers Association which 
will be about September 25, so he will have no part in the deliberations 
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of our Board until he has been sworn in after his term expires as 
president of the association. 

Mr. Parman. I doubt that that strengthens the defense any because 
he is president of the American Bankers Association now at the time 
he is appointed, and that is his background. He is committed to a 
reduction of assessments to the banks for the Federal Deposit Insur- 
ance Corporation, and I repeat it is very much like the president of 
the Association of American Railroads, who represents the railroads 
this year, and whose term will expire later on, being appointed to the 
Interstate Commerce Commission when the Association of American 

Railroa ls wants freight rates raised, and the Interstate Commerce 
C ‘ommission is holding the line against raising them. 

It seems just that inconsistent, Mr. Cook. Do you have any com- 
ments on that that would clear up the problem in my mind and make 
me feel the other way? If so, I would like to have them. 

Mr. Coox. Well, I would like to convince you of the contrary, sir. 
As I say, I have known Mr. Cocke for many years. I regard him as 
a man of high character and excellent ability. 

Mr. Parman. That is not involved, Mr. Cook, I didn’t ask you 
anything about that. I am not questioning that. 

Mr. Cook. In all of the conversations I have had with Mr. Cocke 
he never once has mentioned anything about the reduction of the as- 
sessment for the Corporation. ‘There is a committee in the American 
Bankers Association on Federal Deposit Insurance, they, of course, 
are active, but he has taken no part in that to my knowledge. 

The CuatrMan. Your 5 minutes have expired. Mr. McVey. 

Mr. McVey. I have one question or two to ask Mr. Cook. I have 
been examining your recommendations and I notice you recommend 
that the Corporation be permitted to appoint by its Board of Directors, 
attorneys, officers, agents, and to dismiss any officer, attorney, or agent. 
Then further you ask that the Corporation be placed on an equal 
footing with the Federal Home Loan Bank Board, and Federal In- 
surance Corporation on similar matters. I assume the committee did 
not agree with you in this respect. 

Would you tell us the reason for disapproving your recommenda- 
tions ? 

Mr. Cosurn. Mr. McVey, at the hearings as indicated in our state- 
ment, Mr. Jennings was present during the hearings and related the 
procedures followed by the Comptroller, and it was suggested that 
the Corporation confer with Civil Service to see if we could have 
available to us, to the Corporation, the schedule (b) processes. 

We were not able to obtain those, and, therefore, we are renewing 
our recommendation. 

Mr. McVey. Was that the only reason they gave ? 

Mr. Conurn. Yes; now it was indicated at the hearings that the 
Comptroller—this pertains primarily to recruiting examiner per- 
sonnel, and the Comptroller. And Mr. Jennings for the Comptroller’s 
office testified they found it reasonably satisfa actory, and I think we 
suggested or stated positively that they felt we could live within the 
limitations of such processes, but since that time they have not been 
available to us, and we also found out that insofar as the Comptroller’s 
Office is concerned, those procedures were only temporary and were 
not in any way permanent. 
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We think that our recruitment procedures should have some perma- 
nent status so that we can plan ahead. It is a serious problem to 
recruit examiner personnel these days. 

Mr. McVey. Did Mr. Jennings give any reason why you were not 
accorded the same principles in this respect as the Federal Home 
Loan Bank Board, for example / 

Mr. Cosurn. That I don’t know. We made the recommendation 
as the other agencies made it and when it came out they had their 
recommendation and we didn’t have ours. There was that discussion 
in reference to our personnel matters. That is in the record. 

Mr. McVey. QO. K.; thank you. That is all, Mr. Chairman. 

The Cuarmman. Mr. Multer. 

Mr. Muurer. Mr. Cook, to follow for a moment the thought that 
was suggested by Mr. Patman in his questions about Mr, Erle Cocke, 
I have the highest respect for the gentleman. I have no doubt that 
he is honorable and honest. in every way. I don’t expect any man 
when appointed by the President to any high office, whether it be a 
supervisory agency or to the bench for that matter, is going to 
then divorce himself from his entire background and his entire ex- 
perience and his philosophy of life. 

He is going to bring that with him to whatever position he takes. 
I suppose we on this side would have no choice in the matter and have 
no voice as to whom the President appoints; even confirmation is a 
matter solely for the other body. I do think that the public ought to 
be alerted to the fact that this is just one more instance where a man 
is being appointed to a high public office where he has certain definite 
views with which you can argue or disagree if you please. They are 
his honest views in connection with the operation of an industry with 
which he has been connected all of his life. He is going to bring 
those views and opinions to a supervisory agency. There is nothing 
we, here in this committee, can do about it except hope it is going 
to work out well. 

Mr. Copurn. Mr. Multer, might I add that Mr. Cocke has been 
approved first by the Banking and Curreney Committee of the Senate 
and has since been approved by the full Senate. 

Mr. Moutrer. All the more reason why we here can’t do anything 
about it. 

Mr, Coox. Well, Mr. Multer, I repeat what I said, that I have 
known Mr. Cocke well for many years. I knew him to be a man of 
fair judgment and in his part of the administration of the Cor poration, 
he brings to it vast experience of many years of wide acquaintance with 

roblems of the banks that we insure and I am confident that he will 

e just as fair in the matter of assessment as both Mr. Gidney and 
myself and our lamented member, Harl. 

‘Mr. Murer. I will say fair, not only as to matters of assessment, 
but as to all of these other matters. 

Mr. Coox. Absolutely. 

Mr. Murer. And I can hope and pray when he acquires the super- 
visor’s viewpoint and attitude he may change his views as to some of 
these matters as to which he will have to use his judgment and discre- 
tion with reference to the banking fraternity which he has so well 
represented up tonow. Iam still fearful, however, that he will bring 
to this agency not the viewpoint of protecting the stockholder, and the 
general public, but the view of protecting the bank management. That 
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is one of the things very evident from all of the statements by each of 
the witnesses who have thus far appeared before this committee on 
this very important bill. I think they put the banks first, and the 
law is very precise that their duty is to protect the depositor first and 
the stockholder second and the bank management not at all but I think 
their viewpoint and their attitudes as reflected by their recommenda- 
tions here as to the existing statute and, as to changes, is all with a 
view to protecting bank management and the depositor comes last and 
the stockholder comes in between. \ I think that is very bad. 

Mr. Coon. I believe, Mr. Congressman, that you have known me 
for ver’ y year: 

Mr. Muurer. Yes, I have. 

Mr. Coox. And the interest of the depositor is primary. That is 
the purpose of the Federal Deposit Insurance Corporation, which in 
turn protects the economy of a community in which a bank gets into 
difficulty, and for that reason I am confident that any comment on Mr. 
Cocke, he would be just as zealous of the reputation of the Corporation 
as he would be of bank management and when we consider bank 
management, that is one of the things we consider most important in 
insuring the quality of the m: snagement of the bank, because you can 
judge the quality of the management by the quality of the assets side 
of the balance sheet. 

Mr. Murer. I can hardly make my case under the 5-minute rule 
but I am geing to try to develop it when we get beyond the 5-minute 
rule. 

Mr. Srery-Brown. Will the gentleman yield at that point ? 

Mr. Mutter. Yes. 

Mr. Sre.y-Brown. Isn’t it true that a bank can’t exist without de- 
positors ? 

Mr. Mourer. Right. 

Mr. Srety-Brown. If a bank doesn’t do a good job fer its depositors, 
then the bank goes out of business. Asa result,a bank, as I understand 
it, always tries to do a good job for its depositors. If they don’t do 
that, they go out of business. 

Mr. Mutrer. But the difference, Mr. Seely-Brown, is this: The 
only job they do for the depositors today is to take his money and 
let check it out. That is all they do for the depositors. The rest 
they do for the stockholders and themselves by investing and reinvest- 
ing the money of the depositor, the demand accounts and the time 
accounts. ‘The bank management takes that money and invests and 
reinvests. From the moment of deposit except for the checking facili- 
ties and some other incidental facilities, the depositor is the last one 
in the world they consider. That is why we need these supervising 
agencies, whose primary function is to make sure they will protect 
the depositor’ Ss money. 

I see all through this bill—I have not yet been convinced that many 
of these recommendations do not come from the banking fraternity— 
a letting down the bars that we have been writing into the statutes for 
the protection of the depositors and the stockholders during the past 
years. We are letting down the restrictions and going back to the 
days before the depression when the bankers were unrestricted and 
unlimited; when they did what they pleased with the depositors’ 
money that helped bring about in large part the terrible economic 
debacle that we experienced at that time. 
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Now, as far as I am concerned I will insist on the opportunity—thus 
far it has been denied to me—I am going to pursue it. I am going 
to try to get the reason for every change recommended in this statute 
and also find out why certain other changes should not be in this 
statute so as to give the stockholder and the depositor the protection 
that we in the Congress should afford to him. 

The Cuatrman. Your 5 minutes have expired. Mr. Seely-Brown. 

Mr. Sreiy-Brown. I have used up Mr. Multer’s time, I believe. 

The Cuarrman. Mrs. Sullivan. 

Mrs. Sutzivan. Mr. Cook, referring to pages 4 and 5 of your state- 
ment, in which you comment on section 8 ( b), you have stated on page 
5 that you are attaching a copy of the legislative language that you 
submitted to the Senate committee at the time it had the bill under con- 
sideration. I have a copy of these papers that you have submitted 
and I see nothing under section 8 (b). 

Iask for that because the bankers in Missouri have expressed them- 
selves on that. 

Mr. Cozgurn. This is what is referred to [indicating]. 

Mrs. Sutitivan. Then as I understand it, your answers to section 8 
(b) in the papers you submitted are referred to as section 10 of the 
Federal Deposit Insurance Act as amended. 

Mr. Cosurn. That is right. Those are recommendations made to 
the Senate committee and the reference is to the present law rather 
than to this. 

Mrs. Suuiivan. I see. 

Mr. Copurn. And they are contained in the record of the Senate 
hearing, too. 

Mrs. Suxiuivan. I think that answers my question, Mr. Chairman, 
because as I stated, the bankers of Missouri have written to me ex- 
pressing concern about this one section and I wanted to get an ade- 
quate reply on it. Thank you. 

The Cuarmman. Mr. Henderson. 

Mr. Henverson. Mr. Cook, I want to take this opportunity to ex- 
press my own appreciation for your clear statement and the help that 
you have given the committee by presenting that statement and also 
the statement of Mr. Coburn. I greatly regret that you are retiring 
from your present position because I think you have done a very fine, 
able, and masterful job in your present position. 

Mr. Coox. I thank you, Mr. Congressman. That is very kind. 

Mr. Henperson. Turning for a moment to section 23, I think that 
you favor this section. Do you favor it as far superior to an amend- 
ment to the Clayton Act or do you feel that some regulation is needed 
regardless of whether it be by the amendment to section 23 or by 
amendment of the C layton Act? 

Mr. Cook. Let’s have your comment on that. 

Mr. Copurn. We do believe that there should be some screening of 
bank merger transactions. That includes all phases of it. We do not 
believe that the strict language of the Clayton Act should be appli- 
cable. We believe that langu: age such as proposed here, and may I 
suggest to you that I think one of the witnesses, J. Hansen, suggested 
that one of the proposals as to 23 made some unique suggestions as to 
regulation of banks, but it is true in the present Clayton Act pro- 
visions, those industries and businesses that are supervised and regu- 
lated by Federal agencies are specifically by name excluded from the 
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provisions of the Clayton Act. We think that banking is as much 
supervised and regulated as any of those agencies and for that reason 
we should get, banking should get, the same treatment that they are 
accorded under the provisions ‘of the Olayton Act. 

Mr. Henperson. Yes; but, just as a matter of alternatives, would 
you rather than no amendment at all im preference to an amendment 
of section 7 of the Clayton Antitrust Act ? 

Mr. Copurn. Well, that is a little difficult to evaluate. 

Mr. Henperson. Well, both have been suggested. 

Mr. Copurn. Yes. We favor this present 23 heartily. We think 
there is a need for it. We do not think that the strict terminology 
of the Clayton Act—we think in the Corporation that it would pre- 
vent us from discharging our responsibility among smaller banks, in 
unique situations, true, not regular everyday transactions, that the 
criterion should be public interest rather than lessening of competi- 
tion, although competition should be a factor. 

That does not mean that no consideration would be given to lessen- 
ing competition. It would be a prime factor. But it should not be 
the sole and exclusive criteria for screening such transactions. 

Mr. Henverson. Now on page 10 of your testimony, Mr. Cook, you 
are endeavoring to remove some existing doubts. Do those doubts 
arise from the language of the proposed amendment and do they arise 
because of a lack of knowledge on the part of the doubters, that: is, 
the fact that there is absolutely no possibility of your approving a 
transaction which a State authority has disapproved ? 

Mr. Cosurn. Well, under this bill, if the merging unit ends up as 
a State bank, or if the units, the several of them, are ‘State banks, then 
the first exercise of supervisory authority under State law would be 
vested in the State banking authority, and that would be recognized 
not by any attitude of our Board, but by law itself. 

Mr. Henperson. Well, where does the doubt arise, Mr. Coburn? 

Mr. Cosurn. There has been some doubt expressed. I haven’t seen 
the letters Mr. Brown introduced, there has been some expression of 
doubt about it. As a matter of fact, while the matter was up before 
the Senate committee, Senator Thurmond 

Mr. Brown. Will you yield to me, Mr. Henderson ? 

Mr. Henperson. Yes. 

Mr. Brown. They approved this bill, section 23, that was passed. 
I should have read that in connection with the letter submitted. 

Mr. Copurn. Well, Senator Thurmond was concerned about States 

rights, and we prepared a letter to him—it was in the Senate hear- 
ings, probably in the discussion on the floor, the letter was inrtoduced 
which stated’ s yecifically that the Corporation could not and would 
not take first jurisdiction over bank mergers affecting State banks, 
that it would only get a look at them if they were approved by the 
State banks, and then after being approved by the State banks, we 
would have authority to look at them, and exercise our authority. 

But if in the first instance the State authority turned them down, 
we would not have any right to upset that decision made by the state 
authority. 

Mr. Henprrson. Thank you, Mr. Coburn. 

The Cuarrman. Mrs. Griffiths. 

Mrs. Grirrirus. Thank you, Mr. Chairman. 
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| Since FDIC went into effect, Mr. Cook, how many insured banks 
' have failed ? 
Mr. Coox. 432, I think, most of them in the period of about the 
first 15 years of the life of the Corporation. 
Mrs. Grirrirus. Were there more or fewer banks that were not 
insured that failed, do you know ? 


Mr. Cramer. About 105, I believe, noninsured banks. 

Mrs. Grirrirus. Noninsured banks that failed ¢ 

Mr. Cramer. Yes. 

Mrs. GrrrFirHs. I presume you have some sort of audit powers or 
you check up, you do some type of supervisory work. 

Mr. Coox. We examine the banks, which is not a complete audit. 

Mrs. GrirrirHs. Now if you find one that you think is about to 
fail, do you have the power to withdraw the insurance or just what 
do you do? 

Mr. Coox. If there is a continuity of unsafe and unsound practices 
on the part of the management, we serve notice upon them. In the 
event the insurance is terminated because of the faulty management, 

the deposits which are then in the bank are insured for a period of 2 
years, but after that—once the notice is served of the deposit insur- 
ance being withdrawn, it is a foregone conclusion that the bank will 
not be able to live. 

| Mrs. Grurrirus, And do you notify every depositor and all of the : 
public in that area that that insurance has been withdrawn ? 

Mr. Coox. Every depositor is notified. 

Mr. Copurn. That is a requirement of law that the depositors all 
be notified, and the then deposits that are in the bank at that time . 
continue to be insured for a period of 2 years thereafter, not any new 
deposits, but the deposits in the bank at the time the public notice is 
given and it is a public notice plus an individual notice to each depos- 
itro. 

Mrs. Grirrirns. And in your judgment, would this language that 
you want on 8 (b) give you a better control over these banks ¢ 
: Mr. Coznurn. The language that we have recommended in this is 
one to remove the word “continued.” Let me outline, in more detail 
than Mr. Cook has, the procedures. If we find the bank is pursuing 
unsafe and unsound practices or violations of law which jeopardize 
the depositors or our insurance risk, then we notify the bank of those 
practices in which they are engaged. 
| Now we have had some cases in which there has been a question 
where there were only 1 or 2 or 3 transactions that have caused sub- 
stantial risk and use of the word “continued” made it questionable | 
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as to whether or not they came within the specific terms of our statute; 
so we are asking that that be removed, which makes our statute more 
workable. 

From there we give the bank the specifications of the acts we think 
are unsound and then to make this a corrective procedure, we not 
only tell them the things of which we complain, but also outline to 

| them the corrective program, the things that they must do in order 
| to maintain their insurance. Then after a period of 120 days, unless 
that is shortened by the State banking authority or the Comptroller 
or the Federal Reserve, depending on what kind of bank it is, and 
now in this case we also can shorten it to 20 days in the event we find 
our insurance risk at jeopardy 
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Mrs. Grirrirus. How many people do you have doing these in- 
spections ? 

Mr. Coox. About 750. Is that correct, Mr. Greensides ? 

Mr. Greensives. No; we have about 630. 

Mrs. Grirrirus. How many banks are insured ? 

Mr. Cook. That changes about each week, but it is approximately 
13,400 banks. 

Mrs. Grirrirus. How much time would these people have to examine 
the banks, each individual one a year? 

Mr. Coox. I am going to ask Mr. Greensides, who is Chief of our 
Division of Examination, to answer that. 

Mr. Greensipes. We examine just the nonmember insured banks 
and there are about 6,700 of those, and we have a present force of 
about 630 examiners. You can’t give an average time for the exami- 
nation of a bank. It depends on the size of the bank and the quality 
of the bank. A small bank will be examined by 2 or 3 men in maybe 
a week’s time. A large bank may take a very large crew and the 
examination may not be completed for several weeks. 

Mrs. Grirrirus. In my personal judgment this FDIC law is prob- 
any: one of the best ones that was ever put on the books to maintain 
stability in this country. It seems to me that the acid test for the 
banker used to be those long lines forming in front of banks wanting 
their money back. Then you found out if the banker was a fool or 
a knave, or a misguided honest man, so I hope you do this job well, 
because I think you have taken over the testing apparatus, and the 
thing that has been worrying me all of these years is you don’t have 
enough people to do it and you don’t have enough money to do it 
and you don’t do a good enough job. 

Mr. Cook. We have enough money to do it if we can get the people. 
But, as has been mentioned here, our problem is recruitment, because 
of the restrictions placed on our ability to recruit, has handicapped 
us in keeping staffed up with the proper kind of men. We have been 
doing all we can to improve the quality, and we have quality men, 
but to get men of quality we have to compete with industry, with 
banks, even other supervisory agencies, so our difficulty is recruitment. 
We are continually trying to improve the quality of our staff, and we 
are getting that done. 

I would like to make one more statement to Mrs. Griffiths, and that 
is this: In the over 20 years of life of the Corporation, 432 banks we 
have had to pay out on. That is a lesser number than failed in any 
1 year during the 10 years preceding the creation of the Federal 
Deposit Insurance Corporation. 

Mrs. Grirrirns. My answer to that is you can’t say necessarily that 
that is because you are good. That may be only because the people 
have more faith. 

Mr. Coox. Well, in addition to that, the holocaust we had in 1933 
removed from bank management thousands of incompetent bank man- 
agers. We had too many banks—at one time nearly 30,000. We 
wound up with less than 15,000 banks. So we weeded out in that 
process, or the change weeded out in that process, incompetent and in- 
capable management. We still have occasions of that kind, recent 
banks we have had to take over, very few in number. Nevertheless, 
it was the problem of management and the people had confidence in the 
banks. e haven’t had a real run on a ink: as I recall. 
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Mrs. Grirrirus. The test is no longer as devastating a test of man- 
agement. 

Mr. Coox. No. Another thing, the comptroller of the currency and 
the Federal Reserve watch management and appraise management 
very carefully in their examination. If we find management that is 
apparently weak our examiners may call the Board of Directors in and 
point out the weaknesses of cert ain individuals with the thought in 
mind of improving management to save the banks themselves and the 
stockholders as you mentioned, Mr. Multer. Our primary responsi- 
bility is to the depositor but nevertheless we like to save the stock- 
holders whenever we can. 

Mrs. Grirrirns. But you aren’t necessarily examining every bank 
every year. 

Mr. Coox. We try to examine every State nonmember bank each 
year if we have staff enough to do it but of course we know pretty 
well from our records the “quality of some banks. There are some 
banks if you never examined them would still be good banks because 
of good management. 

Mrs. Grirriras. You have a lot of faith. 

Mr. Cuampertarn. If I may inquire along the line of Mrs. Griffiths’ 
questions, what is the salary range for these examiners who are doing 
this job for you, Mr. Cook? 

Mr. Coox. Do you have that, Mr. Greensides ? 

Mr. Greenswes. The start ing salary is $4,485 and the top salary is 
$12,600, I believe. 

Mr. CuHamperitatn. And how are these 630 people distributed, 
mostly in the lower brackets? 

Mr. Greensives. Mostly in the lower brackets. 

Mr. Cyampertatn. How about your personnel turnover in these 
jobs? 

Mr. Greensipes. The personnel turnover is about 12 percent, it is 
causing us great difficulty. 

Mr. CHAmMBertArn. Do you think the salaries are adequate for the 
jobs your personnel are doing? 

Mr. Greensiwes. Recently the Corporation boosted the salary to 
$4,485 which is competitive for a trainee. However, it does not take 
into consideration the constant travel status the men are obliged to 
undergo and the travel requirement is the thing which causes most of 
our men to leave. 

Mr. CHamper.arn. Briefly, what kind of experience does a man 
have when he comes to you for $4,400 to examine banks ¢ 

Mr. Greensmwes. We have to look to the colleges for our recruits. 
We hope to get them as they come right out of school. We used to 
draw them from the banks but we can no longer draw young, capable 
men from the banks, with bank experience, so we depend upon grad- 
uates from colleges who have majored in banking finance and account- 
ing, business administration, and so forth. 

Mr. Brown. Mr. Chamberlain, w ill you yield to me? 

Mr. Cuampertary. I am_not going to have much time left. I 
yielded most of my time to Mrs. Griffiths. (Go ahead, Mr, Brown. 

Mr. Brown. I just want to make one statement. The operating 
expenses of FDIC come from assessments from banks. 

Mr. Cuampertarn. That may be so, but if we have a problem here 
of personnel and this turnover, it may be because vou are not paying 
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them adequately. Could you tell me what group it is, where these 
boys are as a rule when they leave, at a salarly nd and where do 
they go when they leave you? 

Mr. Greensipes. Of the majority, about two-thirds of our men 
leave us within 3 and 4 years and most of them do not take jobs at 
substantial increases in salary over what we are then paying them. 
Primarily it is the travel requirement that causes young men to leave 
to take positions where they do not have to travel and they can be 
with their families. 

Mr. Cuampertatn. I have some other questions I would like to ask, 
but my time is running out. I would like to direct one final question 
here to Mr. Cook. This gentleman that was mentioned, Mr. Cocke, 
I believe, I have never heard of him before, I don’t know him, have 
had no connection with the American Bankers Association; but what 
is the position that he is to be appointed to, sir? 

Mr. Coox. As a member of the Board of Directors. You see, it is 
a 3-man board, a bipartisan board, at present there are 2 Republicans, 
Mr. Gidney and myself; Mr. Harl, the Democratic member, died. 
And Mr. Cocke is being appointed to take up the term he would have 
filied. 

Mr. CHampertatn. Wouldn’t you say whoever is to be placed on 
this Board should bring to it a vast amount of bank experience ? 

Mr. Coox. It is desirable that he have an understanding of banking 
problems, bank management, and so on. 

Mr. CuHampertAiIn. Do you have any other source of personnel 
available outside of private banking here that you feel would be better 
than the bankers association ? 

Mr. Coox. Mr. Chamberlain, that decision was entirely up to the 
President of the United States, to pick a man he felt was qualified 
and could fill the place and I think Se has shown excellent judgment 
in his appointment. 

The Cuatrman. Mr. Coad 

Mr. Coap. Thank you, Mr. Chairman. 

Mr. Cook, you said, did you not, that there are 13,400 member- 
insured banks? 

Mr. Coox. Well, insured banks. There are about 4,700 national 
banks, approximately 1,900 State banks, members of the Federal Re- 
serve System, and they are the banks, as Mr. Greensides said, about 
6,700, as I recall, of State banks not members of either the Federal 
Reserve System—of course, not national banks. 

Mr. Coap. Well, then, the total number of insured banks are 13,400? 

Mr. Coox. Approximately, yes; that varies. 

Mr. Coap. How many depositors on an average are depositors to 
these 13,400 banks? 

Mr. Coox. I think the latest estimate Dr. Cramer was—— 

Mr. Cramer. Was the question the number of depositors? Ap- 
proximately 130 million accounts. Of course, some depositors have 
more than 1 account, but approximately 130 million. 

Mr. Coap. Thank you. Could you give me any estimate, and I am 
sure that you can, of the total amount of funds that are protected by 
the FDIC in these 13,400 banks? 

Mr. Coox. Dr. Cramer, of my research division, has those figures. 
Doctor, will you present them ? 

Dr. Cramer. Will you repeat the question, please? 
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Mr. Coav. What is the total amount of funds protected in the 
13,400 insured banks? 

Dr. Cramer. The total deposits in insured banks 

Mr. Coox. Do you mean the insured part ? 

Mr. Coap. In other words, it would be $10,000 times 130 million, 
would it not? 

Dr. Cramer. Well, some of those 130 million have only a few dol- 
lars in an account, so the total amount of insured deposits we estimate 
it would be about $120 billion; that is, the insured portion of the de- 
posits in insured banks. 

Mr. Coap. What is the total amount of the FDIC reserves? 

Mr. Coox. About $1,800 million; isn’t that correct, doctor ? 

Dr. Cramer. Yes. 

Mr. Muurer. Would you yield there? 

Mr. Coan. I would rather ask two more questions, please. Where 
are these funds, the $1,800 million ? 

Mr. Coox. With the exception of the cash balance which we carry 
for operating expenses, the remainder is all invested in United States 
Government securities. 

Mr. Coap. What is the total amount of currency outstanding in the 
United States? 

Mr. Coox. About $28 billion of currency outstanding, and a lot of 
that will never be redeemed either, because it has been burned and lost. 
Mr. Mutter. I didn’t hear the amount. 

Mr. Coox. About $28 billion of currency in circulation was the last 
estimate that I have seen. 
Mr. Coap. These United States securities that you have this $1.8 
billion invested in, what length maturities are these ? 
| Mr. Coox. They vary, I don’t have a breakdown with me. I think 
possibly Mr. Loeffler could give you a breakdown of our maturity 
schedule. 

Mr. Loerrier. I could furnish you firm figures. 

Mr. Coap. Could you place those in the record at this point? 

(The data requested above are as follows:) 
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Federal Deposit Insuranee Corporation—U. 8S. Government obligations owned, 
by maturities, as of July 31, 1957 
































Book values Face value 
sichanea bp bichieniaibieseeii lee, — 
Maturity Special 2-per- Ratio to Ratio to 
cent notes | Othernotes | total Amount total 
(nonmarket- and bonds | (percent) (percent) 
able) | 

Within 1 year--_- ss iiictelnceatl C3 $62, 300,000 | $180, 460, 000 | 12. 67 $242, 800, 000 12. 65 
Within 2 years. .......--.-....... 105, 400, 000 4, 099, 000 5.72 109, 500, 000 5.70 
Within 3 years_-_-_-- Sn adetiy 227, 700, 000 | 118, 014, 000 18. 05 345, 700, 000 18. 00 
Within 4 years. .-..-...-.---... 104, 800, 000 20, 299, 000 6. 53 125, 100, 000 6. 52 
Wee 6 POMS. . ohn cnn se 218, 300, 000 | 209, 776, 000 22. 35 427, 850, 000 | 22. 28 

Pehal.... sc<assade SWebabass 718, 500, 000 | 532, 648, 000 1 65. 32 1, 250, 950, 000 165.15 
Over 5 years, less than 10 years. .-__| _ 145, 736, 000 | 7. 61 145, 850, 000 7. 60 

TEL. ci nemdaien oeeinndeldteds 718, 500, 000 678, 384, 000 72.93 | 1,396, 800, 000 72. 75 
Over 10 years, less than 25 years. - aa . 1 452,920,000 | 1 23.64 1 457, 600, 000 1 23. 8 

Pins ocudieesd3eus8seak 718, 500, 000 1, 131, 304, 000 | 96, 57 1, 854, 400, 000 | 96. 58 
Te RE cs ncnnitinnangickicned 6udbiameoeemmainin 65, 635, 000 | 3. 43 65, 600, 000 | 3. 42 

Total. .ii..d eh da | 718, 500,000 | 1, 196, 939, 000 |_...-- aubvuadssec 2 
pS EE? RE BATES i ‘ 718, 500, 000 |... dike bthe be 

NORGE uk cidaed osiaciedd desided tha ntdantd ‘ -| 1,915, 439, 000 | 100. 00 | 1, 920, 000, 000 | 100. 00 

1 See the following: 
Book values Face value 








Maturity | | 
| Other notes | Ratio to | 
|} andbonds | total | 
| (percent) | 

1- to 5-year maturities $1, 251, 148, 000 65. 32 | 

2%-percent bonds, investment series B, ma- | | 

turity, Apr. 1, 1980, convertible to 114-per- 

cent 5-year Treasury notes, included in | | | 

above statement in maturities over 10 | 
years, less than 25 years_._.........-- 244, 080, 000 12. 74 
Total__- ttle 1, 495, 228,000 | 78.06 
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245, 000, 000 
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| (percent) 
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Mr. Lozrrier. Offhand I would say we have around 75 or 80 percent 
in less than 5-year maturities. 

Mr. Coap. Less than 5 years? 

Mr. Loerrirr. Less than 5 years; yes. 

Mr. Coan. Have you noticed any interest-rate change, any 
counting procedures affecting this $1.8 billion fund? 

Mr. Lorrrier. I don’t know that I follow your question exactly. 

Mr. Coan. In other words, are higher interest rates adding to your 
protective fund or is inflation outstripping your protective fund / 

Mr. Lorrrier. Of course, our investments being in Governments, 
whatever the rates are, we have some as low as 2 percent and then we 
have some of the most recent issue at 4 percent. 

Mr. Coan. Let me ask this: Inasmuch as there is $120 billion in funds 
protected and there are $28 billion in currency, if there were such a 

ase, and it is hypothetical to be sure, that $28 billion worth of cur- 
rency were pocketed all in a given day, what would you use to pay the 
$1.8 billion worth ? 

Mr. Lorrrier. I just don’t know how I could answer that. 

Mr. Coox. There is no relationship to my mind between the $28 bil- 
lion of currency outstanding because that is in people’s pockets and 
safety deposit boxes and things of that kind. If we come toa payoff, 
we have certain Gov ernment bonds we can redeem on notice. 

Mr. Coap. Are you saying that these bonds that you have are the 
same as cash ? 

Mr. Lorrrier. No, sir; they are not. We have some special notes 
in which some of our funds are invested; about 40 percent. 

The Cuarrman. The gentleman’s time has expired. 

Mr. Anderson 

Mr. Mutter. There is an answer pending. May I suggest that the 
gentleman be permitted to finish his answer ¢ 

The Caiman. If you were not through answering, you may con- 
tinue. 

Mr. Loerrier. All right. About 40 percent of our funds are in 
special notes in which we have an arrangement with the Treasury 
where we can get these funds on very short notice, as a matter of fact, 
it is frequently done in an hour’s time. In addition to the securities 
which, of course, are beyond that, we would be subject to mar mat trans- 
actions and so forth. However, we have authority to bor row 3 billion 
from the Treasury whenever in the judgment of our Board of f Direc ‘tors 
it might be needed. Incidentally, that authority has never been used 
or any part of it. 

Mr. Coap. Thank you. 

The Cuarrman. Mr. Anderson—— 

Mr. Anverson. Mr. Chairman, do I understand Mr. Coburn, that 
you favor the wording of section 29 as it is written in the bill we are 
now considering? W ith reference to continued unsafe and unsound 
practices ? 

Mr. Cosvrn. With the one exception of the proviso in reference to 
appeals from the board. 

Mr. Anperson. But you are agreeable to the wording “con- 
tinued”-—— 

Mr. Conurn. The proposed wording takes out “continued” and 
that was eliminated at our recommendation 
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Mr. Anprerson. “Have engaged or are engaging” is satisfactory? 

Mr. Conurn. Yes. 

Mr. Anperson. Then, again, Mr. Coburn, with respect to your 
testimony on the weight of the evidence in your testimony you said 
that that in effect meant a trial de novo. On what do you base that 
conclusion ? 

Mr. Copurn. Because if it is to be submitted on review and the 
court is given the authority to weigh all of the evidence, it is much 
in legal terminology like a new trial and therefore such findings as 
the administrative : agencies may make is not at all weighted nor ts the 
trial court in any way bound by it? 

Mr. Anprerson. Might it not also be made on the record of the 
previous trial, on the basis of the evidence in the record? Why would 
it mean a trial de novo? 

Mr. Conurn. Well, it could be either way. As a matter of fact 
the provision in my judgment is ambiguous and we don’t know 
exactly what it means but even though it would be on the record, the 
conclusions our Board made on the record would not in any way be 
binding upon the trial court. The trial court would come to its own 
decision and give different weight to the evidence. Where you weigh 
the evidence, ‘the triers of the fact which in our ordinary legal provi- 
sions is the function of the jury, that is the determiner of the facts, 
therefor, it becomes a trial de novo. 

Mr. Anperson. Do you think that would involve a substantially 
different approach than that portion of the section which already 
provides that the court may decide whether or not the decision was 
arbitrary, capricious, or an abuse of discretion? 

Mr. Copurn. Yes, sir. In other words, it is the concept of admin- 
istrative law that the findings of fact shall be made by the administra- 
tive agency. The appellate court shall look to see whether or not they 
are arbitr: ary or capricious or whether or not they are supported by 
substantial evidence and if they are supported by substantial evidence 
the weighing of the evidence under the administrative procedures act 
comes within the province of the administrative agency. That is 
the whole concept of administrative law. 

Mr. Anprrson. In order to decide whether it were or were not 
arbitrary or capricious, would they not have to make that decision 
on the weight of the evidence? 

Mr. Cosurn. No; they wouldn’t weigh the evidence; they would 
determine whether or not there was any substantial evidence to support 
it. That wouldn’t be weighing it. That is your same issue in trial 
courts, that is the jury’s function. In other words, in our jury system, 
the appellate court does not try the facts. That is forthe jury. But 
they do determine whether or not there is any substantial evidence on 
which the jury could have found certain facts. Now, it is the contem- 
plation of the administrative law that the administrative agency shall 
make that weight of the evidence and then the appellate court deter- 
mines whether or not they have acted arbitrarily or capriciously or 
whether or not it is supported by substantial evidence, and the substan- 
tial evidence is something different than a scintilla of evidence. 

Some statutes have used the word “scintilla.” Now, we don’t ask 
that our findings be bottomed on scintilla rule, but rather on substan- 
tial. There must be substantial evidence to support it. 

Mr. Anverson. Thank you, Mr. Chairman. 
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The Cuamman, Mr. Breeding: 

Mr. Breepine. Mr. Chairman. Mr. Cook, you made the statement 
here that there were 13,400 banks presently insured. 

Mr. Coox. That is an approximate number. That changes each 
week, 

Mr. Breeprnec. I would like to know how many banks in America 
that are not insured. 

Mr. Coox. I think there are about five or six hundred noninsured 
banks. 

Dr. Cramer. A few more. 

Mr. Coox. Approximately 700 not insured. 

Mr. Breepine. Can you give me any reason why they are not 
insured? What is their position? We think it is a good program. 

Mr. Coox. Some of the banks in some States, especially mutual 
savings banks, have their own fund—that applies particularly to 
Massachusetts ; then there are some States that still have a few commer- 
cial banks not insured, and some of them—they are gradually coming 
in, one State particularly that had quite a number, a few years ago, 
that had a couple of bank failures there which inspired the banks to 
come into the insurance fund; but there are certain qualifications they 
must meet before we can insure them: the proper capitalization, the 
needs and convenience of the community, especially management which 
we stress, and all of those factors are taken into consideration. Ifa 
bank which is principally operating and is not insured wants to come 
in it must meet the six factors which our law enumerates and one of 
the things there is convenience of the community and capitalization 
and proper management. 

Mr. Breepina. In order to protect all depositors, shouldn’t they 
meet these regulations and participate in the program ? 

Mr. Coox. I don’t quite get your question. 

Mr. Brerepinc. We have a few banks which aren’t insured. 
Shouldn’t there be some mandatory act to encourage them to meet 
the requirements and come under this program of FDIC? 

Mr. Cook. National banks of course must be under it. As to State 
banks, it would be within the power of the States to control that. We 
still have a system of free enterprise and we can’t compel them to 
come in unless they want to, but if the States make it mandatory, of 
course, they would have to meet the requirements or still we wouldn't 
insure them. 

Mr. Breeprne. I mention that because I believe there are many 
banks in our States that don’t participate in the program. 

I have one case here from constituents in my district and they 
point out in chapter 6, under title III, in regard to shareholders lists, 
they say to leave out entirely this portion because FDIC should not 
be burdened with this requirement, that it will call for duplication. 
What is your feeling in regard to that? That is title III, chapter 6, 
section 27. 

Mr. Cook. That is on reporting stockownership. 

Mr. Breeprne. They call it shareholders lists. 

Mr. Coox. We were not a party to putting that into the act. 

Mr. Breepine. Who was the party that did? 

Mr. Coox. I think that arose because of a situation in Chicago 
where there was undisclosed ownership. In other words, the real 





nee er eee 





— 


~ 


- Ons Ow VS 


rr oO 


eR ET mate A ame 


FINANCIAL INSTITUTIONS ACT OF 1957 747 


ownership was not indicated in the stock list and that was the reason 
that was included, was it not ? 

Mr. Cosurn. The final proposal is from an amendment that came 
on the floor. It was included in the bill. The committee wrote the 

rovision originally and then it was subsequently amended on the 
Sonate floor during the debates. 

Mr. Henperson. Would you yield for a moment ? 

Mr. Breepinc. Yes. 

Mr. Henverson. Does that have anything to do with the possibility 
of some American funds being invested by persons behind the Iron 
Curtain? I understand there has been some suggestion that some of 
that undisclosed ownership may be that of persons behind the Iron 
Curtain. 

Mr. Coox. That could be and there has been some comment that 
there is considerable funds invested through Switzerland in situations 
of this kind. But as to how that is disclosed, I am not sure. 

Mr. Breepine. That is all. Thank you. 

The Cuarrman. Mr. Bass 

Mr. Bass. No questions. 

The CHamman. Mr. Vanik 

Mr. Vantk. I have no questions, Mr. Chairman. 

The CHarrman. That completes the 5-minute rule. 

Mr. Cook, I was a Member of Congress when the Federal Deposit 
Insurance Corporation was created. It was organized at the time of 
deepest depression when banks, railroads, and insurance companies 
were all going into liquidation and the average citizen was in just as 
great fins uncial diffic ulty. The effect it has had on the economy of the 
Nation I don’t think can be exaggerated. It saved the banks and it 
stabilized the economy. Since that time there have been very few 
bank failures. It is not because of the immense resources you have 
but the confidence the people have in the FDIC and their Government. 
It established a new era in the financial history of America. I 
think that the administrators are entitled to the gratitude of the 
people. Many of the people who were opposed at that time said it 
was highly socialistic and it wouldn’t work. I remember a candidate 
for President who made a speech and said it had been tried out in his 
State, of which he had been Governor, and that it had proved a failure. 
But in our Government with the diversified resources and interests, 
I think it has grown in the confidence and the respect of the people. 
I congratulate you on being the head of such an institution. 

Mr. Patman. Mr. Chairman, in approving of your statement may 
I make a short observation? I agree with what you have said. 
In 1913 when the Federal Reserve Act was written the coauthor of the 
act, Senator Robert L. Owens, tried to write protection for oe 
into the Federal Reserve Act. It was beaten down. If Senator 
Owens’ amendment had prevailed we probably would not have had the 
trouble with the banks and banking that we had in the depression. 

The CuatrmMan. And there was plenty of opposition to the Federal 
Deposit Insurance Corporation. 

Mr. Coor. May I pay tribute to you, sir, for having had a substan- 
tial part in bringing this into being and just to make one further 
comment, the original act looking forward to some form of protection 
to depositors goes back as far as 1886. It took 150 bills introduced into 
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the Congress before we had the present form of the Federal Deposit 
Insurance Corporation. So there is a lot of history back of this and 
we could elaborate on that going back to the secured currency of the 
New York State banks as far as 1829. 

Mr. Brown. May I make this comment: I made several speeches in 
my State in regard to FDIC before it came into life. Since then I 
have been a friend of FDIC. 

Mr. Coox. I give you full credit, sir. 

Mr. Parman. I remember a petition requesting that we not adjourn 
Congress until we passed an FDIC bill. I think that had something 
to do with it. 

Mr. Coox. Well, it has been working. 

The CHarrman. Can you gentlemen come back tomorrow morning 
at 10 o’clock ? 

Mr. Coox. If it is your desire we will be here. 

The Cuarrman. We will adjourn to meet tomorrow morning at 10 
o’clock. 

(Whereupon, at 12:05 p. m., the committee adjourned to reconvene 
at 10 a. m. Wednesday, August 14, 1957.) 
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FINANCIAL INSTITUTIONS ACT OF 1957 


WEDNESDAY, AUGUST 14, 1957 


Houser or REPRESENTATIVES, 
CoMMITYER ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, Messrs. Brown, Patman, Multer, Mrs. 
Griffiths, Messrs. Coad, Anderson, Breeding, Talle, Widnall, Betts, 
Mumma, Bass, Seely-Brown, Henderson, and Chamberlain. 


FURTHER STATEMENT OF HON. H. E. COOK, CHAIRMAN, BOARD OF 
DIRECTORS, FEDERAL DEPOSIT INSURANCE CORPORATION 


The Cuamman. The committee will be in order. We will pro- 
ceed with the hearing. Mr. Cook is the present witness. 

With respect to consolidation and the assumption of deposit liabil- 
ity, the only power you would have in connection with the merger of 
insured nonmember State banks would be to consider whether or not 
there was a diminution of the capital structure; isn’t that true? 

Mr. Coox. That is one of the factors; yes, sir, the major factor. 

The CHamman. Under the bill you could consider several factors 
as to the need for the consolidation, if there is a service to the people, 
and its desirability generally, and also whether it substantially less- 
ened competition or tended to create a monopoly. If you would find 
that it substantially lessened competition or tended to create a monop- 
oly, would the other factors outweigh that? Would you still approve 
of the merger notwithstanding that you might consider that it would 
substantially lessen competition or tend to create a monopoly ¢ 

Mr. Coox. Mr, Chairman, take especially in the smaller towns, the 
smaller communities, there may be two banks. It may be necessary to 
merge them because of the age of the management, all of those factors 
enter into it; it may be left with one bank and you might say there will 
be no competition. Nevertheless, the community would be well served 
by 1 bank, probably better than by 2 weak banks. If you have 1 strong 
bank it is better than to have 2 or 3 weak banks in the community. 
And the trend of the economy is such that those things are bound te 
oceur. 

The CuatrrmMan. Don’t you think that it is desirable to have com- 
petition in the smaller communities if they can support two banks ? 

Mr. Coox. It is desirable and I have been on the operating side 
and we have had plenty of competition, but we always run good clean 
shops. 
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The CHarrman. Then, those other factors would outweigh the fact 
that it might substantially lessen competition or tend to create a 
monopoly ¢ 

Mr. Coox. May I give you a concrete illustration, Mr. Chairman, 
and this is a matter of public record so it is not revealing any secrets 
and that is this: Back in 1948 word came to us in the afternoon that 
the Columbus Trust Company, of Newark, N. J., was in trouble. 
There was a shortage there of over $600,000. The capital was practi- 
cally wiped out. I called a friend of mine in Newark and told him the 
situation. I said, “You don’t want the bank to close there because it 
was in a community that was quite close and the people would become 
excited.” I said [ wanted him to arrange with another bank in 
Newark to take them over the next morning. He called me 2 o’clock 
in the morning and said it is arranged they will be taken over by 
another strong bank in the morning. You might say that lessened 
competition. “On the other hand I don’t think it did. It made a 
stronger bank and the competition was just as keen among the banks 
in Newark after the absorption of this failed bank as it was before. 

The CuatirmANn. What city was that? 

Mr. Coox. Newark, N. J. 

The Cuairman. That is quite a large city. There were still many 
other banks there ¢ 

Mr. Coox. Yes. But we have had it happen. I can’t give you 
from memory a concrete illustration, where there were possibly 2 
banks in a town, 1 would fail, but when it was put in with the other 
bank it made a strong bank and as the things are now, competition is 
keen. If they don’t like a bank in one town they only need to drivea 
few miles to a bank in another town, so this matter of competition is 
keen and, as I say, with the transportation as we have it now if it isa 
one-bank town and they don’t like that bank a few miles away there 
may be one they like better and they can do that. 

The Cuarrman. Isn’t it a fact if a man can’t get accommodations 
in his own town, the first question asked of him when he goes some- 
place else would be, “Why don’t you get the accommodation where 
you live?” Isn’t that a handicap to him ? 

Mr. Coox. Not necessarily. This is still free enterprise and if they 
don’t like the bank that they are dealing with, as I say, a short dis- 
tance away, a few miles away, there may be one they like better, but 
there is plenty of competition. 

The Cuairman. Don’t you think that question of lessening com- 
petition or tending to create a monopoly should be submitted to the 
Justice Department? Under this bill it is optional. 

Mr. Coox. In my opinion, Mr. Chairman, the banking authorities, 
both State and Federal, are better equipped to decide those things 
than any other agency. 

The Carman. Not to decide the question of monopoly, are they ? 

Mr. Coox. Well, that would enter into it. 

The Cuarmman. That is one of the functions of the Justice De- 
partment ordinarily, although it is exempted from deciding these 
questions. 

Mr. Coox. In my opinion, sir, the banking industry as a whole has 
taken very good care of those situations, with the State authorities 
and the Federal authorities. 
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The Cuarrman. You don’t think these things ought to be sub- 
mitted to the Justice Department ? 

Mr. Coox. I think that the banking agencies are amply capable of 
taking care of those situations with all fairness to the public and 
without creating a monopoly because the natural trend of the econ- 
omy will take care of that. 

The Cuarrman. If there is no mandatory provision to submit them 
to the Justice Department, do you think they would ever be sub- 
mitted ? 

Mr. Coox. I didn’t quite get your question. 

The Cuamman. I say, if there was no mandatory provision that 
these questions be submitted to the Justice Department by the super- 
visory agencies, do you think those questions would ever be submitted 
to the Justice Department? 

Mr. Coox. Not unless it were a marginal case; no. 

The Cuarrman. Whether or not you consult the Justice Depart- 
ment is purely optional; is it not? 

Mr. Coox. I presume so. 

The CHarrman. Yes; under this law it is. Another question I 
want to ask is, what is the opinion of your Department on cumula- 
tive voting of the shares 

Mr. Cook. I will give you my own opinion, sir. We have never 
discussed that as a matter of policy in the Board but I will give you 
my own opinion and that is this: I think each bank should decide 
for itself whether it wants to have cumulative voting or not. 

The Cuarrman. Would your opinion be based on your experience? 

Mr. Coox. Yes. Fortunately I never had the question arise in my 
operating experience because I had a very harmonious board and a 
very harmonious group of stockholders, and the question of cumu- 
lative voting never arose, but I am still of the opinion that each bank 
should decide for itself whether it wants to have cumulative voting 
or not. 

The CrHartrmMan. Now there is another question that has been sub- 
mitted to us recently. It concerns the authority of banks to under- 
write revenue bonds. Does your department have an opinion on 
that? 

Mr. Coon. We have never discussed that; no. 

The Cuarrman. Do you have any personal opinion on it ? 

Mr. Cook. In my operating experience, | bought some revenue 
bonds which turned out very satisfactorily, but I “think banks that 
would underwrite them should be banks qualified to judge the quality 
of the credit as well as the prospects of the revenue being ample to 
support the debt. 

The Cuatrman. The banks now have the authority to purchase an 
amount equal to 10 percent of their capital and surplus. 

Mr. Coox. I believe so. 

The Cuatrman. Of course, that is a very different matter from 
underwriting an issue. 

Mr. Coox.. Oh, yes; entirely so. 

The Cuatrman. Don’t you think there is an element of gambling 
in ee an issue? 

Mr. Coox. Pardon; I didn’t quite get that. 

The Cuarrman. Don’t you think there is an element of gambling in 
the underwriting of an issue? They don’t buy them for their port- 
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folio, they buy them for sale, and don’t you think that is a rather 
hazardous thing for a bank to engage in ? 

Mr. Coox. I would like to have Mr. Greensides answer that because 
he was closer to that phase of it than I was at that time. That goes 
back to 1933. 

The Cuarrman. I am just looking for information on the subject. 

Mr. Greensives. Well, of course, the separation of banking func- 
tions and underwriting functions was legislated in the acts of 1934 and 
1935, I believe, and many of us in the practical side of bank supervision 
feel that that separation was all to the good and that there are not 
many institutions that could mingle the two functions and do them 
successfully and properly, and hence many of us down in the staff line 
much prefer the existing arrangements whereby banks are not per- 
mitted to enter the underwriting business. 

The Cuatrman. There is an element of hazard in underwriting; is 
there not? 

Mr. Greensipes. Yes, a strong element of hazard. 

The Cuarrman. It is usually performed by investment brokers 
now / 

Mr. Greensipes. Yes, sir. 

The CuamrMaNn. It seems to me, at first impression, that it is putting 
a bank in a position that cannot be justified if they are using the 
money of the depositors in a hazardous venture from which the de- 
positors receive no benefit. 

Mr. Greensipes. Well, as an examiner, I much prefer the present 
arrangement, 

The Cuamman. There is another provision. If an msured bank, 
acting as a fiduciary, deposits its trust assets in an uninsured bank, 
they are uninsured. Why is that provision in the bill? 

Mr. Greensipes. I would like to pass to our general counsel on that, 
Mr. Chairman. 

Mr. Copurn. That is a situation that has arisen, that problem, par- 
ticularly in Connecticut, where the mutual banks are not insured by 
the Corporation, they have their own insurance fund, and we under- 
stand the strict legal terminology of our law has held that those funds 
that were deposited in the mutual banks which were for our purposes 
uninsured, were subject to assessment. 

Now, they are insured in an unsatisfactory way. However, in the 

resent statute that matter is taken care of completely and to the sat- 
isfaction of the Connecticut bankers by the recommendations we made, 
they were minor recommendations, but taking the word “insured” out 
of the law in two different places it makes the situation so that 
deposits in an uninsured bank are not insured by the Corporation nor 
are the insured banks, that is, the fiduciary bank, making the deposits 
subject to an assessment on that bank. 

The Cuarrman. Your contention is that if the insured bank trans- 
fers fiduciary funds to the uninsured bank they still are insured under 
the provisions of some other law ? 

Mr. Copnurn. Under the technical provisions, our legal division is 
not just sure of their status and we have written reams of opinion 
on it and given it close study. I think personally that there is an 
element of insurance, although it is not insurance to the same extent as 
trust funds deposited in an insured bank. 
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However, we believe that it was not the intent that that kind of 
funds should be insured, in other words, that there should be insur- 
ance of any deposits in an uninsured bank over which we have no 
powers of examination or supervision. And, therefore, the present 
proposal completely changes that, Mr. Spence, and I think we have a 
very satisfactory arrangement, the kind that was intended by all. 
That is, that trust funds deposited in an uninsured bank will not be 
insured by the Corporation, nor will the funds, the deposit, be subject 
to assessment against the depositing or fiduciary bank. 

The Cuarrman. If the trust fund of the insured bank is deposited 
in an uninsured bank, will the beneficiaries know that there is no 
deposit insurance on the fund? 

Mr. Copurn. Well, where the situation has arisen, they are not 
actually deposited in an uninsured bank. The mutual banks are in- 
sured in the sense that they are insured by their own insurance scheme 
under State law, available for mutual savings banks. 

It is true that in those instances the fiduciary bank acts under the 
powers that are given to it by the industry, whether it be a trust agree- 
ment, a living trust, or a will, in reference to the investments that it 
makes. 

The Connecticut law provides that such deposits shall be treated or 
shall be deemed investments, and the powers of the fiduciary trustee 
over such deposits are the same as they would have in reference to the 
investment generally of the assets in the trust. 

The CuHarrman. But the beneficiaries have no knowledge of this 
transfer and have no knowledge, usually, of its change in status. 

Mr. Cosurn. We wouldn't know that. I would say that was prob- 
ably a fair presumption. 

The Cuarrman. You think that is justified, do you? 

Mr. Cosurn. We are not changing it. The present bill proposes a 
change which I think is very satisfactory. 1 think it is proper for 
the beneficiaries, and for the administration of our imsurance func- 
tions that deposits made in an uninsured bank be not insured. It 
would be the same as if they bought stock or made any other invest- 
ment. If they have general investment powers and rights—— 

The CyHatmman. Even the trustee, himself, might not know that 
the funds had been transferred. 

Mr. Copurn. Well, the trustee bank is making the deposits, if any, 
in them. The fiduciary bank is controlling the administration of the 
trust estate. The situation as it now exists is that the insured bank 
that is acting as fiduciary, if it makes a deposit in an uninsured bank, 
there is serious question as to the insurance coverage by the corpora- 
tion of that deposit. 

Now due to the fact that we would have no supervision over the 
uninsured bank, no authority to supervise its affairs, we don’t think 
it is sound and neither do the bankers of Connecticut. 

Now it is the trustee bankers that are asking for this. The fiduciary 
takes the responsibility of making sound investments of trust funds, 
and what they are domg is investing them in savings deposits, they 
are legally called investments, they are really deposits in the mutual 
banks, which are insured under the State fund. 

The CuHarmman,. But the beneficiaries are not consulted, of course. 
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Mr. Conurn. Well, Mr. Spence, we wouldn’t know. I would assume 
in some instances they were and in some instances they were not. 

The Cuatrman. They might be and they might not. 

Mr. Copurn. Yes. 

Mr. Greensides calls to my attention and I think I should mention 
those funds under our law are now insured in the fiduciary bank, 

The Cuatrman. I noticed some questions have been asked as to the 
reserves of the Federal Deposit Insurance Corporation, with reference 
to deposit liability of the banks. It looks as if the funds are totally 
inadequate to cover all of the liabilities th: it might accrue. Isn’t it 
true that what has given the stability to our financial institutions 
through the Federal “Deposit Insurance Cor poration is the faith and 
credit of the United States which is behind it and from that fact has 
resulted greater confidence and a greater stability than the financial 
strength of the Corporation; isn’t that true, Mr. Cook? 

Mr. Coox. I might say this, Mr. Chairman: Our fund, as we told 
you yesterday, is $1,800 million approximately. In addition to that, 
we have the authority to borrow from the United States Treasury up 
to $3 billion in the event we need it. We don’t believe that we ever 
will because we believe that our banking system, under the dual system 
under which we operate, is now so stable, and, as you have so well 
mentioned, the confidence of the public which after all is the balance 
wheel—the confidence of the public in this corporation, and the faith 
back of it, we feel, makes our banking system the strongest in its 
history. 

The Cuatrman. Isn’t it a further source of strength that the banks 
are insured by a governmental agency / 

Mr. Coox. Very much so. 

The Cuarrman. The faith and credit of the United States is what 
gives it the strength that is the basis of the confidence of the people. 

Mr. Coox. The general feeling of the public is that the Government 
is behind it. Really we stand on our own feet and we stand on our 
own income to meet the demands when banks fail and up to this time 
we have been very successful in meeting that obligation. 

The Cuamman. Does anyone have any questions ? 

Mr. Taiz. Mr. Chairman. 

The Cuarman. Dr. Talle. 

Mr. Taiz. Mr. Cook, perhaps I may direct a question or two to 
your assistant. I understand he is an examiner and my question has 
to do with revenue bonds. 

Mr. Coox. Mr. Greensides is quite familiar with that and I will 
pass the question to him, Dr. Talle. We have our staff here and we 
will try to answer every question you have. We will try to come up 
with. the right one. 

Mr. Tate. Thank you. The history of revenue bonds, particularly 
if we go back quite a few years, is not a very bright one; is it? 

Mr. Greensives. There have been some very sorry instances, yes. 
There have been some local water companies and so on that were very 
successful, too, but the revenue bonds do impose in their inception, 
their early years, much greater risks than do other forms of securities. 

Mr. Tate. I can understand that in the field of some public utili- 
ties they would be better than in some other fields and yet there is 
always an element of doubt, isn’t there, whether the community. will 
continue to grow and whether it may not decline? 
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Mr. Greensipes. Yes, sir. 

Mr. Tate. And if there is no income, nothing is paid on the 
revenue bonds. 

Mr. Greensives. Yes, sir. 

Mr. Tarte. Is it not true, that the function of underwriting is 
ordinarily associated with investment banking? 

Mr. ee Yes, sir. 

Mr. Tatiz. And that frequently several organizations may get 
together and form a syndicate in the event that it is a large under- 
writ ing proposition ¢ 

Mr. Greensings. Yes, sir. 

Mr. Tarte. Wouldn’t it appear to a prospective buyer of revenue 
bonds that, if his bank underwrote an issue, the presumption would 
be in favor of the investment being a pretty good thing, whether it 
was a good thing or not? 

Mr. Greensipes. That connotation might well be drawn. 

Mr. Tarue. My personal disposition is not to undertake such a 
thing in the field of commercial banking. The function of under- 
Ww riting should be done by investment bankers. 

Mr. Mutter. Will you yield at that point, Dr. Talle? 

Mr. Tair. I am very glad to yield. 

Mr. Mutrer. One of the bad things about the days when the banks 
underwrote these issues was that—quite apart from the fact that the 
depositor or the man doing business with the bank felt that the bank 
had investigated and found that this was a good security—when the 
bank got to the point where it was not moving those securities fast 
enough it pressured its customers into taking them; isn’t that so? 

Mr. Greensipes. Of my own knowledge I don’t know that. I was 
out in the Midwest at that time where revenue bonds were not orig- 
inated and disposed of by banks. 

Mr. Mutter. Well, don’t you know from the notoriety that the 
matter received at the time in the new spapers and in the trade papers 
that one of the real objections raised against banks doing any under- 
writing was that they pressured their customers into ‘taking these 
bonds and stocks that they were underwriting ? 

Mr. Greensipes. Well, my feeling on the subject is, they are two 
separate functions and should not be brought together. 

Mr. Murer. Whether they did or not, would you agree the bank 
Should not be put in the position of pressuring iis customers to buy 
anything it had underwritten ? 

Mr. Greensipes. Yes. 

Mr. Moutrer. Thank you. 

Mr. Tatxx. I can understand at a time like this, when costly internal 
improvements are contemplated and underway, that it would be 
tempting to a bank, or to some banks at least, to engage in that sort of 


enterprise. But it seems rather unwise, I think. Thank you, Mr. 
Chairman. 


The CuarrmMaAn. Mr. Patman, you are next. 

Mr. Parman. Mr. Chairman. Yesterday, Mr. Cook, I asked you 
about the new member of the FDIC Board, Mr. Cocke. Are you 
leaving FDIC September 6? 

Mr. Coox. Yes; my term expires definitely September 6. 

Mr. Parman. Does the law not provide that you stay on until your 
successor qualifies ? 
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Mr. Coox. No. 

Mr. Parman. You definitely leave September 6? 

Mr. Cook. Yes. 

Mr. Parman. Now if Mr. Cocke does not come on until his term 
with the American Bankers Association expires September 26, you 
will not have a Board during that time; will you? 

Mr. Cook. It will be a 1-man Board for the Federal Deposit In- 
surance Corporation at that time. 

Mr. Parman. That seems a sorry state of affairs to me without 
any reflection on Mr. Cocke, who I feel sure is a very honest, fine, 
sincere person and a great American. It occurs to me that that puts 
the Government in the position of playing second fiddle to the Ameri- 
can Bankers Association. It looks to me as if he would consider it 
important enough to resign in order to take on the job, particularly 
in view of the fact that the Board is completely disorganized. 

Mr. Coox. The only comment I can make on that, Mr. Patman, is 
this: That is the responsibility of the President, and he could make a 
decision before the Board adjourns. I can’t speak for him. 

Mr. Parman. Since this is an overall Mother Hubbard type bill 
to catch everything, I think we should put in a provision which re- 
quires that a person hold his job until his successor qualifies, or at 
least a certain length of time, say 10 days or 2 weeks. I believe this 
situation makes a good argument for putting the insurance function 
back in the Comptroller’s Office as it first was. If you are going to 
let the Board disintegrate every now and then and play second fiddle 
to the American Bankers Association, I think we might consider 
having the function go back to the Comptroller of the Currency and 
not have any Board. 

Mr. Coox. I might make one statement, Mr. Patman, and that is 
this: The Federal Deposit Insurance Corporation has never played 
second fiddle to any other Government organization. Naturally we 
work closely with the Treasury because our investments are in Gov- 
ernment bonds, but nevertheless in my 10 years of experience with the 
Federal Deposit Insurance Corporation, neither the ioesare. nor the 
Government in any form, nor any branch of the Government, has 
ever put any pressure on us to do anything. 

Mr. Parman. Well, I think the facts are clear that we will not have 
any Board from September 6 until Mr. Cocke gets through with the 
American Bankers Association. You may call that second fiddle or 
whatever you want, but the facts are there. This office is being neg- 
lected since there will be no Board until Mr. Cocke gets through serv- 
ing as president of the American Bankers Association. I am sure 
that he has some reason for it, but I hope he reconsiders and gets on 
the job quickly so that we may have a Board. 

Mr. Cosurn. Mr. Patman, may I call your attention to the fact 
that in the legislative language that the Corporation has recommended, 
we have suggested that in reference to the term of the Director that 
they add the phrase, “or until his successor shall be appointed and 
qualify.” 

Mr, Patrman. You have that terminology in this bill. 

Mr. Conurn. No; it is not in the bill, but in the recommended 
language. 

Mr. Parman. That is fine. We will see if we can’t fit it in some- 
where because I can see a real need for it. 
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Mr. Mutrer. Mr. Patman, before you leave that subject, may I 
suggest that what we should do is pursue the question of what we 
should do with this statute to cover situations like this in the future. 
Not so much the question of a man who will not take office until some 
time after his appointment, that is unimportant. But we have the 
situation where one member of the Board has died. That may happen 
agam. We hope not, but it may happen where two members die or a 
man may resign. If Mr. Cook for any personal reason wanted to 
step out tomorrow, we couldn’t make him stay there, or the day his 
term of office ended, even if the President wanted to reappoint him, 
his personal desires and convenience might cause him to insist on not 
serving any longer. 

T think we should consider how to amend the statute to cover this 
situation when vacancies occur so that they will never remain vacant 
without someone acting as a Director. These vacancies in my opinion 
should never remain unfilled. At least, they should be filled to the 
extent of having a temporary man designated to act in the event of 
death, diss bility, or resignation. I think it is important to cover that. 

Mr. Muse. Mr. Multer, will you yield a minute 

Mr. Muurer. Mr. Patman has the time. 

Mr. Parman. On that point, yes. 

Mr. Mumma. I didn’t have the opportunity of bikie here yesterday 
but this president of the American Bankers Association is more of an 
honorary job; isn’t it? Is there a conflict of interest? I didn’t hear 
any discussion. 

Mr. Parman. No; there is no charge of a conflict of interest except 
this: I brought up the point yesterday that it was very much as if 
the president. of the Association of the American Railroads going out 
of office as president of the Association of American Railroads were 
made a member of the Interstate Commerce Commission; and as 
president of the American Railroads he is committed to high freight 
rates but goes on a board that is committed to low freight rates, and 
to that extent it would be a conflict of interest. The American Bank- 
ers Association is committed to the lowering of the assessments of the 
FDIC. 

Mr. Muwma. Do you think that is a comparative situation ? 

Mr. Parman. It is definitely a similar situation in that the Ameri- 
can Bankers Association wants the assessments lowered and the presi- 
dent of the American Bankers Association is going on this Board that 
is against lowering the assessment. 

Mr. Mumma. Is that the situation today ? 

Mr. Parman. Yes, sir; that is the situation today. 

Mr. Mumma. Thank you for the information. 

Mr. Murer. I think the record ought to show, too, in fairness to 
Mr. Cocke that he has indicated he would like to complete his term 
of office as president of the American Bankers Association before 
taking on this new work. 

Mr. Patman. Well, I do not see where that adds anything to the 
argument in his favor. 

The Cuarrman. Will the gentleman yield? Isn’t the appointment 
of a member of the Board the responsibility of the President? 

Mr. Parman. Why, certainly it is. 

The Cuarrman. And the secondary responsibility of the Senate? 

Mr. Parman. Yes. 
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The Cuairman. And they have acted. I don’t see why we should 
discuss that now. It is important to this committee to know what 
the gentleman does after he assumes office, but it seems to me his ¢ Op: 
pointment and qualifications are beyond our jurisdiction. We ought 
to confine ourselves to the things in the bill. We won’t have any 
provision in regard to the matter in this bill. 

Mr. Mouurer. I am suggesting that we should concern ourselves 
not with the matter of appointment but with the matter of making 
sure that when a vacancy occurs there is somebody who will act at 
least temporarily until the permanent appointee takes over. 

The Cuarrman. The question of appointment is not in our jurisdic- 
tion. 

Mr, Parman. On September 6 there will be a vacancy which will 
not be immediately filled. The President knows there is a hiatus 
there. Mr. Brown suggests that maybe the President could fill that 
vacancy during the interim. I think it would be well for the Presi- 
dent to consider doing so. 

Mr. Cook. Mr. Patman, may I call your attention to this fact: 
Mr. Cocke will not succeed me. It will be another man who will suc- 
ceed me. Mr. Cocke will be the minority member of the Board filling 
the place that had been occupied by the late Mr. Harl. 

Mr. Mutrer.. Thats a vacancy that exists now. 

Mr. Coox. Yes. 

Mr. Parman. In other words, the President might have somebody 
ready by September 6. 

Mr. Coox. I have no doubt but that he will because I understand 
there are a lot of aspirants for the place. 

Mr. Patrman. That will keep the Board intact. I hope he does 
make an appointment that will keep the Board from disintegrating. 

Now, Mr. Cook, you mentioned that you could borrow $3 billion 
from the Treasury in the event of trouble if your $1,800 million in 
deposit insurance is not sufficient. Is it not more than just. permis- 
sion to borrow but rather a definite commitment by law that you must 
go to the Treasury to get it? 

Mr. Coox. In the event we need it; yes. 

Mr. Parman. A commitment. Now, then, what do the banks nor- 
mally charge for commitments? Doesn’t the Federal Reserve charge 
about one-half of 1 percent to 13 percent for commitments ? 

Mr. Coox. Well, I fail to see whether there is—— 

Mr. Parman. I am just asking you for a fact, not to argue it 
either way. I am just asking you whether the Federal Reserve banks 
charge for commitments. 

Mr. Cook. Possibly they do. I don’t know. 

Mr. Parman. Don’t you know? I would hate to think that a man 
in your position wouldn’t know whether banks charge for commit- 
ments. 

Mr. Cook. Banks can charge for commitments. 

Mr. Parman. Well, they do charge for commitments. 

Mr. Coox. But there is no parallel between the Treasury’s commit- 
ment to loan us money and 
Mr. Patman. You are getting off on something I didn’t ask you. 

Mr. Coox. I didn’t mean to confuse the issue. 

Mr. Patman. You are defending the situation in advance of any 
charge. 
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Mr. Cook. We anticipate those things sometimes. 

Mr. Parman. I know you are on the alert, and I appreciate that. 
The Federal Reserve banks charge about one-half of 1 percent or up 
to 13¢ percent for commitments ‘and that is reported every month in 
the Federal Reserve Bulletin; isn’t it? You read the Federal Reserve 
Bulletin; don’t you? 

Mr. Cook. When time permits; yes. 

Mr. Parman. You are acquainted with general banking matters 
and that is an important banking matter. Why are you reluctant to 
say it, Mr. Cook? It is a fact. 

Mr. Cook. I am not reluctant to say it. 

Mr. Parman. Well, I will Bay it. They charge for commitments, 
about. one-half of 1 percent to 13g percent. It is a true statement 
because I have watched it over the years. I know something about 
these rates. I am on the Joint Defense Production Committee with 
Mr. Brown and we run into such problems on commitments on indus- 
trial or commercial loans sometimes, and on all of the Regulation V 
loans. The Federal Reserve banks charge one-half of 1 percent, so 
if the Government charged you one-h: lf of 1 percent on these com- 
mitments, the interest would amount to $15 million a year, so there is 
something the Government is giving you. I am not objecting to it, 
I-am strong for it. But suppose you should have a chain of banks 
fail and their assets amount to about $6 billion and they probably 
have less than a billion dollars of Government bonds which have de- 
preciated and the FDIC has about $5 billion of ene to take care 
of. Well, you have only $1,800 million, and you get $3 billion from 
the Treasury, but there is a difference there. W here would you get 
that. difference ? 

Mr. Coox. Well, I might make this observation, Mr, Patman: You 
are anticipating more trouble in this economy than we anticipate or 
that anyone else anticipates. Now, as far as this $15 million that you 
suggest we should pay as a commitment fee, I think that that is worth 
far more than $15 million—— 

Mr. Parman. You are making an argument that is not necessary, 
because, as I said, I am not asking that a commitment fee be paid. 
The absence of. a fee is perfectly all right, but it is giving you some- 
thing, which I am glad to see you get. 

Mr. Coox. I was going to complete that statement and that is this: 
It is worth far more than $15 million to the Government to have the 
confidence of the people in the banking system and to have the stabil- 
ity we have; it saves the Government far more than any commitment 
fee we might pay. 

Mr. Parman. You don’t need to make any argument on the point 
to me, because I am not proposing to change it, but I am saying that 
you are getting something of value. Besides, the people are not 
trusting the banks, necessarily, they are trusting the Government. It 
is like the chairman said, the full faith and credit of the Government 
that the people trust, and that is why the banks proudly display these 
signs, “Protected by the Government of the U nited States, Federal 
Deposit Insurance Corporation.” They lke to do that. I don’t 
blame them. It is a fine thing to protect our banking system by hav- 
ing the full faith of the Government behind it. How much in dollars 
do you have in a reserve to protect the insured deposits; is it not about 
$1.41 per hundred dollars of deposits, Mr. Cook? 
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Mr. Coox. What is the ratio on that now, Dr. Cramer, the ratio 
of our funds to the insured deposits, not to the total deposits but 
to the insured deposits ¢ 

Dr. Cramer. 1.44. 

Mr. Parman. Now, what is the ratio of reserve funds to all de- 
posits; is it about 80 cents? 

Dr. Cramer. $0.79. 

Mr. Parman. In other words, you have 79 cents to protect every 
hundred dollars of deposits; is that right ? 

Mr. Coox. Yes; that is on total deposits. 

Mr. Parman. But your objective is, whenever a bank closes, not just 
to protect the depositors whose deposits are insured, but to protect 
all deposits. You try to have mergers and consolidations so as to 
protect everyone. 

Mr. Coox. That has worked out in some cases. 

Mr. Parman. In every case, has it not ? 

Mr. Coox. No. Take a receivership that didn’t work out—I would 

rather have General Counsel explain that technicality. 

Mr. Cosurn. Mr. Patman, under our present law, we have the 
right to make loans and purchase assets in instances where it will 
efiect a saving to the corporation and we enter in such a transaction. 
Now, when we make a purchase of assets, it in effect is providing a 
hundred percent insurance to the depositors. That is, it is providing 
insurance to all of the depositors as distinguished from the deposits 
up to $10,000. But under the law and for the last 4 years that has 
been adhered to, most strictly, that is the years that I have been with 
the Corporation, in no instance have we made a purchase of assets 
where there was not a finding of fact that it would reduce the risk 
of the Corporation. 

Mr. Parman. All right, thank you very much, sir. 

Mr. Cook, I asked you to furnish a statement. You must have 
misunderstood it. Do you have the request that I made of you about 
the original capital of the FDIC that was furnished by the Govern- 
ment and the Federal Reserve banks in the amount of $289 million, 
plus the interest going up to the time the principal was paid back? 
Do you have that request with you? 

Mr. Coox. I don’t recall that we have. 

Mr. Cosurn. I think I have it, Mr. Patman. 

Mr. Parman. Either the request is not plainly written or your reply 
is not responsive, one or the other. I have not been able to get the 
information I desire, so I am going to ask you to get it forme. Here 
is what I want: The amount of this capital, $289 million that was 
paid back in 1947 or 1948. 

Mr. Cook. 1948 was the final payment. 

Mr. Parman. Now, I want you to give me information—most of it 
is in the 1947 hearings on the FDIC bill, but all of it is not there—I 
want you to give me a statement showing up until that capital was 
paid back, how much the FDIC had collected in interest or how much 
interest had accrued on its Government bonds, on the investment. on 
this capital. I know you gave me a statement here of $201 million 
that the FDIC has earned on all investments up to August 31, 1948, 
but you included in earnings the assessments on the banks which I 
want entirely separated. 
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Mr. Cosurn. As I understand it, we have provided you with the 
figures of the total interest. we received from the entire 

Mr. Patrman. Well, that is meaningless for my purposes. 

Mr. Cospurn. Well, the only way we can arrive at that figure is to 
allocate the proportion that the capital stock bore to the total invest- 
ment, and I think 

Mr. Parman. Well, you can do that by taking the average rate of 
interest. 

Mr. Copurn. 4 thought that was included in the figures. 

Mr. Parman. I don’t say that you are evading the question, but if 
you had been trying to evade it, this would have been the only way 
to do it and the best 1 way to do it. 

Mr. Cosurn. Well, Mr. Loeffler prepared the figures. 

Mr. Parman. I would like to ask for this information which I have 
been trying to get for 10 years. I hope this time that I will get it. It 
is always included with some other data so that I cannot separate it. 

Mr. Copurn. May we talk to you afterward ? 

Mr. Greensipes. I was wondering if you would take a look at this 
material, which Mr. Loeffler has, to see if that is what you desire. 

Mr. Parman. I would be glad to. Thank you. 

Possibly I didn’t make my request plain enough. Now this shows 
for the period, the capital stock outstanding, and so forth, and the 
interest on securities. That table shows the same information that I 
have here. It is the interest earned on all United States securities, 
but again it is combined with interest received on the invested capital 
accumulated hee your investments. 

Mr. Lorrrier. 1 don’t know whether this is entirely complete for 
what you want, Mr. Patman, but taking the total capital at the end 
of each year, I worked out a ratio then between that and the capital 
put up by the Government. 

Mr. Parman. It is possible I will be able to get the information 
which I need from this table. I will study this, but in the meantime 
I should appreciate it if you would get me a statement which plainly 
sets out the interest received on the ¢ apital furnished by the United 
States Government and the Federal Reserve banks, as I have suggested 
here. 

Mr. Loerrier. All right. 

Mr. Parman. In language that I can understand. 

Mr. Cook. If that does not give you the complete information, sir, 
we will see that you get it. 

Mr. Parman. Thank you very kindly, 

(For data requested above, see p. 852.) 

Mr. Mutter. Will the additional information be made part of our 
record ? 

Mr. Parman. That is my understanding. Now, the other day the 
rate was raised by the Bankers Trust Co. on prime commercial paper 
from 4 to 414 percent. Is it customary for banks to require people 
who borrow money to keep what is know n as a compensating balance, 
like in the case of the New York Savings Bank, of about 20 percent on 
deposit ? 

Mr. Coox. That depends entirely on the bank itself. Many banks 
require compensating balances on accounts of that kind. 

Mr. Parman. That would really mean an interest rate of about 554 
percent on the actual money they could use; would it not? 
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Mr. Coox. Approximately, yes. That is something over which 
the Federal Deposit Insurance Corporation has absolutely no control 
and nothing to do with. 

Mr. Parman. Is that a practice all over the country in both country 
banks and central reserve city banks? 

Mr. Coox. It is with some banks, but that depends on the practices 
in the locality where the bank is located, and those things vary with 
different sections of the country, different operations, different man- 
agements of banks, depending on how they look at these things, and, 
of course, keenness of competition enters into it. 

Mr. Parman. The net result is, then, that it is a means by which 
more interest is paid on actual money that is loaned; isn’t it? Are 
you familiar with section 35 (a) of the bill which is to permit the 
national banks to charge the same amount of interest that the State 
banks charge? I won’t pursue that with you because it is not directly 
related to your business. 

Mr. Cozsurn. It is in the National Bank Act. 

Mr. Parman. Are interest rates paid on interbank demand deposits, 
Mr. Cook ? 

Mr. Coox. Under the law there is no interest paid on demand 
deposits. 

Mr. Parman. None paid ? 

Mr. Coox. No. 

Mr. Patrman. Now, you know about the present policy of the banks 
doing things for their customers like keeping their books, as a substi- 
tute for paying interest on demand deposits, and so on. 

Mr. Coox. That depends on the policy each individual bank adopts 
as its own policy. 

Mr. Parman. The point I am trying to get to is this, Mr. Cook: As 
the law is now, if any payment of any kind is made to a depositor on 
demand deposits, whether it is paid by one bank to another bank for 
interbank deposit, or whether it is by a bank to a depositor, it is in 
violation of the law, isn’t it, whether it is money payment or any kind 
of indirect payment? 

Mr. Coox. Well, the law provides that there shall be no interest paid. 

Mr. Parman. Doesn’t it say directly or indirectly ? 

Mr. Coox. That is correct. 

Mr. Parman. So that means payment either in money or in any- 
thing else, such as services. That provision means such payments 
would be a violation of the law: wouldn’t it? 

Mr. Coox. I think that would apply purely to the payment of in- 
terest. There are accommodations banks give to customers, naturally. 

Mr. Patman. Now this is what I want to ask you about: It is pro- 
posed in here that we loosen up that language so that a bank could 
give $2,000 worth of tickets to My Fair Lady, or something like that, 
to a customer if his account justified it, if it was big enough, or they 
could give him parking advantages, or they could give him loans at a 
low rate of interest, and instead of charging him 5 percent, charge him 
2 percent, and things like that. Don’t vou think that if we loosen up 
the statute so as to let payments in kind be practiced legally, we should 
put something in the bill to make it a violation of the law if a bank 
discriminated among its own customers; in other words, if it gave 1 
customer certain benefits for having a $10,000 balance in demand de- 
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posits, that it should give other customers with the same balance the 
same thing? Don’t you think it would be proper to have such a 
provision in the law? 

Mr. Conurn. May I call your attention, Mr. Patman, to the fact 
that the prohibition against payment of interest in section 26 is identi- 
cal with the present law. The only change strikes the words “of di- 
rectors,” and changes the word “section” to “subsection.” So there 
is no change in the law on the prohibition on the payment of interest 
on demand deposits. 

Mr. Parman. You mean in this bill and in the law. 

Mr. Copurn. Insofar as it provides to Federal Deposit Insurance. 
It says by regulation they shall prohibit the payment of interest on 
demand deposits. 

Mr. Parman. If we are going to permit the practice of granting 
favors, don’t you think we should have something in there about 
discriminating among customers ? 

Mr. Coox. There are courtesies extended, but I don’t know of any 
case where they give more favoritism to one customer as to another. 

Mr. Parman. Don’t you think it is fair that they treat all customers 
alike? 

Mr. Coox. I think for the most part they do. 

Mr. Parman. I know, but a little amendment of the bill to require 
it wouldn’t hurt it, Mr. Cook? 

Mr. Cook. It wouldn’t hurt anything, no, but I think we are getting 
down to some fine points in the matter of practical operations, and we 
are trying to confine our statements to you, sir, to the effects on the 
Federal Deposit Insurance Corporation, and that is something over 
which we have no control, and I don’t think it is, frankly, any of our 
business. 

Mr. Parman. Well, I admit that part of it. 

Mr. Mutter. Will you yield? 

Mr. Parman. I yield to Mr. Multer. 

Mr. Mutter. I have in front of me, Mr. Cook, page 20 of the August 
8 copy of the New York Journal-American, olen “Business and Fi- 
nance”, pictures and a statement of a gift of $1,560 by a national bank 
to one of its customers celebrating the fact that it has now reached $4 
billion in personal loans. Isn’t that any of the business of your cor- 
poration ¢ 

Mr. Coox. Frankly, no. 

Mr. Mutter. Well, then, I don’t understand what the Corporation 
is supposed to do. 

Mr. Coox. I will tell you what we are supposed to do, and that is 
just what we are doing, protect the depositors of the banks. 

Mr. Mutrer. You are not protecting the depositors of a bank when 
you permit a bank to give away $1,560. 

Mr. Coox. That is none of our business. 

Mr. Mutter. I don’t think you know your business, then. 

Mr. Coox. Listen to me just a minute. Our business is to protect 
the depositors and not to manage these banks. 

Mr. Mutter. You are not protecting the depositors when you fail 
to go in and find out what a bank is doing by way of giving away its 
money ? 

Mr: Coox. If you say it is a national bank, that is the business of the 
Comptroller of the Currency, and not ours. 
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Mr. Muurer. Does it affect your insurance when a national bank 
is giving its money away ¢ 

Mr. Cook. Frankly, that is none of our business. As long as the 
bank is solvent and sound and can meet its obligations, we don’t pro- 
pose to mess in their business. 

Mr. Mouurer. Giving all its money away ? 

Mr. Coox. That is a question of the management of the banks and 
it is none of our business, as long as they manage the banks properly. 

Mr. Motrer. If the management of the bank isn’t your business, 
then you ought to go out of business. 

Mr. Coox. I will say the management of the bank is our business 
when the bank management is not doing a capable job. 

Mr. Muurer. How do you know whether it is doing a capable job or 
not doing a capable job if you don’t inquire as to whether it is giv- 
ing away the bank’s money? It is not the banks money, it is the stock- 
holders’ and depositors’ money. 

Mr. Coox. Let them look into it if they think the bank isn’t prop- 
erly managing their money, let them look into it. 

Mr. Parman. Mr. Cook, I will ask you about something else. Re- 
cently some of the newspapers have begun to carry each day a rate 
charged for the use of bank reserves—this is reported under the head- 
ing of “Federal funds.” You see that each day, don’t you, in the 
newspapers? I believe it is in the New York Times, the Herald 
Tribune, and Wall Street Journal. 

You have seen that? 

Mr. Coox. Yes. 

Mr. Parman. I notice that Federal funds are quoted at rates often- 
times lower than the Federal Reserve banks discount rate. Those 
Federal funds are what are known as high-powered dollars, aren’t 
they, Mr. Cook, because they are the reserves upon which the bank 
may expand 6 to 1? 

Mr. Coox. Mr. Greensides has been in our New York office for a 
long time and that practice is more prevalent there, and I will ask 
Mr. Greensides to answer that. 

Mr. Parman. That is correct, is it not, Mr. Greensides ? 

Mr. Greensipes. Well, Federal funds are used to meet the require- 
ments for reserves at the Federal Reserve banks. 

Mr. Patman. There is no dispute as to that. Federal reserve funds 
are high-powered dollars; are they not? 

Mr. Greensipes. To the extent that they meet the reserve require- 
ments. That isall they are used for. 

Mr. Patman. That isthe only kind of fund it is. 

Mr. Greensipes. Day by day. 

Mr. Parman. Thatis the only kind of fund it is. 

Mr. Greensipes. That is right. 

Those funds are not loaned out. They are loaned with Federal 
Reserve knowledge to meet the reserve requirements of a bank that 
may be deficient, for 1 day only. 

Mr. Parman. Are they not loaned for periods of longer than 1 day? 

Mr. Greensines. They are borrowed day by day, sometimes only for 
a few hours. It depends upon the fluctuating situation. They have 
to negotiate each day. 

Mr. Parman. That practice has grown up during recent. years, hus 
it not? 
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Mr. Greensiprs. Oh, for many years. 

Mr. Parman. Now isn’t that similar to the practice before the last 
depression, before the stock market break in October 1929, to this 
extent: the city banks were pulling in deposits from the country banks, 

nd eventually that came to a bad end, and isn’t the same thing hap- 
pening in the use of reserve funds? Although deposits are probably 
not being pulled in alarmingly, it is about “11 to 15 billion dollars 
worth—isn’t it similar to this extent: New York banks can call on 
the other banks for the use of the reserves—for the expansion of 
credit—in the same manner they use their own deposits? ‘That is 
correct, isn’t it? 

Mr. Greensives. I don’t see their ability to call on the reserves of 
country banks. It is true they are holding the reserves of many coun- 
try banks, and whether the reserve position of the New York bank is 
high or low enables them to either bid for Federal funds or to offer 
Federal funds. 

Mr. Parman. Take an inactive bank, where we have a lazy person 
in charge—maybe now and again you will find a lazy banker—maybe 
he would just rent out his reserves, rather than use them. This way 
he can do that, can’t he? 

Mr. Greensipes. The country banker would have difficulty working 
that out through his correspondent bank. The New York bank which 
holds the lazy banker’s funds would be in a position to use them, but 
the banker out in the interior would hardly be able to make that 
arrangement. 

Mr. Parman. All right. One thing, Mr. Cook, that disturbs me is 
the fact that. you are so reluctant to admit that the success of the 
Federal Deposit Insurance Corporation depends entirely on the faith 
the people have in c because of the fact that the United States Gov- 
ernment is behind it. In all of your testimony I notice that, you 
kept saying that they had faith in the banks. Well, of course, they 
have faith in the banks, because they have faith in the Government. 

Aren’t you willing to go that far? 

Mr. Cooxr. I will never retract the statement as to it reflecting upon 
the credit of the Government and its ability to meet. its obligations, 
but the thing I have been emphasizing is, after all, people have con- 
fidence in the management of their local banks. If they didn’t, they 
wouldn’t do business with them. 

Mr. Parman. That is true. 

Mr. Coox. But in the background it is the confidence implied by 
the fact their deposits are insured by the Federal Deposit Insurance 
Corporation. That has helped to a great extent to restore the con- 
fidence of the people in the banking system. 

Mr. Patrman. And the fact, too, that the Federal Deposit Insur- 
ance Corporation is backed by the Government of the United States. 

Mr. Cook. It is a Government corporation, certainly. 

Mr. Parman. It is a Government corporation. Well, now, what 
do you consider is behind our money today ? 

Mr. Cook. Well, it is the faith of the people in our Government 
and its currency, 

Mr. Parman. Now, of course, it is not necessarily just gold. 

Mr. Coox. Well, that i is out of the picture. 

Mr. Paratan. It is out of the picture because we don’t use gold in 
domestic transactions; besides, it is not needed. If we were to use 
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old, it would be insufficient security. We only have about $22 
Fillion i in gold; don’t we? 

Mr. Coox. Ap proximately that. : 

Mr. Parman. We have, of course, demands on the money of over 
$200 billion in deposits and in currency outside banks. The truth is 
we only have about $30 billion in actual money in circulation to sup- 
port all of our deposits and all of the demands upon the banks for 
money ; isn’t that right, Mr. Cook ¢ 

Mr. Coox. Approximately so; yes. 

Mr. Patrman. So that difference between the $30 billion in currency 
and the approximately $200 billion of deposits is represented by the 
ability of the banks to get the Government to print the necessary 
money and issue it as a Government guaranty in the form of Federal 
Reserve notes. 

Mr. Cook. We are overlooking a fact in that, Mr. Patman, and that 
is this: The currency of this country is largely handled by checking 
accounts. It is not in actual cash. 

Mr. Parman. But I am talking about a situation where all the 
depositors might want the cash at the same time. 

Mr. Coox. "Heaven save us from the day that happens. 

Mr. Parman. Of course, we don’t want that day to happen, but it 
has happened in this country before. 

_ Mr. Coox. That is what we are trying to prevent happening again, 
sir. 

Mr. Parman. If we had foresight in 1913 to put a guaranty of bank 
deposits in the Federal Reserve Act, we would not have had the trouble 
in 1929, 

That is all, Mr. Chairman. I assume it will be all right to put in, 
in connection with these rem: arks, the table which he is fixing up? 

The Cuarrman. Do any of the other members desire to question d 

Mr. Wipnatt. Mr. Chairman. 

The Cuarrman. Mr. Widnall. 

Mr. Wiwnatt. I would just like to make a statement. Mr. Cook, 
I believe you have done an excellent job in administering the FDIC. 
and I certainly disagree heartily with the remarks made by my col- 
league a few minutes. ago. I hope they are not going to become a part 
of the permanent record, because I don’t think it is a fair characteriza- 
tion of the work that you have done and the work that brought you 


the respect of the banking community and the people of our country. 

Mr. Coox. Thank you, “Mr. Widnail. 

Mr. Patman. If I said something against Mr. Cook, I would be 
glad to change it. 
” Mr. Mutter. He is referring to what I said. 

Mr. Parman. I like Mr. Cook very much and I am sorry he is 
leaving. 

The Carman. This Corporation was organized in 1933, was it 
not ? 

Mr. Coox. Yes, sir; the temporary fund was established in 1933. 

The Cuarrman. In the depths of the depression ? 

Mr. Coox. Yes. 

The Cuarman. What were your greatest losses even in those bad 
years ? 

Mr. Cook. You mean the losses in the banks prior to that ? 
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The Cuatrman. The Federal Deposit Insurance Corporation; how 
did its losses compare with its income? 

Mr. Coox. Do you mean since 1933 ? 

The CuarrMan. Yes. 

Mr. Cook. As I stated peheneres in the life of the Corporation, over 
20 years, we have taken over 432 banks. Most of those banks w ere 
taken over in the early days, because in the reorganization period, in 
that chaotic period of 1933, some banks were admitted which couldn't 
make the grade after they were insured. The Corporation had to step 
in and meet those. I might say this for the record, if you desire: In 
the life of the Corporation we have paid out some $330 million to 
about 1,200,000 accounts. We have recovered on those payments until 
where our net loss is less than $30 million out of payment to depositors 
of about $330 million, but I might elaborate on that just to this extent : 
We have an expert Liquidation Division, and when we have to take 
over the assets of a bank that is in trouble, we try to liquidate those 
assets in an orderly way to save, in the first place, naturally, the Cor- 
poration. 

We want our recoveries to be just as much as we can. The second 
point is we don’t go in and indiscriminately foreclose. We try to 
give people a chance to work things out for themse lves and refinance ; 
we close out in very few cases. It is a only in distress cases that we 
have to foreclose, and that we avoid just as much as we can. 

The Cuamman. How much in loans have you made to the banks to 
reestablish them ¢ 

Mr. Cook. Do you have those figures, Dr. Cramer, as to how much 
on loans we have given ? 

Dr. Cramer. $197 million. 

Mr. Coox. $197 million that we have loaned to banks. 

Mr. Cosurn. Mr. Spence, might I say that in the earlier days they 

made loans to banks in order to effect merger and assumption trans- 
actions, but in more recent times we have ‘purchased assets; and the 
figure that has been given, $197 million, includes both the amounts 
of money loaned and used in the purchase of assets. 

The Cuairman. What has been your income during that period? 

Mr. Coox. The income? 

The CHarrman. Yes. 

Mr. Coox. Well, we will have that figure for you in just a minute. 
While he is getting that figure, if I may give you another figure, Mr. 
Spence. I told you our losses were approximately $30 million. I was 
a little high on that. The loss up to now is $28,517,000. 

The Cuarrman. And part of that period was the depression ? 

Mr. Coox. Yes. 

The Cwarrman. It wasn’t all good times. 

Mr. Coox. The greater part occurred for the banks, as I said be- 
fore, that were taken in—well, 1 presume they took in some banks 
then in order to save the community and get a chance to be re- 
organized. Afterward, the bank dropped into our laps and we had 
to pay it off, but that was our job. 

The CHarrman. There has been no year in which your income 
hasn’t exceeded your losses ? 

Mr. Coox. In every year our income has exceeded the losses. I 
might give you this figure. You asked about our income. The total 
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from 1933 to 1955 was $1,856 million. That has been our income 
from 1933 to 1955. 

The Cuarmman. I voted for the bill that created the Federal De- 
posit Insurance Corporation. 

Mr. Coox. For that, sir, we give you credit, 

The Cuatrman. I told my ‘people what the character of the organ- 
ization was and what it had done. I am still glad I voted for it. 

Mr. Coox. It has been the greatest stabilizing factor that our 
economy has ever experienced. | 


Mr. Berts. Mr. Chairman, could I ask a couple of questions? 

The CuatrmMan. Yes. 

Mr. Berrrs. To clear up some questions at this end of the bench, 
Mr. Cook, are the salaries of all of the employees in the Federal De- 
posit Insurance Corporation paid out of the assessments of banks? 


Y . . ; 
Mr. Coox. That is correct. 
Mr. Berrs. And the rental and upkeep of the offices? 
Mr. Coox. That all comes from the assessment income. | 


Mr. Berrs. Just how is the assessment determined ? 

Mr. Coox. The basic rate is one-twelfth of 1 percent on deposits 
after certain exclusions. Then under the Banking Act of 1950, the 
basic rate was retained at one-twelfth of 1 percent, but after this pro- 
viso: After the payment of operating expenses and losses, 60 percent 

of the remainder would go back to the bank itself as a credit against 
the next assessment; 40 percent goes into our reserve fund. 

Mr. Berrs. Then the Corporation or the Directors have the right 
to de oa salaries of all employees? 

Mr. Cook. Yes, that is correct, except this: The. law a — 
the salaries of the Board of Directors. Then th e Board of Direc 

can determine the salaries of the staff and the people who are 
employed. 

Mr. Berrs. And do the staff and employees have anything, or do 
you have anything that corresponds to civil service, as far as pro- 
motion is concerned, and so forth? 

Mr. Coox. A greater portion of this work lies on Mr. Greensides’ 
shoulders, and he is Chief of our Examination Division. I will have 
Mr. Greensides elaborate on that. 

Mr. Greensipes. We follow the civil service procedures very, very 


closely. 
Mr. Berrs. Do you have retirement ? 
} Mr. Greensipes. We are subject to the Retirement Act; yes, we 


have retirement. We feel we are not subject to the Classification Act, 
but we are subject to the Retirement Act, and the Government leave 
i regulations. 

' Mr. Berrs. Then from the salaries of the employees they pay in a 
certain assessment to the retirement funds / 

Mr. Greensipes. Yes; that is correct. 

Mr. Berrs. One question, Mr. Coburn. You made some remarks 
about the Appeal Section. Now, as I get it, you were objecting to 
writing into this law something different from what is in the ‘Ad- 
ministrative Procedures Act, as far as appeals are concerned; is that 
right ? 

Mr. Copurn. Yes. We object to the provision that the appeal shall 
he on the weight of the evidence. Now, Mr. Anderson raised the 
question as to whether or not the appellate court would have a trial 
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completely de novo or would hear it on the record before the agency, 
and this wording does not give us any light as to what the procedure 
would be. I think it is completely ambiguous for that reason, and 
improper. But I also think that we should generally follow the ad- 
ministrative procedure practices that have been established by the 
Congress. 

Mr. Betts. Well, I want to simplify it if I could, to eliminate all of 
the argument here as to whether it would be hearing on de novo or 
appeal or on the weight of the evidence. We can boil it down to this: 
Your objection is that we would have to write into this law something 
that would change the standards of appeal set in the Administrative 
Procedures Act. 

I think it is sound ground, because I think it is confusing to a lawyer. 
If he desires to appeal from some board, he goes to the Administrative 
Procedures Act, follows that, and finds out, after he has lost his appeal, 
that he should have gone back to the banking law to find out how he 
should appeal. That is the sum and substance of your argument ? 

Mr. Copurn. That is right, I agree with that a hundred ‘percent. 

Mr. Berrs. Then you would strike out from that section everything 
after the provision which would direct appeal according to the Admin- 
istrative Procedures Act? 

Mr. Cosurn. That is right. In my opinion, it is not absolutely ne- 
cessary to put the provision that appeal shall be subject to it, but we 
have no objection to it because we think that they would be subject, 
and are presently subject to it, although it is not specifically provided. 
The provisions of the Administrative Procedures Act are sufficiently 
broad to include our procedures, but we have no objection at all. It is 
only the last clause that we object to. 

Mr. Berrs. Thank you. 

The Cuamman. I would like to ask, what does the word “unduly” 
mean in these phrases; has it ever been defined ? 

Mr. Cosurn. “Unduly” has been used in other legislation a number 
of times. For instance, we have undue influence. 

The CHarrman. And due process of law. I understand that. But 
what does “unduly” mean ? 

Mr. Conurn. Not in accord with law, excessive, not in accord with 
right. Those are dictionary definitions. I think they are definite and 
substantial. Now, there has been, to my knowledge, no court opinion 
that endeavors to apply the meaning to “unduly” as used here. 

The Cyarrman. “Unduly lessens “competition or unduly tends to 
create a monopoly.” What does it mean ! 

Mr. Parman. Mr. Chairman, would you yield on that? 

Now, every one of the antitrust laws uses “substantially to lessen 
competition.” 

The Cuatrman. I understand that. 

Mr. Parman. But this bill says “unduly,” and that word “unduly” 
has never been defined by the courts. It is a new word. It will take 
15 or 20 years of going through the courts to find out what it means. 

The CuarrmMan. Due process of law, we all know what that means: 
One’s property cannot be taken from him unless all of the protections 
in the Constitution and the laws are observed, but I was in doubt 
about “unduly” and couldn’t find definitions that would make it ap- 
propriate. I do think that it would probably be a very confusing 
word. 


95375—57—pt. 1——- 50 








770 FINANCIAL INSTITUTIONS ACT OF 1957 


Mr. Copurn. Mr. Spence, may I say that that terminology was 
originally recommended by the Federal Reserve. I think it was Gov- 
ernor Robertson in his testimony suggested it. The purpose and 
reason for it is that in our adminstrative responsibilities, we need 
more flexibility and latitude. To illustrate, I think of the case in 
Maine where we gave financial assistance to a bank, and its deposits 
were assumed by a neighboring bank. During the time that the mat- 
ter was under consideration at our board, we were also talking with 
the Justice Department on the wording to be used in this proposal. 

I inguired of Mr. Bicks of the Justice Department, who appeared 
here wit! 1 Judge Hanson when he testified the other day, and it was 
Mr. Bicks’ opinion that under the terminology used in the Clayton 
Act we could not have rendered assistance to that bank because it had 
not reached the financial state described in the International Shoe 
Co. case, which case is the criterion the Department of Justice uses, 
because we had not established that the bank was insolvent. 

Its assets certainly were not liquid. It had some loans that were 
rrozen on account of the potato market, a substantial volume of loans 
to farmers engaged in growing potatoes. We could not have helped 
that bank out under the C layton Act procedures they propose. The 
procedures that we used enabled a neighboring bank to assume the 
deposits in full. We are working them out now. It has always 
looked like there will be a substantial equity for the stockholders 
We could not have established insolvency, and the International Shoe 
case is predicated upon the insolvency of the merging institution. 

The Cuairman. How did the word unduly apply to that? 

Mr. Cosurn. Well, what we are trying to state is that if we have 
the Clayton Act standards, where a transaction lessens competition in 
any substantial degree, we can’t discharge fully our functions in that 
sase. In other words, that is too rigid a standard, and we are trying 
to get a standard that is apt to banking transactions, in any regulated 
industry. 

I would like again to call attention to the fact that in the Clayton 
Act it is provided in section 7 that nothing contained in this section 
shall apply to transactions duly consummated pursuant to the au- 
thority of the Civil Aeronautics Board, Federal Communications 
Commission, Federal Power Commission, ‘Interstate Commerce Com- 
mission, Securities and Exchange Commission. 

The CHamrman. Unduly has no well defined meaning. It might 
be interpreted in one way by one department and in another Ww ay “by 
another. The act should at least have clarity and as little ambiguity 
as possible. 

Mr. Cosurn. I don’t think there has been any interpretation of it 
that would be directly applicable to banking transactions and merger 
transactions in connection with banks. There is only one actual bank 
case I am aware of. That was the Trans-America case and I don’t 
think that we can find much that would be of direct help in that case. 
What we are trying to do, what we hope to do with this section is to 
make possible that the Corporation may look at mergers, because 
merger transactions affect the risk of the Corporation, ‘the status of 
the bank after the merger, and the status of other insured banks that 
may be affected by the merger. Therefore, we think that we should 
have a look at it, but we think that overall, public interest should be 





Steen |: 


omens + 



















a —_ oe BY 


v 


O 
38 


ut 
id 


a re 


ETE 


eee ee 


TL ee 


FINANCIAL INSTITUTIONS ACT OF 1957 771 


the criterion, whether it is good for banking 4 and good for the com- 
munity and not rest solely and simply on the single proposition of 
whether or not it lessens competition. 

Now that does not mean that we do not favor competition. Of 
course, it is necessary not only to the banking system but our whole 
economy. But there are certain situations in ‘this regulated industry 
that we think should not be subjected to this strict provision. Just 
as the Congress has seen fit to exempt industries that are regulated 
and which I mentioned from the strict wording of the C layton Act, 
we think likewise banking should stand on the same basis and be 
exempted. 

At the present time if there is a merger or purchase of assets affecting 
railroads, the propriety of the transactions is determined by the In- 
terstate Commerce Commission. Now we think that the same thing 
should apply to banks. If there is to be a merger transaction, the 
Federal agency schould look at it and we are given the standards under 
which we may take a look. Competition is one standard but it is not 
the sole standard. We insist that the terminology of the Clayton Act 
is not apt to banking transactions. 

The Cuarrman. To subst: antially lessen competition or tend to create 
a monopoly, is clear and not ambiguous. If you want that power, why 
don’t you find some word that is equi ally clear and unambiguous that 
will give you the power, instead of using a word, the exact meaning 
of which no one seems to know? Maybe what you ask for is perfec tly 
right, but the reason this word is not satisfactory is because it can be 
interpreted i in more than one way. 

Mr. Copurn. I think unreasonable is a satisfactory word. 

Mr. Murer. Has that been interpreted by the courts, with refer- 
ence to Sherman Act cases, Clayton Act cases, and Robinson-Patman 
Act cases ? 

Mr. Copurn. It is not presently used in those cases, of course not. 

Mr. Brown. Mr. Henderson has been seeking recognition for some 
time, Mr. Chairman. 

The CHatrrmMan. I will recognize Mr. Henderson. 

Mr. Henverson. I will yield to Mr. Multer. 

Mr. Mutter. I want to find out if there is any real objection to 
changing the word “unduly” in this bill to read “substantial,” so we 
would have the same word used throughout all of these antitrust 
statutes, 

I am not going into the question of whether an insolvent institution 
should be saved. I am just suggesting using the same word we have 
used for 20 or 40 years in existing laws. What is the objection to 
“substantially” ¢ 

Mr. Conurn. I would not object to that provided that was not the 
sole standard, that is what I am talking about, so we can take into 
consideration other factors. 

Mr. Mutrer. I think this committee is in complete agreement that 
every supervising agency in the field should have the 1 ‘ight to save an 
insolvent institution. Every member of this committee agrees with 
that. 

Mr. Copurn. Mr. Multer, we would like to be able to act, if | may add 
to what you say, before it actually reaches the stage of insolvency, 
in other words, when it is on its way down. 
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Mr. Mutrer. That is quite another problem and when I get time I 
will go into it. I was trying to find out why we couldn’t use ° the same 
language the laws have used ‘thr ough all the years in dealing with anti- 
trust cases, and unfair competition cases, the word “substantially” in- 
stead of “unduly. 7 

Mr. Cozurn. I see no reason presently why that word couldn’t be 
used. 

Mr. Mutter. Thank you. 

The Cuarrman. Mr. Henderson. 

Mr. Henperson. Mr. Cook, I would like to return just a moment to 
something we discussed very briefly yesterday. That is the matter of 
beneficial ownership. Now at the present time your corporation has 
no way at all of knowing who are the beneficial owners of stock of non- 
member banks, is that so ? 

Mr. Coox. That is correct. 

Mr. Henverson. Now is it now possible that a substantial beneficial 
owner could exercise a considerable degree of control over a banking 
operation ? 

Mr. Coox. That could be possible, sir, yes. Of course, his influence 
would have to be exerted over the person in whose name the stock is 
actually issued, and through that he might exercise his influence. Of 
course, he couldn’t directly. 

Mr. Henperson. It would be possible though, say, that one person 
might have another person purchase quite a ‘bit of stock, putting it 
in his name, and the beneficial owner more or less being the power be- 
hind the throne in that banking operation. 

Mr. Coox. That could be. 

Mr. Henperson. Well, now do you have any instances in which that 
has occurred, do you know of any instances in which that situation has 
occurred ¢ 

Mr. Coox. The only instance in my years of experience with the Cor- 
poration was that famous Chicago situation where this man who was 
commissioner of public accounts at the time and in fact superintendent 
of the banks had apparently a very substantial interest in the bank 
but it was in someone else’s name. That wasn’t divulged until after 
all this scandal broke and it was finally divulged. 

However, it didn’t affect the solvency of the bank and the bank is 
going along in good shape. It was reorganized. But, of course, he 
is entirely out of the picture and he is out of circulation, himself. 

Mr. Henperson. Well, now there has been some suggestion that 
here and there in this or that activity beneficial ownership in various 
corporations or in various holdings of stock may be that of some undis- 
closed owners behind the Iron Curtain. Have you heard of those 
situations ? 

Mr. Cook. Well, we have heard rumors to that effect. I have never 
heard of them being substantiated. 

Mr. Henperson. Well, now it would be possible, would it not, that a 
subversive influence could come into the banking field through that 
“ae q 

Mr. Coox. A very remote possibility I would say, Mr. Henderson. 
If it he epee in one or two cases, that still wouldn’t affect our stable 
banking situation. It might affect a particular bank. 

Mr. Henverson. If a particular bank, if that bank were a key bank, 
it certainly would have a very definite effect; would it not? 
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Mr. Coox. If it were a key bank, yes; but the way bank ownership is 
distributed in this country, and the larger number of bank stock- 
holders which we know are American citizens and Americans, I would 
say the possibility was very remote. A large bank like the Bank of 
America, a $10 billion bank, yet that ownership is so widely distributed, 
and so strongly held, that there is no such possibility there with that 
bank or any of our big banks. 

Mr. Henverson. If devising people were looking for devices either 
in the banking field or any other corporate field, here would be a 
method. 

Now this suggested section 27 is entirely new; is that right? 

Mr. Copurn. Yes; that is a new section. 

Mr. Henverson. And did I understand, Mr. Cook, that the Corpora- 
tion has no favorable feeling with regard to that section ? 

Mr. Copurn. That is correct. 

Mr. Henperson. You don’t see any need for it ? 

Mr. Cook. I don’t think it is necessary. 

Mr. Henperson. Mr. Chairman, Mr. Multer has handed me a news 
clipping from the August 6 issue of the New York Herald Tribune, 
which deals with the Matter of undisclosed ownership and I would 
like to have permisison to insert that in the record at this point. 

The CHarmman. That may be inserted in the record. 

(The document referred to is as follows :) 


{From the New York Herald Trinune, August 6, 1957] 
AccUSED OF Rep Frontinc—Swiss BANK FirM BarReED FroM DEALING IN STATE 


A Swiss banking firm charged with fronting for Russian satellite interests 
trying to buy stock in American strategic materials producers, was permanently 
enjoined yesterday from dealing in securities in New York State. 

Attorney General Louis J. Lefkowitz obtained an injunction against the firm, 
S. A. de Placements Mobiliers, in New York County Supreme Court. The order 
was signed by Judge Harold A. Stevens. 

It grew out of an earlier order handed down in April requiring the firm, also 
known as Placemobile, to make an appearance in New York Supreme Court 
June 14. 

According to the attorney general's office, the firm failed to do so. It subse- 
quently was declared bankrupt by the Swiss Government and put under the 
jurisdiction of the Geneva office of bankruptcies. 

Another firm, Banque Ferrier, Lullia which held a 50-percent interest in Place- 
mobile, complied with the order to appear for questioning and did not figure in 
yesterday’s injunction, the attorney general’s office said. 

Besides failing to give essential information that would have linked it with 
Iron Curtain capital, Placemobile, along with financier Charles R. Stahl, was 
charged with fraudulent promotion of $6 million in Canadian mining securities. 

According to the attorney general’s office, Mr. Stahl controlled Placemobile. 

Yesterday’s order was consented by an attorney from the Geneva bankruptcy 
office. The attorney general said he was “gratified by the cooperation shown in 
this matter by the Geneva authorities. 

A spokesman said the investigation into Mr. Stahl’s activities was continuing 
and that, when last heard of, he was living in Rio de Janeiro. 

The attorney general’s office in April said that Placemobile, through a Cana- 
dian firm of which Mr. Stahl was a director, was trying to buy working con- 
trol of a number of free world strategic materials producers for “certain persons 
and firms” in Communist countries. 

A spokesman yesterday amended this to say the firm was trying to get “at least 
10 percent” equity position in a number of American and Canadian companies. 


Mr. Henvrerson. Turning just for one moment to another line of 


inquiry, how many banks in the last year—I understand you use the 
fiscal year; is that correct ? 
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Mr. Coox. Yes, we use the fiscal year. 

Mr. Henverson. How many banks have you come to the rescue of 
in the past fiscal year ¢ 

Mr. Coox. I think it was 2 or 3 in the last year. It was two in the 
last fiscal year. 

Mr. Henverson. And what has been the extent dollarwise of your 
coming to the rescue of those banks? 

Mr. Coox. Do you have those figures, Mr. Loeffler, the amount that 
we put into these last two cases? 

Mr. Cramer. $1,200,000 in Yorktown, Tex. 

Mr. Henperson. That is one bank, you say ¢ 

Mr. Coox. Yes. That was in Yorktown. What was the other one, 
Dr. Cramer? 

Dr. Cramer. $1,200,000 total. 

Mr. Henperson. And you do not have the other figures? 

Dr. Cramer. That is for both banks. 

Mr. Henperson. Now, what was the income of the Corporation in 
the same fiscal year? 

Mr. Coox. We will have those figures for you in just a moment. 

Mr. Henverson. All right. 

Dr. Cramer, $112 million. 

Mr. Henperson. And what were your expenses during that same 
year ¢ 

Dr. Cramer, $9 million. 

Mr. Henverson. And then with the year end your accumulation 
was—— 

Dr. Cramer, $102 million. 

Mr. Henverson. Thank you, Mr. Chairman. 

Mrs. Grirrirns. Mr. Chairman, may I ask a question ? 

The Cuatrman. Mrs. Griffiths. 

Mrs. Grirrirus. I would like to ask you, Mr. Cook, when an insured 
bank fails, do you determine what will happen to the assets ? 

Mr. Coox. We take them over ourselves and liquidate them. 

Mrs. Grirrirus. In what order do you pay off the depositors, how 
do you pay off the depositors ? 

Mr. Cook. Pay them by check or transfer of their deposits to a go- 
ing bank if they ‘desire, or we give them a check and they can do with 
that as they like, have it chec ked, or take it to any bank. 

Mrs. GRIFFITHS. Let me ask this: If you hs ad a thousand $5,000 
depositors, and one $5 million depositor, and the assets were $5 million, 
what do you do with the $5 million, whom do you pay? 

Mr. Cook. The first obligation would be to pay up to $10,000 on any 
account. Then after that in the liquidation there would be liquidating 
dividends in which they would participate in amounts over $10,000. 

Mrs. Grirrirus. Well, in this instance you would pay off the thou- 
sand $5,000 depositors? 

Mr. Coox. They would get their money completely, immediately. 

Mrs. Grirrrrus. And the $5 million depositor would lose? 

Mr. Coox. Not necessarily. It would depend on the success of 
liquidation. I think Dr. Cramer can probably give you the total ex- 
perience on that. In cases where there has been receivership, haven’t 
we liquidated where those with an excess amount were paid up to 
better than 98 percent ? 
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‘ Be Cramer. That is about the figure. It varies in each individual 
ank. 
Mr. Coox. That is the average experience. In some cases they 
get a hundred percent. 
Mrs. Grirrirus. Thank you. 
Mr. Muurer. Mr. Chairman. 
The Cuarrman. Mr. Multer. 
| Mr. Cozurn. Mrs. Griffiths, might I call attention to this: If the 
bank closes and the Corporation doesn’t have a right to close it, if 
it is a State bank the liquidation and the administration of the estate 
is under State law, under and pursuant to State law. In several of 
the States, in I think more than half of them, the Corporation may 
) be appointed receiver, and in all cases currently we are acting as 
receiver, at least those we have had in the last 4 years. Now, the 
order of payment of creditors, if there is any priority, is determined 
by State law. However, the initial action that the Corporation takes 
is to go in and ascertain the deposit liabilities and pay to the deposi- 


: tors the insured amount of their claims, that is the claims up to 
$10,000. Then the Corporation is subrogated to the rights of those 
depositors to the amount of such payments. The estate is then liqui- : 
dated and we participate in the dividends with the depositors accord- ! 

| ing to the ratio that the insured deposits would bear to the excess . 

, uninsured deposits. 

Mrs. GrirrirHs. Now, do you come in first? 
Mr. Cosurn. No, we come in ratably at the same time in the liquida- 

. tion. Now, if we are the receiver we liquidate to, say, 50 percent of 
the assets and we make dividends, we pay to ourselves the proportion 
of the assets—-we pay to ourselves from the liquidated assets the ratio 
that the insured deposits that we have paid off bears to the total 
deposit obligation, and the excess depositors’ share ratably with us. 

Mrs. Grirrirus. That is if there were $10 million worth of deposits, 

A $5 million of them insured? 

Mr. Cozurn. And $5 million weren’t, we would get half and the 
excess depositors would get half, Mrs. Griffiths. 

7 Mrs. Gruirritus. Well, then the excess depositors really have a 
great advantage in depositing in an insured bank although they 

“4 themselves aren’t insured. 

h Mr. Muurer. Let me clarify if I may. All of the claims on insured 
accounts up to $10,000 are established and paid ratably first. So if 

0 there is an account in excess of $10,000, that account is insured to 

1, $10,000, and the first $10,000 is handled the same as everybody else’s 
insured account which is under $10,000. It is only when you get to 

y the point after your corporation has paid all of its deposit obliga- 

s tions to the extent of the amount insured, that you take into account 
and distribute as far as you can to the depositors who have no in- 

“4 surance. 

Mr. Conurn. That is right. 
Mr. Mutter. That is to the extent of any excess over $10,000. 
Mr. Cosurn. Now may I say in making that second distribution, 

of the Corporation shares, because it is subrogated to the rights of the 

5 depositors whose claims we paid, and we share with the excess de- 

e positors, so in Mrs. Griffiths’ illustration, if the insured deposits total 

0 


$5 million and the excess deposits totaled $5 million, then in any 
distribution if we were distributing a hundred thousand dollars, for 
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instance, as a dividend, we would get $50,000 of the dividend and the 
excess depositors would get $50,000. 

Mr. Mocurer. I think that clears it up. The uninsured portion does 
not get an undue advantage because it has no insurance. 

Mrs. Grirrirus. Yes, they do. Of course, they get an advantage. 
They have a real advantage from having been in a bank that has the 
insurance, 

Mr. Moutrer. If there was no insurance in the bank, and none of 
the accounts were insured, and you have $10 million in deposits, all 
of the depositors would share ratably in all of the assets until they 
are paid in full. If there isn’t enough, they would all have to bear 
the same loss, but where there is insurance—correct me if I am wrong, 
Mr. Coburn—where there is insurance, the assets are first used to pay 
the insured accounts. 

Now, if there is any loss 

Mrs. Grirrirus. Now that isn’t true. He just go through saying 
that what they pay the insured loss with is the money from the FDIC. 

Mr. Cosurn. That is right. 

Mr. Murer. But that is a matter of convenience so the depositor 
doesn’t have to sue. The depositor who has insurance is entitled to 
be paid the day you close up the bank, and you observe and recognize 
that obligation and give the depositors the money immediately. 

Mr. Cosurn. That is right. 

Mr. Muurer. The Corporation then steps into the shoes of that 
insured depositor to the extent of the payment you made to him 

Mr. Cosurn. That is right. 

Mrs. Grirrirus. He would be a preferred creditor. Their subro- 
gated rights should be preferred. 

Mr. Mutrer. But they are subrogated rights to the extent of the 
insurance paid by FDIC, then FDIC becomes a general creditor with 
the other depositors. 

Mrs. Grirrirus. They are insured. They should be paid and—— 

Mr. Mutrer. I am not arguing about whether there should be a 
change in this statute, but the FDIC does not become a preferred 
creditor under existing law. They share ratably with the uninsured 
accounts. Mrs. Griffiths suggests something that may require some 
attention by us legislatively. 

The Cuatrman. You are just subrogated to the rights of the de- 
positors to the extent that you have p: aid them; is that right ? 

Mr. Copurn. That is right. 

The Cuamman. That is the whole thing. 

Mr. Mutter. But FDIC shares equally with the ae accounts 
in a distribution of the assets, if they are insufficient to pay all depos- 
itors in full. 

The Cuarrman. They pay him the $10,000 first, or whatever they 
might pay him. They might pay him $1,000, and then they are sub- 
rogated to his rights, and the ‘y come in as a common creditor with the 
rest of the people; do they not? 

Mr. Copurn. That is right. 

The Cuarrman. They are not preferred. 

Mr. Berts. Now, may I ask one question to follow through there? 
If an account is $10,000 and you pay the $10,000, then in liquidation 
pay 50 cents on the dollar, you get back $5,000; don’t you? 

Mr. Cosurn. That is right. 
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Mr. Muurer. Mr. Chairman, I think you recognized me to follow 
after Mrs. Griffiths. I had no objection to her pursuing the matter 
because we want this cleared up. Now Mr. Cook, Mr. Widnall has 
suggested that possibly what I said before with reference to Mr. Pat- 
man’s interrogation when he yielded to me, that possibly what I said 
ought not to remain in the permanent record. I am big enough to 
apologize if I made a mistake or made a statement that is incorrect. 

Now let’s find out what the situation is. I refer first to section 8 
of the proposed bill which is the existing law. I am reading from 
pages 146 and 147 of the committee print of the bill and we refer to 
that because that shows the changes in existing law much more readily. 
“Examinations of Banks” is the title of the section : 


The Board— 
being the Board of FDIC— 


shall appoint examiners who shall have the power on behalf of the Corporation 
to examine any insured State nonmember bank, any State nonmember bank 
making application to become an insured bank, whenever in the judgment of 
the Board an examination of the bank is necessary. 

Mr. Berts. Where are you reading from ? 

Mr. Mumma. Page 146. 

Mr. Mutrer. The bottom of the page. I have read the first sentence. 
T will continue. 

In addition to the examination provided in the preceding sentence, such 
examiner shall have like power to make special examinations of any State 
member bank and any national bank or district bank whenever in the judgment 
of the Board such special examination is necessary to determine the condition 
of any such bank for insurance purposes, 


I am reading now from the top of page 147. 


Each such examiner shall have the power to make thorough examination of 
all of the affairs of the bank * * *, 

Now, the rest of it I don’t think is of any importance. Now, does 
that mean what it says, each examiner shall have the power to make 
a thorough examination of all of the affairs of the bank? 

Mr. Coox. That is the language, sir; yes. 

Mr. Mutter. Now, do you want to persist in your statement, Mr. 
Cook, that it is not the duty of FDIC and its examiners to inquire 
into the operation of a bank as to whether or not it is giving away 
the money of its depositors and its stockholders? 

Mr. Coox. In cases where those things are discovered, naturally 
they are reported and the proper corrective measures are insisted 
upon, but in the matter that you discussed before, if the bank is well 
managed, if they decide to make some—well, some banks make con- 
tributions to the community funds, to charitable organizations, and 
that is not giving away the depositors’ money, that is giving away 
the stockholders’ money. 

Mr. Moturer. I don’t quite agree with you. 

Mr. Coox. Why not? 

Mr. Mutter. To what extent does the bank get the maximum part 
of its revenue, from the stockholders’ money or from the depositors’ 
money ? 

Mr. Coox. Naturally, the initial investment is the stockholders’ 
money. That is the capital stock of the bank and, of course, that 
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money is used to provide quarters and equipment and all of that. 
Then the earnings come, of course, from capital funds and from the 
deposits which are invested or loaned to borrowers and invested in 
securities, bonds, for the income of the bank. That income belongs 
to the stockholders. 

Mr. Motrer. That portion of it which is assigned to undivided 
profits and surplus is additional security for the deposits. 

Mr. Coox. That comes out of earnings. 

Mr. Muurer. Now, Mr. Gidney and Mr. Martin both agreed before 
this committee that if the banks were relegated to earning money on 
their capital and surplus alone and not using depositors’ money with 
which to earn profits, they couldn’t even make their expenses. 

Mr. Coox. I will agree with that statement. 

Mr. Mutter. So that anything the bank does with its money it is 
doing with the depositors’ money as well as with the stockholders’ 
money. 

Mr. Coox. And by the same token they are serving the depositor by 
making available the facilities of the banks, checking accounts, sav- 
ings accounts, and other facilities the banks provide for their 
customers. 

Mr. Murer. I am in agreement with those who say that banks 
should make contributions to the communities in which they opet rate, 
both by way of contributions to the civic enterprises of the community 
and to the charitable and philanthropic and educational facilities of 
the community, and I approve of them, and I am sure you do, too. At 
the same time, while approving that broad principle, it is the duty 
of your examiners to inquire into and make sure they are not giving 
too much of their money away as contributions. 

Mr. Coox. Well, their primary responsibility is to examine the 
quality of the assets of the bank and to appraise and study the quality 
of the management. I made a statement yesterday to you, sir, that 
you can usually judge the quality of the assets of the bank by the 

uality of the management. 

Mr. Mouurer. That is quite right, and your examiners must neces- 
sarily determine as to—— 

Mr. Coox. If they find excesses in those things, where there is evi- 
dence of mismanagement, misapplication, naturally we jump onto 
those things immediately and require correction. 

Mr. Murer. That is right. 

Mr. Greensipes. Mr. Congressman, may I ask if the article you 
referred to and introduced is not the cancellation of the 4 millionth 
loan issued by a bank ? 

Mr. Motrer. No, I will quote the article to you: This gentleman 
whose picture is shown receiving the check— 
is the luckiest debtor in New York today. His smile is understandably bright 
as he accepts a $1,560 check from the vice president of the bank to celebrate 
reaching its $4 million personal loan mark. The bank gave the money, no strings 
attached. 

That is the quote. 

Mr. Mumma. How did he get that; was he luky in being the 4 mil- 
lionth ? 

Mr. Mutter. I would like to know, too, and I would like to know 
why the examiners don’t pick up matters of this kind and find out 
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whether this is proper or improper activity on the part of the banks. 

Mr. Mumma. Well, if the person was going to be lucky in being the 
400th one 

Mr. Mvtrer. You and I can run all the lotteries we please as indi- 
viduals, and if we own a private business we might do it, until the 
law catches up with us, but if we are running a quasi-public corpora- 
tion or utility company, we have no right to do it. 

Mr. Mumma. That ‘euasi” is the word that governs. It is not fully 
public. 

Mr. Mutrer. Let’s find out. Mr. Cook, don’t you and the banking 
fraternity look upon banks as quasi- -public institutions ¢ 

Mr. Coox. Yes, but the same could apply to utilities and other insti- 
tutions. 

Mr. Mutrer. And your examiners certainly can’t determine whether 
a bank’s management is indulging in excesses by way of gifts or con- 
tributions or bad investments unless you actually inquire into what 
they are doing? 

Mr. Coox. Well, naturally the question of investments and loans is 
very carefully screened; credit statements, collateral, and all of that 
are required. But it would be impossible with the staff of any super- 
visory agency, whether it be Comptroller of the Currency or ourselves 
or any State banking authority, to check every item—all of the ex- 
penses that are paid. Naturally, the examiners look into whether 
expenses are out of line with income, and if there are excess salaries 
being paid and all of that, excess bonuses, they check into that, and 
if these cases turn up, naturally, they are criticized and required to 
correct those conditions. 

Mr. Murer. Mr. Cook, I know the difficulties you have and your 
examiners have because of lack of sufficient personnel to do the job 
and I sympathize with you and with them because of the tremendous 
burden they are carrying, but the point I am making is when this 
statute says it is your duty “to examine all of the affairs of the bank,” 
that means precisely that. 

Mr. Brrrs. Would you yield there a minute? 

Mr. Muurer. Yes. 

Mr. Berrs. To clear up something in my mind, does that article give 
the total assets and total deposits of the bank ¢ 

Mr. Muurer. There is no secret about this. This is the second 
largest bank in the world. It is the First National City Bank of 
New York. 

Mr. Berts. The reason I ask that is because the statute that you read 
from says they have the right to make this examination for insurance 
purposes. It seems to me that, to a bank with tremendous assets, the 
insurance feature isn’t jeopardized much by giving away a $1,500 gift. 
If it is wrong it is with the State authorities. 

Mr. Mcurer. If it is all right to give $1,560 today, why isn’t it all 

right to given $15,000 tomorrow? Why can't you multiply this by a 
iiition depositors and then what happens ? 

Mr. Berrs. When did that happen / 

Mr. Mutter. This happened on August 8, 1957. 

Mr. Mumma. Why don’t you have him make an examination of the 
facts in the case and given you a letter on it, Mr. Multer ? 

The Cnarrman. What was the consideration ? 
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Mr. Mourer. I imagine there was no consideration, otherwise it 
wouldn’t have been given “with no strings attached.” Tf there were 
a consideration I would like to know about it. 

Mr. Coox. Mr. Greensides has a statement. 

Mr. Greensives. Mr. Chairman, there are many banks in the country 
that make it a practice for advertising purposes to cancel some loan 
that reaches a given number. In this instance I think it was the 
4,000,000th loan. They may do that, they may enhance the account of a 
new depositor if he happens to be the 15,000th depositor—something 
like that. It is a part of the advertising program of the institution 
and in no instance that I have seen of this type have I seen that the 
amount was excessive. It is true that the bank doesn’t know what the 
amount of the 4,000,000th loan is going to be so it does not have control 
of the amount of that loan, excepting that there is a ceiling for indus- 
trial loans or personal loans. I think the ceiling is probably $3,500. 
That is the most that this bank could have given away in the form of 
advertising in canceling its loan. But it is a part of the advertising 
campaigns ; of the banks and ordin: irily their advertising budgets are 
within reasonable limits. 

The Cuarrman. Is that approved by the board of directors ? 

Mr. Greensives. Their siivetieinie budget is approved by the board 
of directors. 

The CHarmman. Is it approved at a stockholders’ meeting ? 

Mr. Greensipes. Not necessarily. The general management and 
operations are revealed to the stockholders at the meeting and there 
is general approval. 

The Cuarrman. Of course, that is not paid out of the depositors’ 
money. It is paid out of the funds of the otis and the stockholders 
would be the ones to approve. If they approve that kind of advertis- 
ing, of course it might be unjust in some respects, but there would be 
nothing to criticize it, I suppose. 

Mr. Coox. Things like that create good will for a bank. It is really 
advertising. It creates good will for the bank—brings in new cus- 
tomers and creates interest in the operations of the bank. 

Mr. Muurer. And are we to understand that you gentlemen approve 
that practice ? 

Mr. Coox. That is a question of management and when the bank 
is properly managed, and as far as we are concerned 

fr. Mourer. I am not talking about that. I want to know whether 
or not you gentlemen approve of this particular practice. 

Mr. Coox. We don’t approve of anything of that kind that is in 
eXcess. 

Mr. Mutter. Do you disapprove of this practice ? 

Mr. Cook. That is a question of management. As I told you yes- 
terday, when management is good and they exercise good judgment 
in their operations, that is a question for the board of directors and 
the management to decide. It is not our business to interfere in the 
management of banks except when they run into unsafe and unsound 
practices and do things which are contrary to good and sound man- 
agement. 

Mr. Motrer. With the most solvent bank in the world, do you 
approve of the bank making gifts to its customers? Do you approve 
of that kind of decision being made by management? 
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Mr. Coox. If management is doing a good job, it is none of our 
business. 

Mr. Mutrer. How do you enforce that provision of the statute that 

says they may make no gifts to their customers ¢ 

‘Mr. Greensives. The identity of the recipient of this gift could 
not be determined in advance. If the bank said we will give $1,500 
to John Doe, that would be different. 

Mr. Mutrer. Does the statute have any such limitation in it? 

Mr. Greenswes. I think they have every right to establish an ad- 
vertising fund. If they say they are going to cancel the 4 millionth 
note 

Mr. Mutter. Isn’t that a lottery. 

Mr. Greensives. The individual has no chance to buy a ticket. 

Mr. Murer. It is still a lottery. 

Mr. Greensiwes. He has no idea when he makes that application 
for a loan that he is going to be the four-millionth borrower. 

Mr. Muurer. Suppose I sold chances and the lucky prize was going 
to be awarded as of the date some bank which I name reaches $4 
billion in deposits or $4 billion in loans; is that a lottery ? 

Mr. Greensives. The bank would not be articipating in that; that 
is you running the lottery. 

Mr. Muurer. That is right. Doesn’t the law prohibit lotteries 

Mr. Coox. If the bank is not a party to it, the bank is not guilty of 
anything. You are the one running the lottery, not the bank. 

Mr. Mutrer. Does the law prohibit lotteries ? 

Mr. Coox. In some States I presume it does, but that has nothing 
to do with the question we are discussing. 

Mr. Murer. Is this a lottery or is it not a lottery ? 

Mr. Coox. I say, “No.” 

Mr. Murer. Is this man the luckiest debtor or isn’t he the luckiest 
debtor, when he gets a gift of $1,560 ? 

Mr. Cook. That is the bank’s business. If they decide to advertise 
in that way, that is the bank’s business, that is not our business. 

Mr. Mumma. What number were you, Mr. Multer ? 

Mr. Mutrer. I don’t know, but I would like to get in on it? 

Mr. Anperson. Would you yield for a moment, Mr. Multer ? 

Mr. Murer. Surely. 

Mr. Anpverson. If I could just ask a question about the subject Mr. 
Henderson was discussing with you, $1.2 million of FDIC. money 
has been invested in 2 banks. Were those banks closed or were they 
enabled to keep their doors open ¢ 

Mr. Cook. They were closed. 

Mr. Anperson. And that $1.2 million is the balance that the FDIC 
will have to put in after the liquidion of the assets ? 

Mr. Coox. Of course, we provide reserves for the losses, and as we 
recover—in many cases we recover the entire reserve that we have set 

aside where we can liquidate completely and that has happened and 
Mr. Coburn illustrated that very well in this main case. It will take 
us some time to liquidate that slow potato paper, but we are going to 
try to liquidate orderly and give the fellows a chance to work out. 
We will eventually get a substantial amount and maybe all of it back. 

Mr. Anperson. So the figures that you gave of $1.2 million are not 
an expenditure. They are an investment, some of which you may 
get back ? 
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Mr. Coox. We will get back a substantial part of it, possibly all. 

Mr. Anverson. Thank you. Did you, Mr. Cramer, have something 
further to clarify that ? 

Mr. Cramer. When I answered your question about $1.2 million, I 
misunderstood the question. That was the amount of the estimated 
loss, the reserves that we set up for our disbursement. Our disburse- 
ment to these 2 banks, 1 bank was $2,900,000 and the other bank was 
500,000, making 3,400,000, roughly, that we advanced to protect de- 

ositors, out of which we estimated we would—we set up reserves of 
1.2 million as part of our expenses for the year 1956. 

Mr. Anperson. So in that case the $1.2 million is your best estimate 
of the losses on those 2? 

Mr. Cramer. Yes; that is correct. 

Mr. Mutter. Mr. Chairman, I had the witness. It is now 7 minutes 
after 12. 

Mr. Tatie. Mr. Chairman 

The Cuarmman. Dr. Talle. 

Mr. Mutrer. Mr. Chairman, I had the witness. I yielded to Gen- 
eral Anderson, now I would like to continue. It is now 7 minutes 
after 12. I would like to know when will we continue further. 

The Cuarrman. We are going to adjourn in 2 or 3 minutes because 
the House is in session. 

Mr. Mutter. When will Mr. Cook be back, please, so I can continue ? 

Mr. Coox. I am subject to the call of the Chair, sir. 

Mr. Mutter. What is that? 

Mr. Coox. 1 am subject to the call of Chairman Spence. 

The CHatrman. All right. Can you come back tomorrow at 10 
o'clock ? 

Mr. Cook. Yes, sir. 

The Cuamman. Dr. Talle desires to make a statement. 

Mr. Tatix. Yes, Mr. Chairman. I should like to say, Mr. Cook, 
that my associations with you have always been unusually pleasant, 
and I know something about the record you have established in your 
office. I regret that you plan to retire. You have preserved and 
helped to strengthen the confidence of the American people in our 
financial institutions and in doing so, you have cemented the confidence 
the American people have in their Government. Finally I would 
apply to you the words of Scripture, “Well done, thou good and 
faithful servant.” 

Mr. Coox. Thank you. 

The Cuairman. We will adjourn now until 10 o’clock tomorrow. 

(Whereupon, at 12:10 p. m., the committee adjourned to reconvene 


at 10 a. m., August 15, 1957.) 
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THURSDAY, AUGUST 15, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence (presiding) ; Messrs. Brown, Patman, 
Multer, Barrett, Mrs. Sullivan, Mrs. Griffiths, Messrs. Coad, Ander- 
son, Breeding, Talle, Betts, Mumma, Bass, Seely-Brown, Henderson, 
and Chamberlain. 

The Cuatrman. The committee will be in order. I might say to 
the committee that at the conclusion of the hearing today Mr. Cook 
and Mr. Coburn will be dismissed and that the hearings will be dis- 
continued until the next session of the Congress. 

Mr. Motrer. Mr. Chairman, with reference to your statement on 
the record here, I have no objection to proceeding as indicated pro- 
vided that that does not mean that Mr. Cook and other witnesses will 
not be available at another public hearing at some future time so 
that they can answer all questions that may be pertinent with refer- 
ence to this matter. 

The CuHatrman. They are available all of the time, but we can’t 
sall for them every time any member 

Mr. Mutrer. I have had exactly 14 minutes in which to examine 
Mr. Cook since the 5-minute rule. 

The Cuairman. Mr. Multer, I can’t conceive how you can think 
you have been mistreated in the hearings. 

Mr. Muvrer. Mr. Chairman, I am not urging that I was mistreated. 
I am urging that I want a full opportunity to examine all witnesses. 

The Cuairman. That is the ruling of the Chair and it is going to 
stand. 

Mr. Moutrer. It will stand until the next executive session of the 
committee and if the committee ratifies your ruling then I will have 
to abide by it, but I certainly intend to present the matter to the 
next executive session of this committee 

The Carman. That is all right; I have ruled. 

Mr. Murer. With respect to the right of each member to examine 
all witnesses fully. 

The Cuamman,. That is not a matter for the record here. 

Mr. Mutter. It is a matter of record here and I am going to ma! 
it a matter of record every time you say you are going to dismiss 
witnesses. 
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The CHatrman. You have been continually protesting all along. 
The first time I ever heard such objections made was when you ar- 
rived here. Mr. Cook, I am going to ask you a question. 

Mr. Cook. Yes, sir. 


FURTHER STATEMENT OF HON. H. E. COOK, CHAIRMAN, BOARD 
OF DIRECTORS, FEDERAL DEPOSIT INSURANCE CORPORATION 


The CHatrman. I know you are familiar with the insurance pro- 
visions with reference to the savings and loan association. 

Mr. Coox. Yes, sir. 

The Cuamrman. And you know whether or not examinations are 
adequate and whether or not the insurance is appropriate and effec- 
tive. I would like to have your opinion on that. 

Mr. Coox. I think their insurance is effective, I think it is adequate. 
In amount it is the same as we cover up to $10,000. The only differ- 
ence is this: In the event that a building and loan that is insured 
should be short of cash they might require some time before they 
would meet demand for immediate payment but nevertheless that 
doesn’t mean that the insurance is not good. It is. The difference is 
this: When a claim is made with us and the bank is in our hands, we 
have to pay immediately. 

When I say immediately, we have got to verify the acccounts, it 
usually takes a week or 10 days, then we pay in cash. 

The Cuamman. Well, the delay in payment by the savings and 
loan association is optional. 

Mr. Coox. It would be, yes. 

The Cuarman. And if they desired, they could pay immediately. 

Mr. Cook. If they have the cash they pay on demand; if their pay- 
ments are slow coming in or deposits are not coming in, they might 
not have the adequate cash to pay. Nevertheless, that would not 
mean they are not solvent and would eventually pay. 

The Cuamman. And the examination is comparable to the exami- 
nation of the banks? 

Mr. Cook. I believe so. I have never had any contact with their 
examination procedures. I think possibly Mr. Greensides is more 
familiar with the examination than I would be. 

The Cuarrman. And the insurance is the same as the banks with 
reference to coverage ? 

Mr. Cook. Yes. 

The Carman. I am willing to recognize members who desire 
recognition. 

Mr. Parman. May I ask one thing, Mr. Chairman? That I be 
permitted to read a very short statement in connection with a state- 
ment that was made yesterday about commercial banks helping their 
depositors. It is from the Financial World of August 14, 1957, a 
Wall Street publication, and I will quote it. It is only about 8 or 10 
lines. It reads: 

Commercial banks have been reaching out for new types of business in their 
competition for deposits, coinciding with the investment of vast sums in labor- 
saving electronic devices. The more significant of the services is offered to major 
depositors lift onerous functions from customers’ offices. But a committee of 
the New York State Bankers Association, after studying the matter closely, comes 
out with a warning that “any services rendered for bank balances other than 
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normal banking services constitute an indirect payment of interest in violation 
of” the Federal Reserve regulations against payment of interest on checking 
accounts. 

That is in connection with the colloquy yesterday with reference to 
the payment of interest indirectly to evade the law. I felt that state- 
ment would be interesting as a part of the record. Thank you very 
much, Mr. Chairman. 

The CuarrmMan. Any further questions? 

Mr. Mutter. Mr. Chairman. 

The CuarrmMan. Mr. Multer. 

Mr. Mutter. I would like to have made part of the record a letter 
dated August 5, 1957, sent to me by Eugene Zeitlin with reference to 
cumulative voting. 

The CuarMan. What are you asking be made part of the record ? 

Mr. Mutrer. A letter from Eugene Zeitlin dated August 5, 1957, 
addressed to me. 

The CHatrMan. On what subject ? 

Mr. Murrer. On the matter of mandatory cumulative voting. 
ask that the letter be made a part of these hearing records. 

Mr. Berrs. Who is it from, Mr. Multer? 

Mr. Mvuirer. Eugene Zeitlin who signs himself, “National Bank 
Stockholder.” 

Mr. Berrs. Well, I won’t object this time, but I don’t see why all of 
these letters from people should be made a part of the record when 
they are not here in person. We can’t ask them questions and inquire 
further as to their reasons. 

Mr. Muurer. Maybe the thing to do then is follow the chairman’s 
suggestion and address questions to them in writing as we are sup- 
posed to do with these Government witnesses if we don’t have enough 
time to question them. I am not suggesting that is the proper proce- 
dure. I think it is improper procedure. 

Mr. Berrs. I am not objecting to this; I am just asking the question. 

Mr. Murrer. I am just making my position clear. I cannot invite 
these people to come here but the committee can. 

The CuHarmmMan. Without objection, the letter may be incorporated 
in the record. 

(The letter referred to is as follows :) 

GONSER REALTY Co., 
Denver, Colo., August 5, 1957 
Hon. ABRAHAM J. MULTER, 
House Office Building, 
Washington, D. C. 

DEAR CONGRESSMAN MULTER: Your House Banking and Currency Committee 
is now studying Senate bill 1451. In this bill is a provision to eliminate manda- 
tory cumulative voting in national banks. 

The real reasons why some bank managers want mandatory cumulative vot- 
ing eliminated has never been made clear by them. I think that it should be 
stated in the record why bank managers really want cumulative voting eliminated. 
Following is a list of the reasons for their desire to eliminate mandatory cumula- 
tive voting: 

1. The elimination of mandatory cumulative voting will permit bank managers 
to selec t their directors on a discriminatory basis if they wish. 

. Where bank managers represent a few wealthy stockholders in the bank, 
the elimination of mandatory cumulative voting will mean that they can keep 
the bank dividend very low for the purpose of aiding these wealthy individuals 
in keeping their income taxes low. The public stockholders who wish to re- 
ceive a reasonable dividend will not be permitted to have a spokesman on the 
board protecting their interest. 

95375—57—pt. 1 51 
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3. Under cumulative voting the public stockholders are permitted to elect 
directors who will represent them. These directors in turn elect the president 
of the bank. After the elimination of mandatory cumulative voting, the bank 
presidents will be able to select all the directors for the bank and thus the em- 
ployees become the masters of the owners. 

Please have this letter made a part of the record in the hearings on §S. 1451. 

Respectfully yours, 
EUGENE ZEITLIN, 
National Bank Stockholder. 


Mr. Muurer. Mr. Cook, I have received this morning a letter dated 
August 12, 1957, from Phillip Courtney, president of Coty, a large 
company, I think one of the largest and best known in its field. “T 
believe that its stock is traded on the New York Stock Exch: inge. In 
his enclosures he states among other things as follows: 


Most of the people have come to believe that we are witnessing a new kind of 
inflation due to some strange new forces or causes. The truth is that we are 
simply foolishly repeating what we did in the 1920's. 

Now I have heretofore said during the course of these hearings, the 
same thing. I didn’t use that exact language but what I said in sub- 
stance is, that what we are doing here by the changes sought to be made 
in the various titles of this bill, is to write back into the law some of 
the foolish things that were allowed to occur in the 1920's, particularly 
with reference to b: inking. 

I would like to have you or your organization submit to us, to this 
committee an explanation of each of the changes in title 3 of this bill, 
which is the Federal Deposit Insurance Act, as to each of the changes 
made in the statute, indicating, if you know, who recommended the 
change, what reason they gave for the change, or for recommending 
the change and what the position of your Board is with reference to 
each change and the reasons why you support or oppose each change. 

Mr. Berrs. Will you yield there? I am asking whether or not it is 
proper to ask an official of the Government whether or not he knows 
who prepared these sections in the law or the bill. I think that is going 
too far. I think he has testified and each Government official who has 
been up here has testified as to their position. 

Mr. Muurer. He has testified as to some of the changes. He has not 
testified as to all of the changes. 

Mr. Berts. Well, Mr. Chairman, I think that is going too far to ask 
a Government official to state who proposed each section of the bill. 

The Cuatrman. The official can exercise his judgment in the mat- 
ter. If he feels it is confidential he should not answer, he can refuse 
to do so. 

If there is any confidential relationship—— 

Mr. Cosurn. Mr. Spence, may I say as far as the recommendations 
that the Corporation made at the time the matter was before the Sen- 
ate committee, we made some recommendations and in each instance 
gave our reasons why we were recommending, that is part of the Senate 
hearing records and we can repeat that. Now as far as the terminology 
that was used, it came from many conferences. It was finally, I guess, 
screened by me as general counsel for the Cor poration to put it in 
proper terminology, but. to say who had a part in it, members of the 
Legal Division, members of the staff, they all participated in it, and 
I think, for instance, in only one instance have we made any recom- 
mendations that we had conferences with bankers and that was in 
reference to the provision that we spoke about yesterday in Connecti- 
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cut, in which representatives of the Connecticut bankers have carried 

on correspondence with us, with the Corporation, over a matter of 10 

or 15 years to get a proper interpretation of the law and to get a more 
satisfactory situation in reference to trust funds. 

The Cuamman. Was that a change in policy or merely in interpre- 
tation ? 

Mr. Cosurn. No, sir; it was sincerely clarification, with that excep- 
tion. Now I think we can comply with Mr. Multer’s request in this 
instance. We have stated that. There may be other instances, but 
that is the only one that occurs tome. Now some of these suggestions 

came from the Senate committee. They asked us to draft terminology 
in reference to several situations and we did that. I think that—— 

The CHarrMan. Were these conferences held with the governmental 
agencies? ‘There were outside people in the conference, weren’t there 
The advisory council w as there; was it not ? 

Mr. Copurn. Let me say in reference to section 23 which is the 
merger provision, we have had interagency conferences, that is with 
the Department of Justice and with representatives particular ly of the 
Division of Federal Reserve and the Comptroller’s Office, just over a 
several months period of time. Iam sure we talked with Mr. Rogers 
and members of the staff of the Senate committee at that time, and it 
is hard to recollect whether or not any bankers were participating in 
it. To my recollection, at the present time there weren’t any. 

The Cuarrman. You made that statement to the Senate; did you 
not ? 

Mr. Copurn. Yes, sir; we have pretty well outlined all of our recom- 
mendations in making them to the Senate and we can give you that 
same information. 

Mr. Murer. Let me make myself perfectly clear if I can. I don’t 
want to know the names of people within your organization who par- 
ticipated. I assume that any recommendations your Board makes 
either through Mr. Cook, its Chairman, or through you, Mr. Coburn, 
its Counsel, and which it sends up to the Congress i is the action of the 
Board. We havearight to assume that. 

I am not concerned with who in the organization participated in 
preparing the language or making the recommendation. But I would 
like to know, and I think you are willing to tell us to the extent that 
it is within your knowledge, whether the American Bankers Associa- 
tion, or an independent banke ars association, made the recommenda- 
tion, or an independent bank made the recommendation, you can tell us 
that. 

If a committee in the other body or in this body asked you to prepare 
any language, you can indicate that to us. I am not looking for the 
individual names of anybody, but I think we are entitled to know the 
source of the recommendation for the « ‘hange, the reasons for it, if you 
know, that any outside source urged and what your reason is for or 
against, and to make it easeir, I don’t want you to repeat the reasons 
that you have already urged, either you or Mr. Cook have already urged 
before this committee in your formal statements or in writing your 
testimony thus far. 

I would like to have you include to the extent that it is available a 
to those items you have already referred to who made the recommen 
dations if they come from outside your organization. 
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The Cuatrman. I think the real issue here is whether or not the 
provisions are desirable and in the public interest. 

Mr. Murer. I am in complete agreement with that. 

The Cuarmman. If they are good recommendations, we ought to 
adopt them. 

Mr. Mutter. That is right, but in appraising whether they are good 
or bad, I think the Congress is entitled to know what the source is from 
which the recommendation emanates so that we can appraise it ac- 
cordingly, just as when a witness testifies in court we are entitled to 
know who the witness is and what his background is and then we can 
properly evaluate his testimony. 

Any time there is self-interest behind a recommendation, I think 
those who are required to appraise should know what the interest is 
and then appraise it in that light, not that always self-interest makes 
bad recommendations. 

(The data requested above is as follows: ) 


FEDERAL Dreposir INSURANCE CORPORATION, 
Washington, August 20, 1957. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

DrAR CoNGRESSMAN SPENCE: In compliance with the request made by Mr. 
Multer during the hearings on the Financial Institutions Act of 1957 (H. R. 
7026; S$. 1451) that the Corporation submit to the committee recommendations 
made by it for legislative changes, together with the reasons for such changes 
and the identity of the persons initiating the changes, we submit herewith: 

1. Copy of letter to Senator Robertson of October 2, 1956, outlining 30 
legislative proposals with reasons therefor ; 

2. Letter of November 2, 1956, to Senator Robertson with 5 additional 
proposals ; 

3. Draft of legislative language to be used in reference to each of the 
aforementioned proposals. 

In reference to the original 30 proposals, all of the material was initiated by 
the Corporation and its staff with the exception of proposal 4, relating to trust 
funds deposited by an insured fiduciary bank in a noninsured bank, and pro- 
posal 29 in reference to bank mergers. 

As indicated in the statement outlining the reasons for that proposal, the 
change in reference to the insured status of trust funds deposited in noninsured 
banks has been a matter of controversy for many years between the Corporation 
and the bankers of Connecticut. Many of the commercial banks with trust 
departments deposit trust funds in the mutual savings banks of that State. 
Deposits in mutual savings banks of Connecticut are not insured by the Corpo 
ration, but are insured by a State fund over which the Corporation has no 
jurisdiction or responsibility. The language of the proposal differs materially 
from that recommended by the Connecticut bankers but nevertheless the pro- 
visions of the present bill effect the end result sought by the association. 

In reference to the merger proposal, the legal staffs of the Board of Gover- 
nors of the Federal Reserve System, the Comptroller of the Currency, and the 
Corporation drafted a proposed amendment to the Federal Deposit Insurance 
Act, and the three agencies submitted it to the 84th Congress as 8. 3911. Popu- 
larly referred to as the Fulbright amendment, it passed the Senate, but was 
not acted upon in the House. 

As indicated in the letter of November 2, 1956, the five suggested amendments 
recommended by the Corporation latterly submitted resulted from suggestions, 
both formal and informal, made during the hearings by the Senate committee 
on the draft bill. 

Answering directly the inquiry of Mr. Multer, except as here indicated all 
of the recommended revisions, including the legislative terminology, were 
initiated and prepared by the staff of the Corporation. Industry representatives 
were not consulted on the matters. 
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I trust that the foregoing fully satisfies the request made on the Corporation 
for data concerning its recommendations on the currently pending bill. 
With personal regards, I am 
Sincerely yours, 
H. E. Coox, Chairman. 


FEDERAL Deposit INSURANCE CORPORATION, 
Washington, D. C., October 2, 1956. 
Hon. A. WILLIS ROBERTSON, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

DEAR SENATOR ROBERTSON : In accordance with your request, we are submitting 
the enclosed recommendations for the amendment of the Federal Deposit Insur- 
ance Act, and related laws, in connection with the current study by the Senate 
Banking and Currency Committee of the Federal laws governing financial insti- 
tutions and credit. 

Time has not permitted ascertaining the relation of these proposals to the 
program of the President. When we have been advised by the Bureau of the 
Budget of the relation of these recommendations to the program of the President, 
we will inform your committee. 

We are studying certain other amendments of the Federal Deposit Insurance 
Act and will submit our recommendations thereon as soon as possible. 

With personal regards, I am 

Sincerely yours, 
H. E. Coox, Chairman. 


RECOMMENDATIONS FOR THE AMENDMENT OF THE FEDERAL Deposit INSURANCE ACT 
AND RELATED LAWS 


1. Staggering of term of office of appointive directors. 

2. Service of Acting Comptroller of the Currency as a member of the Board of 
Directors, Comptroller of the Currency acting as Chairman of the Board of 
Directors, and certificate of members of the Board of Directors. 

8. Definitions of mutual savings bank and savings bank. 

4. Trust funds deposited by an insured fiduciary bank in a noninsured bank. 

5. Right of mainland insured bank to exclude from deposit insurance deposits 
of its branches in Alaska, Hawaii, or the Virgin Islands. 

6. Insurance of interest on deposits to date of closing of an insured bank. 

7. Transferred deposit made available on demand to a depositor as payment 
of his insured deposit in a closed bank. 

8. Definition of branch to include one anywhere instead of those where deposits 
are insured. 

¥. Insurance of deposits in all national banks. 

10. Change of term “thorough examination” to “examination.” 

11. Maintenance of assessment records by insured banks. 

12. Assessment credits. 

13. Limitation on actions for assessment payments. 

14. Procedure for voluntary and involuntary termination of insured status of 
banks. 

15. Redesignation of provisions of section 9 of the Federal Deposit Insurance 
Act. 

16. Employment, separation, or compensation of officers, employees, attorneys, 
and agents. 

17. Application by Corporation for subpena for the purpose of any hearing, 
examination, or investigation. 

18. Immunity from prosecution to persons compelled to testify or produce 
documentary evidence. 

19. Certification of records. 

20. Deposit insurance fund. 

21. Liability of Federal Deposit Insurance Corporation for insured deposits. 

22. Additional liability of national bank stockholders. 

23. Powers and duration of new national bank organized by Corporation to 
assume insured deposits of a closed insured bank. 

24. Temporary employees of the Corporation when acting as a receiver of an 
insured bank. 

25. Withholding payment of insured deposit to provide for payment of liability 
of depositor. 
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26. Loans to and asset purchases from receivers or liquidators of closed 
insured banks. 

27. Payment by the Corporation of Government’s share of costs of civil-service 
retirement and disability benefits and employees’ compensation benefits, and 
the extension of employees’ compensation and Federal employees’ unemployment 
compensation benefits to officers and employees of the Corporation. 

28. Accounting and auditing of the Corporation on calendar-year basis. 

29. Regulation of bank mergers. 

30. Loans to examiners of the Federal Deposit Insurance Corporation. 


Subject 
Staggering of term of office of appointive directors. 


Existing statute 

The third sentence of section 2 of the Federal Deposit Insurance Act, as 
amended (12 U. 8. C. 1812): 

“Each such appointive member shall hold office for a term of six years.” 


Recommendation 

This sentence should be amended to provide (1) that at the expiration of the 
present terms of the appointive directors, the President shall fix the term of 
the successor of 1 appointive director at 4 years, and (2) that each appointive 
director shall serve until his successor is appointed and has qualified. 


Reason 

The terms of office of the 2 appointive members now on the Board of Directors 
are for 6 years from September 6, 1951 (97 Congressional Record, p. 13141). 
The other member of the Board of Directors is the Comptroller of the Currency, 
who holds his office for a term of 5 years (12 U. 8. C. 2). His term of office 
is not affected by this amendment. This proposed staggering of the terms of 
office of the appointive members will assure better continuity in the management 
of the Corporation by avoiding the simultaneous expiration of the terms of 
the two experienced appointive members. The amendment providing for the 
service of the appointive directors until their successors have been appointed 
and qualified will assure a quorum for action by the Board of Directors until 
the successor of one of them has been appointed and qualified. Comparable 
provision for the staggering of terms of office and for continuance in office is 
provided for the Board of Governors of the Federal Reserve System (12 U. 8. C. 
242). For several years the Comptroller General, in his audit reports, has 
recommended legislation providing for the staggering of the terms of the 
appointive members. 


Subject 

Service of Acting Comptroller of the Currency as a member of the Board of 
Directors, Comptroller of the Currency acting as Chairman of the Board of 
Directors, and certificate of members of the Board of Directors. 


Existing statute 

The fourth, fifth, and last sentence of section 2 of the Federal Deposit Insur- 
ance Act, aS amended (12 U. S. C. 1812): 

“In the event of a vacancy in the office of the Comptroller of the Currency, 
and pending the appointment of his successor, or during the absence of the Com- 
trolier from Washington, the Acting Comptroller of the Currency shall be a 
member of the Board of Directors in the place and stead of the Comptroller. 

“In the event of a vacancy in the office of the Chairman of the Board of Direc- 
tors, and pending the appointment of his successor, the Comptroller of the Cur- 
rency shall act as chairman. 

“No member of the Board of Directors shall be an officer or director of any 
insured bank or Federal Reserve bank or hold stock in any insured bank; 
and before entering upon his duties as a member of the Board of Directors he 
shall certify under oath that he has complied with this requirement and such 
certification shall be filed with the secretary of the Board of Directors.” 
Recommendation 

(a) The fourth sentence of section 2 should be amended to authorize the 
Acting Comptroller to serve as a member of the Board of Directors in the absence 
of the Comptroller, whether he is in Washington or not. 

(b) The fifth sentence of section 2 should be amended to permit the Acting 
Comptroller to act as Chairman when there is a vacancy in that office until the 
election, rather than the appointment, of his successor. 








FINANCIAL INSTITUTIONS ACT OF 1957 791 


(c) The last sentence of section 2 should be amended to provide that each 
member of the Board of Directors shall certify under oath that he is not an 
officer or director of any insured bank or Federal Reserve bank and does not 
hold stock in any insured bank. 

Reason 

(a) This amendment would permit the Acting Comptroller of the Currency to 
serve as a member of the Board of Directors whenever the Comptroller of the 
Currency is unable to be present at the meeting of the Board of Directors, as 
when he may be absent on account of illness, whereas under the existing pro- 
vision the Acting Comptroller may only serve when the Comptroller of the 
Currency is absent from Washington. Provision is made for the exercise of 
the powers and duties of the Comptroller of the Currency by his Deputy Comp- 
troller and Assistant Deputy Comptrollers “during a vacancy in the office or 
during the absence or inability” of the Comptroller or the Deputy Comptroller 
(12 U.S. C. 4, 5). 

(b) This amendment would conform this sentence to the other provisions of 
the same section. The successor to the Chairman of the Board of Directors would 
be appointed as a Director of the Corporation and would then be elected Chairman 
by the Board of Directors. There is no provision in the act for appointment of 
the Chairman of the Board of Directors. Further, we recommend that the 
chairman be elected by the Board of Directors rather than appointed by the 
President, so that the Chairman may be of the same political party as that of the 
administration. Not more than two members of the Board of Directors may be 
members of the same political party. The Comptroller of the Currency represents 
the balance of power and this we deem to be in the interest of good administration. 

(c) This amendment would provide a more precise statement of the contents 
of the director’s certificate. 


Subject 
Definitions of mutual savings bank and of savings bank. 


Evisting statute 

Subsections (f) and (g) of section 8 of the Federal Deposit Insurance Act, 
as amended (12 U. 8. C. 1818 (f) and (g)): 

“(f) The term ‘mutual savings bank’ means a bank without capital stock 
transacting a savings bank business, the net earnings of which inure wholly 
to the benefit of its depositors after payment of obligations for any advances 
by its organizers. 

“(g) The term ‘savings bank’ means a bank (other than a mutual savings 
bank) which transacts its ordinary banking business strictly as a savings bank 
under State laws imposing special requirements on such banks governing the 
manner of investing their funds and of conducting their business: Provided, 
That the bank maintains, until maturity date or until withdrawn, all deposits 
made with it (other than funds held by it in a fiduciary capacity) as time say- 
ings deposits of the specific term type or of the type where the right is reserved 
to the bank to require written notice before permitting withdrawal: Provided 
further, That such bank to be considered a savings bank must elect to become 
subject to regulations of the Corporation with respect to the redeposit of ma- 
turing deposits and prohibiting withdrawal of deposits by checking except in 
cases where such withdrawal was permitted by law on August 23, 1935, from 
specifically designated deposit accounts totaling not more than 15 per centum of 
the bank’s total deposits.” 


Recommendation 
These subsections should be deleted. 


Reason 


There is no need or purpose for continuing these provisions. The definition 
of the term “State bank” in subsection (a) of section 3 includes any savings 
bank. The definition of mutual savings banks in subsection (f) of section 3 was 
necessary before the 1950 amendments of the act repealed the provision per- 
mitting a separate fund for mutuals for the benefit of mutual savings banks and 
depositors therein. The requirements in subsection (g) of section 3 as to notice 
of withdrawal of savings deposits, redeposit of maturing time deposits, and 
withdrawal of savings deposits by checking are provided in regulations of the 
Corporation relating to the payment of deposits and interest thereon (12 
C. F. R., pt. 8328), which are uniformly applicable to insured State nonmember 
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commercial and savings banks other than mutual savings banks and savings 
banks in New Hampshire operating substantially as mutual savings banks. The 
Board of Governor’s regulation Q (12 C. F. R., pt. 217) makes similar pro- 
vision for national and State member banks. 


Subject 
Trust funds deposited by an insured fiduciary bank in a noninsured bank. 
Existing statute 


Subsection (1) of section 3 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1813 (1)): 

“The term ‘deposit’ means the unpaid balance of money or its equivalent re- 
ceived by a bank in the usual course of business and for which it has given or 
is obligated to give credit to a commercial, checking, savings, time, or thrift 
account, or which is evidenced by its certificate of deposit, and trust funds held 
by such bank whether retained or deposited in any department of such bank or 
deposited in another bank, together with such other obligations of a bank as 
the Board of Directors shall find and shall prescribe by its regulations to be 
deposit liabilities by general usage: * * *” 

The first sentence of subsection (i) of section 7 of the Federal Deposit In- 
surance Act, as amended (12 U. 8. C. 1817 (i)): 

“Trust funds held by an insured bank in a fiduciary capacity whether held 
in its trust or deposited in any other department or in another bank shall be 
insured in an amount not to exceed $10,000 for each trust estate, and when de- 
posited by the fiduciary bank in another insured bank such trust funds shall be 
Similarly insured to the fiduciary bank according to the trust estates repre- 
sented.” 


Recommendation 


The provisions set forth above should be amended to change the words 
“another bank” to read “another insured bank” in order that trust funds re- 
ceived by an insured bank as fiduciary would not be insured and assessable 
when deposited by the fiduciary insured bank in a noninsured bank. 


Reason 


Trust funds received by an insured bank in a fiduciary capacity and deposited 
by the fiduciary insured bank in another insured bank or in a noninsured bank 
are asSessable and insured up to $10,000 for each trust estate. However, pro- 
vision is made in the Federal Deposit Insurance Act for the payment of insured 
deposits only at the time an insured bank is closed on account of inability to meet 
the demands of its depositors. If the noninsured bank, in which such trust funds 
are deposited by an insured bank as fiduciary, closes and pays out only a portion 
of the deposited trust funds, the insured bank, as fiduciary, may or may not be 
liable for the loss in the trust funds, depending on whether such a deposit of trust 
funds in a noninsured bank was proper or legal. In any event, the questions 
may arise whether the Corporation is liable for insurance on the loss of such 
trust funds deposited in a noninsured bank which has closed when the insured 
bank, as fiduciary, is or is not liable for the loss and, if the Corporation is liable, 
whether the Corporation must pay the amount of such loss at the time of the 
closing of the noninsured bank or whenever the fiduciary insured bank is closed 
on account of inability to meet the demands of its depositors. The ambiguity 
in the above provisions of the law presents two undesirable alternatives. One 
is the insurance by the Corporation of funds in a noninsured bank over which 
the Corporation has no supervision. The other is the indefinite postponement 
of the payment of insurance on a loss, incurred in a noninsured bank, on a 
deposit of trust funds by a fiduciary insured bank on which deposit assessments 
have been paid. The amendments recommended herein would resolve this prob- 
lem by providing that trust funds received by an insured bank as fiduciary would 
not be insured and assessable when deposited by the fiduciary insured bank in 
a noninsured bank. When such trust funds are retained by the fiduciary insured 
bank or when they are deposited by the fiduciary insured bank in another in- 
sured bank, they would be insured and assessable as under present law, 


Subject 


Right of mainland insured bank to exclude from deposit insurance deposits 
of its branches in Alaska, Hawaii, or the Virgin Islands. 
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Ewisting statute 

The second and third provisos of subsection (1) of section 3 of the Federal 
Deposit Insurance Act, as amended (12 U. 8S. C. 1813 (1)): 

“Provided further, That any insured bank having its principal place of business 
in any of the States of the United States or in the District of Columbia which 
maintains a branch in any Territory of the United States, or the Virgin Islands 
may elect to exclude from insurance under this Act its deposit obligations which 
are payable only at such branch, and upon so electing the insured bank with 
respect to such branch shall comply with the provisions of this Act applicable 
to the termination of insurance by nonmember banks: Provided further, That 
the bank may elect to restore the insurance to such deposits at any time its 
capital stock is unimpaired.” 


Recommendation 


These provisos should be repealed to terminate the right of any mainland 
bank to exclude from deposit insurance the deposit obligations of any of its 
branches in any Territory of the United States or the Virgin Islands. 


Reason 

There are no mainland insured banks operating branches in Alaska, Hawaii, 
or the Virgin Islands. In 1952 the right of mainland banks to exclude from 
insurance the deposits of their branches in Puerto Rico was removed from the 
second proviso of subsection (1) of section 3 (66 Stat. 605). Insured banks 
should not be permitted to exclude from deposit insurance any deposit obliga- 
tions in places where the statute provides for the insurance of deposits, which 
are the States of the United States, the District of Columbia, any Territory 
of the United States, Puerto Rico, Guam, and the Virgin Islands. 


Subject 
Interest on deposits to date of closing of an insured bank. 


Existing statute 

The first sentence of subsection (m) of section 3 of the Federal Deposit 
Insurance Act, as amended (12 U. S. C. 1813 (m)): 

“The term ‘insured deposit’ means the net amount due to any depositor for 
deposits in an insured bank (after deducting offsets) less any part thereof which 
is in excess of $10,000.” 


Recommendation 


A provision should be added after this sentence to include in the net amount 
of deposits in determining insured deposits any interest accruing up to the date 
of the closing of an insured bank. 


Reason 

Interest which has been credited to a deposit account is considered a deposit. 
Interest which has accrued but which has not been credited to a deposit account 
is not considered a deposit and is not included in determining insured deposits. 
Interest is generally paid or credited semiannually and quarterly. We believe 
that depositors should receive this protection and the paperwork involved in any 
receivership for small interest claims should be eliminated with resulting 
economies. This change would involve a relatively small increase in insured 
deposits. 


Subject 

Transferred deposit made available to a depositor as payment of his insured 
deposit in a closed bank. 
Evisting statute 

Subsection (n) of section 3 of the Federal Deposit Insurance Act, as amended 
(12 U. 8S. C. 1813 (n)): 

“The term ‘transferred deposit’ means a deposit in a new bank or other insured 
bank made available to a depositor by the Corporation as payment of the insured 
deposit of such depositor in a closed bank, and assumed by such new bank or 
other insured bank.” 

Subsection (f) of section 11 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1821 (f)): 

“Whenever an insured bank shall have been closed on account of inability to 
meet the demands of its depositors, payment of the insured deposits in such 
bank shall be made by the Corporation as soon as possible, subject to the pro- 
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visions of subsection (g) of this section either (1) by cash or (2) by making 
available to each depositor a transferred deposit in a new bank in the same 
community or in another insured bank in an amount equal to the insured deposit 
of such depositor : Provided, That the Corporation, in its discretion, may require 
proof of claims to be filed before paying the insured deposits, and that in any 
ease where the Corporation is not satisfied as to the validity of a claim for 
an insured deposit, it may require the final determination of a court of compe- 
tent jurisdiction before paying such claim.” 


Recommendation 


These subsections should be amended to expressly provide that a transferred 
deposit is payable on demand. 


Reason 


A transferred deposit made available to a depositor as payment of his insured 
deposit in a closed bank is a demand deposit. It was expressly provided in 
the Federal Deposit Insurance Act before the amendments of 1950 (12 U. 8S. C. 
264 (1) (6)) that a transferred deposit was “subject to withdrawal on demand.” 
The rules and regulations of the Corporation provide that a transferred deposit 
is a demand deposit (12 C. F. R. 305.1). The reassurance of depositors on this 
important matter makes it desirable that the statute again expressly provide 
that a transferred deposit is payable on demand. 


Subject 

Definition of branch to include one anywhere instead of those where deposits 
are insured. 
Evisting statute 

Subsection (0) of section 3 of the Federal Deposit Insurance Act, as 
amended (12 U.S. C. 18138 (0) ): 

“The term ‘branch’ includes any branch bank, branch office, branch agency, 
additional office, or any branch place of business located in any State of the 
United States or in any Territory of the United States, Puerto Rico, Guam, or 
the Virgin Islands at which deposits are received or checks paid or money lent.” 
Recommendation 

This subsection should be amended to change the definition of the word 
“branch” to include a branch anywhere rather than a branch in the places 
named in the present definition. 


Reason 


An insured State nonmember bank must obtain the consent of the Corpora- 
tion to establish or move a branch (12 U. 8S. C. 1828 (d)). The definition of the 
word “branch” in subsection (0) of section 3 is limited to one located in any 
State of the United States or in any Territory of the United States, Puerto Rico, 
Guam or the Virgin Islands, which are the places where deposits are insured. 
The establishment of branches by national banks and by State member banks 
in other places must be approved by the Board of Governors of the Federal Re- 
serve System (12 U. 8. C. 321, 601). Because of the risks involved to the capital 
funds of an insured State nonmember bank in establishing a branch anywhere, 
the consent of the Corporation should be required to the establishment of such a 
branch anywhere. 

Subject 

insurance of deposits in national banks. 
Ewvisting statute 

The first sentence of subsection (b) of section 4 of the Federal Deposit In- 
surance Act, as amended (12 U. 8. C. 1814 (b)): 

“Every national member bank which is authorized to commence or resume the 
business of banking, and which is engaged in the business of receiving deposits 
other than trust funds as herein defined, and every such national nonmember 
bank which becomes a member of the Federal Reserve System, and every State 
bank which is converted into a national member bank or which becomes a 
member of the Federal Reserve System, and which is engaged in the business 
of receiving deposits, other than trust funds as herein defined, shall be an in- 
sured bank from the time it is authorized to commence or resume business or 
becomes a member of the Federal Reserve System.” 
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The first sentence of section 5 of the Federal Deposit Insurance Act, as 
amended (12 U. S. C. 1815): 

“Subject to the provisions of this act, any national nonmeber bank which 
is engaged in the business of receiving deposits, other than trust funds as herein 
defined, upon application by the bank and certification by the Comptroller of the 
Currency in the manner prescribed in subsection (b) of section 4 and any State 
nonmember bank, upon application to and examination by the Corporation and 
approval by the Board of Directors, may become an insured bank.” 


Recommendation 


These provisions should be amended to require any national bank to be an 
insured bank. 


Reason 

All national banks in the States of the United States and the District of Co- 
lumbia are required to be members of the Federal Reserve System (12 U.S. C. 
282 and 222) and to be insured banks. A national bank in Alaska, Hawaii, 
Puerto Rico, Guam, or the Virgin Islands may become an insured bank. The 
Bishop National Bank of Hawaii is now the only national bank that is not 
insured. For the purpose of uniformity no national bank should be able to 
deny Federal deposit insurance to its depositors. 


Subject 
Change of term “thorough examination” to “examination.” 


Heristing statute 

The second sentence of section 5 of the Federal Deposit Insurance Act, as 
amended (12 U. 8. C. 1815) : 

“Before approving the application of any such State nonmember bank, the 
Board of Directors shall give consideration to the factors enumerated in section 
6 and shall determine, upon the basis of a thorough examination of such bank, 
that its assets in excess of its capital requirements are adequate to enable it to 
meet all of its liabilities to depositors and other creditors as shown by the 
books of the bank.” 


Recommendation 


This sentence should be amended to change the words “a thorough examina- 
tion” to the words “an examination.” 


Reason 

Reference is made in the act in several places to examination without the use 
of “thorough.” This is an editorial change to conform this section with the 
general usage of the act. 

Subject 

Maintenance of assessment records by insured banks. 
Reisting statute 

The fourth sentence of subsection (a) of section 7 of the Federal Deposit 
Insurance Act, as amended (12 U. S. C. 1817 (a)): 

“Each insured bank, as a condition to the right to make any such deduction 
or exclusion in determining its assessment base, shall maintain such records as 
will readily permit verification of the correctness thereof.” 

Recommendation 

This sentence should be amended to provide that the bank shall be required 
to maintain such records only for a period of 5 years. 
Reason 

It is an unnecessary burden upon the insured banks to require them to main- 
tain such records indefinitely. Subsection (g) of section 7 provides a 5-year 
statute of limitation on actions brought for the recovery of any assessment due 
to the Corporation or for the recovery of any amount paid to the Corporation in 
excess of the amount due, except where the bank has filed a false or fraudulent 
certified statement with intent to evade the payment of assessment, in which 
ease the claim shall not be deemed to have accrued until the discovery by the 
Corporation that the certified statement was false or fraudulent. The effect of 
the proposed amendment would be that, in an action for assessments brought 
by the Corporation beyond the 5-year period in connection with an allegedly 
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false or fraudulent certified statement, the failure of the bank to retain such 
records or the destruction thereof would not prejudice the bank’s defense. 
Subject 

Assessment credits, 
Existing statute 

Subsection (d) of section 7 of the Federal Deposit Insurance Act (12 U.S. C. 
1817 (d)): 

“As of December 31, 1950, and as of December 31, of each calendar year there- 
after, the Corporation shall transfer 40 per centum of its net assessment income 
to its capital account and the balance of the net assessment income shall be 
credited pro rata to the insured banks based upon the assessments of each bank 
becoming due during said calendar year. Each year such credit shall be applied 
by the Corporation toward the payment of the total assessment becoming due 
for the semiannual assessment period beginning the next ensuing July 1 and any 
excess credit shall be applied upon the assessment next becoming due. The 
term ‘net assessment income’ as used herein means the total assessments which 
become due during the calendar year less (1) the operating costs and expenses 
of the Corporation for the calendar year; (2) additions to reserve to provide for 
insurance losses during the calendar year, except that any adjustments to reserve 
which result in a reduction of such reserve shall be added; and (3) the insurance 
losses sustained in said calendar year plus losses from any preceding years in 
excess of such reserves. If the above deductions exceed in amount the total 
assessments which become due during the calendar year, the amount of such 
excess shall be restored by deduction from total assessments becoming due in 
subsequent years.” 


Recommendation 


(a) In the first sentence the words ‘As of December 31, 1950” and “thereafter” 
should be deleted. 

(b) The second sentence should be changed to specifically authorize the appli- 
cation of the credit to any assessments due which are not in dispute; and to 
expressly authorize the refund of the assessment credit to an insured bank in 
liquidation or to its nominee. 

(c) The third sentence should be amended to permit the inclusion in “total 
assessments”—i. e., the gross assessment income—any overpayments for pre- 
vious years which are discovered during the calendar year and, the converse, to 
permit the deduction of overpayments made in prior years which are discovered 
during the calendar year. 

(d@) Item (1) in the third sentence should be amended to read “the adminis- 
trative and operating costs of the Corporation.” 

(e) Items (2) and (3) in the third sentence should be amended to authorize 
the Corporation in computing the “net assessment income” to include reserves for 
potential losses other than insurance losses. 


Reasons 


(a) Such words are obsolete and therefore should be deleted. 

(b) Frequently office audits of certified statements show that a bank has 
erroneously computed its assessment. It would facilitate the handling of such 
underpayments, both for the bank and this Corporation, if the Corporation were 
permitted to apply the credit to such underpayments. There should also be an 
express authorization in the law to refund assessment credits to a bank going 
out of buisness. As the statute now reads the credit “shall be applied” on 
assessments which become due in the future. 

(c) The Corporation is required to compute the assessment credit at the end 
of each calendar year and to credit the same pro rata to the insured banks. When 
underpayments or overpayments of assessments are later discovered, through 
audits or otherwise, it is impractical to recompute such credit formula and to 
readjust the pro rata credit given to the insured banks for that calendar year 
to include such underpayments or overpayments, as the case may be. Their 
effect on the credit formula would, of course, be infinitesimal. There should be 
express authorization permitting such underpayments or overpayments to be 
allocated to the calendar year in which they are paid or refunded, and thus be 
subject to the credit ratio applicable for that year. 

(d) The substitution of the words “administrative and operating costs” for 
“operating costs and expenses” is merely a technical change to conform the 
statutory language to accounting terms. To limit such costs to those “for the 












‘” 
‘ 


o® 


aero © ar 


FINANCIAL INSTITUTIONS ACT OF 1957 797 


ealendar year” is too restrictive and should be enlarged to permit the inclusion of 
any such costs which for any reason were incurred and not paid in previous 
years. 

(e) As potential losses may include losses which are not technically insurance 
losses, the reserves should not be limited to those established for insurance 
purposes, 


Subject 
Limitation on actions for assessment payments. 


Eaisting statute 


Subsection (g) of section 7 of the Federal Deposit Insurance Act, as amended 
(12 U. 8. C. 1817 (g)): 

“The Corporation, in a suit brought at law or in equity in any court of com- 
petent jurisdiction, shall be entitled to recover from any insured bank the 
amount of any unpaid assessment lawfully payable by such insured bank to the 
Corporation, whether or not such bank shall have filed any such certified state- 
ment and whether or not suit shall have been brought to compel the bank to file 
any such statement. No action or proceeding shall be brought for the recov- 
ery of any assessment due to the Corporation, or for the recovery of any amount 
paid to the Corporation in excess of the amount due to it, unless such action 
or proceeding shall have been brought within five years after the right accrued 
for which the claim is made, except where the insured bank has made or filed 
with the Corporation a false or fraudulent certified statement with the intent 
to evade, in whole or in part, the payment of assessment, in which case the 
claim shall not be deemed to have accrued until the discovery by the Corpora- 
tion that the certified statement is false or fraudulent: Provided, however, 
That where a cause of action has already accrued, and the period herein pre- 
scribed within which an action may be brought has expired, or will expire 
within one year from the date this amendment becomes effective, an action may 
be brought on such cause of action within one year from the effective date of 
this amendment: And provided further, That no action or proceeding shall be 
brought for the recovery of any assessment on deposits alleged to have been 
omitted from the assessment base of any insured bank for any year prior to 
1945 except that any claim of the Corporation for the payment of any assess- 
ment may be offset by it against any claim of the bank for the overpayment of 
any assessment.” 


Recommendation 

The first proviso of subsection (d) of section 7 should be deleted. 
Reason 

The first proviso of subsection (d) of section 7 is obsolete. 
Subject 


Procedure for voluntary and involuntary termination of insured status of 
banks. 

Existing statute 

The first five sentences of subsection (a) of section 8 of the Federal Deposit 
Insurance Act, as amended (12 U. S. C. 1818 (a)): 

“Any insured bank (except a national member bank or State member bank) 
may, upon not less than 90 days’ written notice to the Corporation, and to the 
Reconstruction Finance Corporation if it owns or holds as pledgee any preferred 
stock, capital notes, or debentures of such bank, terminate its status as an insured 
bank. Whenever the Board of Directors shall find that an insured bank or its 
directors or trustees have continued unsafe or unsound practices in conducting 
the business of such bank, or have knowingly or negligently permitted any of 
its officers or agents to violate any provision of any law or regulation to which 
the insured bank is subject, the Board of Directors shall first give to the Comp- 
troller of the Currency in the case of a national bank or a District bank, to the 
authority having supervision of the bank in the case of a State bank, or to the 
Board of Governors of the Federal Reserve System in the case of a State mem- 
ber bank, a statement with respect to such practices or violations for the purpose 
of securing the correction thereof and shall give a copy thereof to the bank. 
Unless such correction shall be made within one hundred and twenty days or 
such shorter period of time as the Comptroller of the Currency, the State author- 
ity, or Board of Governors of the Federal Reserve System, as the case may be, 
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shall require, the Board of Directors, if it shall determine to proceed further, 
shall give to the bank not less than thirty days’ written notice of intention to 
terminate the status of the bank as an insured bank, and shail fix a time and 
place for a hearing before the Board of Directors or before a person designated 
by it to conduct such hearing, at which evidence may be produced, and upon such 
evidence the Board of Directors shall make written findings which shall be 
conclusive. Unless the bank shall appear at the hearing by a duly authorized 
representative, it shall be deemed to have consented to the termination of its 
status as an insured bank. If the Board of Directors shall find that any unsafe 
or unsound practice or violation specified in such notice has been established and 
has not been corrected within the time above prescribed in which to make such 
corrections, the Board of Directors may order that the insured status of the 
bank be terminated on a date subsequent to such finding and to the expiration 
of the time specified in such notice of intention.” 


Recommendation 

(a) The second sentence should be amended by deleting the word “continued” 
and substituting in lieu thereof the words “engaged in.” 

(b) The second sentence should be further amended by deleting the word 
“or” immediately following the words “State bank” and substituting in lieu 
thereof the word “and”. 

(c) The third sentence should be amended to provide for an alternative and 
shortened statutory period of 20 days in those cases where the Board of Directors 
of the Corporation in its discretion has determined that the insurance risk of 
the Corporation is unduly jeopardized. 

(d) The third sentence should be further amended to provide that the 
State authority shall have the power to shorten the correction period in those 
eases involving State banks, whether member or nonmember banks, and that 
the Board of Governors of the Federal Reserve System shall no longer have 
such power. 

(e) The position of the fourth and fifth sentences should be transposed, with 
the additional words “upon such evidence” being inserted after the word “if” 
in the existing fifth sentence and the word “notice” deleted with the word 
“statement” substituted in lieu thereof. 

(f) The existing fourth sentence which will now appear fifth should be 
amended to provide that in the event the bank does not appear at the hearing 
terminaiton of insured status may thereupon be ordered provided that in any case 
where the Board of Directors has designated a person to conduct the hearing, 
he shall duly certify that the bank did not appear. 


Reason 

(a) The basic purpose for the power now given the Board of Directors of the 
Corporation to institute involuntary termination proceedings is to enable it to 
protect and control the insurance risk when persuasive supervisory efforts have 
failed. The second sentence of the existing statute provides that the Board 
of Directors may institute such proceedings where they determine that the 
insured bank or its directors or trustees “have continued unsafe and unsound 
practices.” The use of the word “continued” raises a question as to how long a 
time such practices must have been pursued before the Board of Directors 
would be justified in instituting involuntary termination proceedings. Inasmuch 
as a bank, simply by engaging in unsafe and unsound practices, may in a very 
brief interval substantially increase the Corporation’s risk, the change in ter- 
minology is recommended. The crux of the matter, at the time the Board of 
Directors is considering the institution of involuntary termination proceedings, is 
that the bank has “engaged in” unsafe and unsound practices that remain uncor- 
rected and which adversely affect the insurance risk, and not that such practices 
have been employed for a continuing period of time. 

(b) It is recommended that the word ‘and’ be substituted for the word “or” 
following the words “State bank’ in the second sentence inasmuch as the 
implication in the existing statute is that the Board of Directors need not give 
the State authority a copy of the statement detailing the practices or violations, 
in the event the State bank involved happens to be a State member bank. It is 
preferable that the State authority receive a copy of such statement where the 
State bank involved is either a member or a nonmember bank in order to allow 
the State authority in every case involving a State bank to exercise the power 
to further shorten the correction period as he may deem proper and as the 
facts and circumstances in the particular case may warrant, inasmuch as the 
State authority has primary supervision over all State banks. 
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(c) Although the present statutory correction period of 120 days subject 
to shortening by the appropriate supervising authority has worked well in most 
cases, it is desirable and preferable that an alternative 20-day statutory correction 
period be provided, but with its application being limited to those cases where 
the Board of Directors of the Corporation in its discretion has determined that 
the insurance risk of the Corporation is unduly jeopardized. An obvious example 
of such a situation would be where the capital structure of the particular bank 
is so depleted that a deposit exposure exists, or a situation where only a small 
amount of sound capital remains. In such emergency situations, where the bank 
continues operaiton in an unsafe and unsound condition, the insurance risk is 
markedly increased. It is desirable that the alternative 20-day correction period 
be specified in the statute rather than to place reliance on the exercise of dis- 
cretion by the appropriate supervisory authority in shortening the present 120- 
day period in such emergencies. 

(d) It is preferable that the appropriate State supervisory authority be given 
the power to shorten the correction period in all cases involving State banks 
and not limited to State nonmember banks, as in the present statute. This 
change is desirable in the case of State member banks because they are subject 
to the primary supervision of the State supervisory authority. Another Federal 
agency should not be empowered to shorten the time in such cases. 

(e) and (f) It is recommended that the existing fifth sentence be transposed 
in order that the statute may flow in logical sequence and that the additional 
words “upon such evidence” be added after the beginning word “If” as this sen- 
tence provides for involuntary terminattion by the Board of Directors following 
a contested hearing upon the Board making findings that any of the unsafe and 
unsound practices or violations specified in its original statement instituting the 
proceedings have been established and not corrected within the prescribed cor- 
rection period. It is recommended that the existing fourth sentence in the 
statute become the new fifth sentence for the reason that it makes provision 
for the situation where the bank does not appear at the hearing by a duly 
authorized representative. As the statute reads at present, there is doubt 
whether or not it is necessary, where the bank does not appear at the hearing, 
for Corporation counsel to present sufficient evidence upon which the Board of 
Directors may subsequently made findings as a result of such ex parte proceed- 
ings prior to its order of involuntary termination of insured status. It is, 
therefore, proposed to amend this sentence by providing that termination of 
insured status thereupon may be ordered to make it crystal clear that no evidence 
whatsoever need be submitted to the Board of Directors or the person desig- 
nated to conduct the hearing, as the case may be, in those cases where a time 
and place for hearing have been set as prescribed and the bank does not put in 
an appearance. The existing statute provides that the bank is deemed to have 
consented to termination and this change would simply make it clear that no 
further proof is necessary, and that ,if a person is designated by the Board of 
Directors to conduct the hearing, he shall certify that the bank did not appear. 
Subject 

Redesignation of provisions of section 9 of the Federal Deposit Insurance Act. 
Existing statute 

Section 9 of the Federal Deposit Insurance Act, as amended (12 U. S. C. 1819) : 

“Upon the date of enactment of the Banking Act of 1933, the Corporation 
shall become a body corporate and as such shall have power 

“First. To adopt and use a corporate seal. 

“Second. To have succession until dissolved by an Act of Congress. 

“Third. To make contracts. 

“Fourth. To sue and be sued, complain and defend, in any court of law or 
equity, State or Federal. All suits of a civil nature at common law or in equity 
to which the Corporation shall be a party shall be deemed to arise under the 
laws of the United States: Provided, That any such suit to which the Corpora- 
tion is a party in its capacity as receiver of a State bank and which involves 
only the rights or obligations of depositors, creditors, stockholders, and such 
State bank under the State law shall not be deemed to arise under the laws of 
the United States. No attachment or execution shall be issued against the Cor- 
poration or its property before final judgment in any suit, action, or proceeding 
in any State, county, municipal, or United States court. The Board of Directors 
Shall designate an agent upon which service of process may be made in any 
State, Territory, or jurisdiction in which any insured bank is located. 
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“Fifth. To appoint by its Board of Directors such officers and employees as 
are not otherwise provided for in this Act, to define their duties, fix their com- 
pensation, require bonds of them and fix the penalty thereof, and to dismiss at 
pleasure such officers or employees. Nothing in this or any other Act shall be 
construed to prevent the appointment and compensation as an officer or employee 
of the Corporation of any officer or employee of the United States in any board, 
commission, independent establishment, or executive department thereof. 

“Sixth. To prescribe, by its Board of Directors, bylaws not inconsistent with 
law, regulating the manner in which its general business may be conducted, and 
the privileges granted to it by law may be exercised and enjoyed. 

“Seventh. To exercise by its Board of Directors, or duly authorized officers 
or agents, all powers specifically granted by the provisions of this Act, and such 
incidental powers as shall be necessary to carry out the powers so granted. 

“Eighth. To make examinations of and to require information and reports 
from banks, as provided in this Act. 

“Ninth. To act as receiver. 

“Tenth. To prescribe by its Board of Directors such rules and regulations as 
it may deem necessary to carry out the provisions of this Act.” 


Recommendation 
The provisions of section 9 designated “First” to “Tenth” should be redesig- 
nated “(a)” to “(j)” respectively. 


Reason 


This redesignation should be made to conform the subdivisions of section 9 to 
the designations used in all other sections of the act. 


Subject 
Employment, separation or compensation of officers, employees, attorneys, and 
agents. 


Existing statute 

The first sentence of section 9 Fifth of the Federal Deposit Insurance Act, as 
amended (12 U.S. C. 1819 Fifth) : 

“To appoint by its Board of Directors such officers and employees as are not 
otherwise provided for in this Act, to define their duties, fix their compensation, 
require bonds of them and fix the penalty thereof, and to dismiss at pleasure such 
officers or employees.” 


Recommendation 

This sentence should be amended to expressly provide that the Corporation 
shall have the power without regard to the provisions of any laws relating to the 
employment, separation, or compensation of officers or employees of the United 
States, te appoint by its Board of Directors officers, employees, attorneys and 
agents, to dismiss at pleasure any officer, employee, attorney or agent, to define 
their duties, fix their compensation, require bonds of them and fix the penalty 
thereof. 


Reason 

Inasmuch as the existing statute at the time of its enactment was patterned 
after the authority of each of the 12 Federal Reserve banks by the use of identi- 
cal language, the Corporation has maintained in view of the reenactment of 
this identical language in 1950 that appointments and dismissals are not now 
subject to the Civil Service laws and regulations. This amendment is proposed 
to remove any doubt as to the Corporation’s authority in this respect. 
Subject 

Applieation by Corporation for subpena for the purpose of any hearing, exam- 
ination, or investigation. 


7 


Existing statute 

The first and second sentences of subsection (c) of section 10 of the Federal 
Deposit Insurance Act, as amended (12 U. 8S. C. 1820 (¢c)): 

“For the purpose of any hearing under this Act, the Board of Directors, any 
member thereof or any person designated by the Board of Directors to conduct 
any such hearings, is empowered to administer oaths and affirmations, subpena 
any officer or employee of the insured bank, compel his attendance, take evi- 
dence, take depositions and require the production of any books, records, or other 
papers of the insured bank which are relevant or material to the inquiry. For 
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the purpose of any hearing, examination, or investigation under this Act, the 
Board of Directors may apply to any judge or clerk of any court of the United 
States within the jurisdiction of which such hearing, examination, or investiga- 
tion is carried on, or where such person resides or carries on business, to issue 
a subpena commanding each person to whom it is directed to attend and give 
testimony or for the taking of his deposition and to produce books, records, or 
other papers relevant or material to such hearing, examination, or investiga- 
tion at a time and place and before a person therein specified.” 


Recommendation 


The second sentence of subsection (c), relating to the application for assist- 
ance from courts of the United States in compelling witnesses to testify and 
produce books and records in connection with any hearing, examination, or in- 
vestigation under the Federal Deposit Insurance Act, should be amended by 
substituting the word “Corporation” for the words “Board of Directors.” 


Reason 


This amendment would eliminate any requirement that the Board of Directors 
must itself act in seeking the aid of United States courts and would permit 
officers or employees of the Corporation actually on the scene of the hearing to 
apply directly to these courts for such assistance. Obviously, it would be im- 
practical and unnecessary to require the Board of Directors to formally act in 
these matters. The necessity for compulsory testimony or production of evi- 
dence might occur suddenly and unexpectedly and under circumstances where 
the assistance of the court, unless immediately available, would be of little 
value. 


Subject 


Immunity from prosecution to persons compelled to testify or produce docu- 
mentary evidence. 


Evisting statute 


The last sentence of subsection (d) of section 10 of the Federal Deposit 
Insurance Act, as amended (12 U. 8. C. 1820 (d)): 

“No person shall be excused from attending and testifying or from producing 
books, records, or other papers in obedience to a subpena issued under the 
authority of this Act on the ground that the testimony or evidence, docu- 
mentary or otherwise, required of him may tend to incriminate him or subject 
him to penalty or forfeiture; but no individual shall be prosecuted or subject 
to any penalty or forfeiture for or on account of an: transaction, matter, or 
thing concerning which he is compelled to testify or produce evidence, docu- 
mentary or otherwise, after having claimed his privilege against self-incrimina- 
tion, except that such individual so testifying shall not be exempt from prosecu- 
tion and punishment for perjury committed in so testifying.” 


Recommendation 


The last sentence of subsection (d) of section 10 which grants immunity 
from prosecution to persons compelled to testify or produce documentary evi- 
dence should be deleted. 


Reason 


It is believed that the slight benefits resulting from requiring persons to 
testify or to produce records in connection with hearings under the act, do not 
warrant a grant of immunity from Federal prosecution to such persons who might 
otherwise, in the best interest of the public, be prosecuted for their criminal 
acts. With the removal of the immunity from prosecution now contained in this 
section the witness is entitled to resort to the constitutional safeguards against 
compulsory self-incriminaing testimony. Nevertheless, he may be tried for 
criminal acts where the prosecution is based upon evidence discovered elsewhere. 


Subject 
Certification of records. 
Existing statute 


Subsection (g) of section 10 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1820 (g)): 

“The Corporation may cause any and all records, papers, or documents kept by 
it or in its possession or custody to be photographed or microphotographed or 
otherwise reproduced upon film, which photographic film shall comply with the 
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minimum standards of quality approved for permanent photographic records 
by the National Bureau of Standards. Such photographs, microphotographs, or 
photographic film or copies thereof shall be deemed to be an original record for all 
purposes, including introduction in evidence in all State and Federal courts or 
administrative agencies and shall be admissible to prove any act, transaction, 
occurrence, or event therein recorded. Such photographs, microphotographs, or 
reproductions shall be preserved in such manner as the Board of Directors of the 
Corporation shall prescribe and the original records, papers, or documents may be 
destroyed or otherwise disposed of as the Board shall direct.” 


Recommendation 


Subsection (g) of section 10 should be amended by adding a provision that 
copies of original records, papers, or documents kept by the Corporation or in 
its possession or custody, may be introduced in evidence upon certification by 
the secretary of the Corporation, over the Corporation’s seal, that the copies are 
true and correct copies of the originals. 


Reason 


This change would do away with the burdensome task presently required to 
authenticate copies of records for introduction in evidence under rule 44 of the 
Federal Rules of Civil Procedure. This rule, in addition to requiring attestation 
by the officer having the legal custody of the record, requires that such attesta- 
tion be accompanied by a certificate made by one of the specified public officers 
having a seal to the effect that the attesting officer has custody of the record. 
Under this amendment copies of the Corporation’s records would be admissible 
in evidence simply upon certification by the secretary of the Corporation that 
they are true and correct copies of the originals. The amendment would not be 
in conflict with rule 44 which provides, in paragraph (c) thereof, that the rule 
does not prevent the proof of official records by any method authorized by any 
applicable statute. This amendment would also clarify the present subsection 
10 (g) which makes such copies admissible in evidence but fails to prescribe the 
manner for authenticating copies of such records by the secretary of the Corpora- 
tion. 


Subject 
Deposit insurance fund. 


Evisting statute 


Subsection (a) of section 11 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1821 (a)): 

“The Temporary Fed al Deposit Insurance Fund and the Fund For Mutuals 
heretofore created pursuant to the provisions of section 12B of the Federal 
Reserve Act, as amended, are hereby consolidated into a Permanent Insurance 
Fund for insuring deposits, and the assets therein shall be held by the Corporation 
for the uses and purposes of the Corporation: Provided, That the obligations to 
and rights of the Corporation, depositors, banks, and other persons arising out 
of any event or transaction prior to the effective date of this amendment shall 
remain unimpaired. Ou and after August 23, 1935, the Corporation shall insure 
the deposits of all insured banks as provided in this Act: Provided further, That 
the insurance shall apply only to deposits of insured banks which have been 
made available since March 10, 1933, for withdrawal in the usual course of the 
banking business: Provided, further, That if any insured bank shall, without the 
consent of the Corporation, release or modify restrictions on or deferments of 
deposits which had not been made available for withdrawal in the usual course 
of the banking business on or before August 23, 1935, such deposits shall not 
be insured. The maximum amount of the insured deposit of any depositor shall 
be $10,000: And provided further, That in the case of banks closing prior to the 
effective date of this amendment, the maximum amount of the insured deposit 
of any depositor shall be $5,000.” 


Recommendation 


Subsection (a) of section 11 should be amended to provide only that the 
assets of the Corporation shall be held in a deposit insurance fund for insuring 
deposits and for other uses and purposes of the Corporation, and that the maxi- 
mum amount of the insured deposit of any depositor shall be $10,000. 
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Reason 


The provisions of this subsection other than those relating to the insurance 
fund and the maximum amount of the insured deposit of any depositor are 
obsolete. The words “permanent insurance fund” were used in the 1935 amend- 
ments of the act presumably to distinguish the fund from the temporary Federal 
deposit insurance fund existing before such amendments. The recommended 
“deposit insurance fund” is considered more appropriate. 


Subject 


Liability of Federal Deposit Insurance Corporation for payment of insured 
deposits. 


Reisting statute 


Subsections (b) and (f) of section 11 of the Federal Deposit Insurance Act, as 
amended (12 U. S. C. 1821 (b) and (f)): 

“(b) For the purposes of this Act an insured bank shall be deemed to have been 
closed on account of inability to meet the demands of its depositors in any case 
in which it has been closed for the purpose of liquidation without adequate provi- 
sion being made for payment of its depositors. 

+ a x * * * = 

“(f) Whenever an insured bank shall have been closed on account of inability 
to meet the demands of its depositors, payment of the insured deposits in such 
bank shall be made by the Corporation as soon as possible, subject to the provi- 
sions of subsection (g) of this section either (1) by cash or (2) by making avail- 
able to each depositor a transferred deposit in a new bank in the same community 
or in another insured bank in an amount equal to the insured deposit of such 
depositor : Provided, That the Corporation, in its discretion, may require proof of 
claims to be filed before paying the insured deposits, and that in any case where 
the Corporation is not satisfied as to the validity of a claim for an insured deposit, 


it may require the final determination by a court of competent jurisdiction before 
paying such claim.” 


Recommendation 


Subsection (b) of section 11 should be amended to provide that an insured bank 
shall be deemed to have been closed on account of inability to meet the demands 
of its depositors in any case in which it has been closed without adequate provi- 
sion being made for the payment of insured deposits. 

Subsection (f) of section 11 should be amended by deleting the proviso clause 
therefrom and transferring it to a new subsection (h). 

A new subsection (g) should be added to section 11 to provide that in the event 
that pursuant to State or Federal law the control of any insured bank is assumed 
by a receiver, conservator, or other statutory authority without adequate provi- 
sion being made for the payment of the insured deposits, thereupon the Corpora- 
tion shall promptly pay to depositors their insured deposits as herein provided, 
and wpon such payment the Corporation shall be subrogated, in accordance with 
the provision of subsection (i) (subsection (g) of existing law), to the rights of 
such depositors to the extent of such payment. 

A new subsection (h) should be added to section 11 to include the present pro- 
viso clause of subsection (f) of section 11 and a provision that for the purpose 
of discharging its insurance obligation the Corporation shall have access to all 
books and records of the insured bank. 

Subsection (g) of section 11 should be redesignated subsection (i). 


Reason 


The existing law matures the Corporation’s liability for payment of insured 
deposits when an insured bank has been closed for liquidation without adequate 
provision being made for payment of its depositors. The recommended amend- 
ment would assure depositors of the payment of their insured deposits whenever 
an insured bank has been closed for any reason, or, while open, has been placed 
under the control of a receiver, conservator or other statutory authority, without 
adequate provision being made for the payment of its insured deposits. This will 
prevent the postponement of the payment of insured deposits by action of a bank 
supervisory authority in closing an insured bank or placing it in conservatorship 
for indefinite periods for purposes other than liquidation. Access by the Corpora- 
tion to the books and records of an insured bank is essential for the purpose of 
discharging the insurance obligation of the Corporation. 
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Subject 
Additional liability of national bank stockholders. 
Ezisting statute 


Subsection (d) of section 11 of the Federal Deposit Insurance Act, as amended 
(12 U.S. C. 1821 (d)): 

“Notwithstanding any other provision of law, the Corporation as receiver of 
Corporation as such receiver to cause notice to be given, by advertisement in such 
newspapers as it may direct, to all persons having claims against such closed 
bank pursuant to section 5235 of the Revised Statutes (U.S. C., title 12, sec. 198) ; 
to realize upon the assets of such closed bank, having due regard to the condition 
of credit in the locality; to enforce the individual liability of the stockholders 
and directors thereof ; and to wind up the affairs of such closed bank in conformity 
with the provisions of law relating to the liquidation of closed national banks, 
except as herein otherwise provided. The Corporation as such receiver shall 
pay to itself for its own account such portion of the amounts realized from such 
liquidation as it shall be entitled to receive on account of its subrogation to the 
claims of depositors, and it shall pay to depositors and other creditors the net 
amounts available for distribution to them. The Corporation as such receiver, 
however, may, in its discretion, pay dividends on proved claims at any time 
after the expiration of the period of advertisement made pursuant to the afore- 
said section of the Revised Statutes, and no liability shall attach to the 
corporation itself or as such receiver by reason of any such payment for failure 
to pay dividends to a claimant whose claim is not proved at the time of any such 
payment. With respect to any such closed bank, the Corporation as such receiver 
shall have all the rights, powers, and privileges now possessed by or hereafter 
granted by law to a receiver of a national bank or District bank and notwith- 
standing any other provision of law in the exercise of such rights, powers, and 
privileges the Corporation shall not be subject to the direction or supervision 
of the Secretary of the Treasury or the Comptroller of the currency.” 


Recommendation 


The first sentence of subsection (d) of section 11 should be amended to delete 
the reference to individual liability of stockholders of national banks. 


Reason 
The additional liability of stockholders of national banks has been terminated. 


Subject 


Powers and duration of new national bank organized by Corporation to assume 
insured deposits of a closed insured bank. 


Existing statute 


Subsections (h) to (1), inclusive, of section 11 of the Federal Deposit Insurance 
Act, as amended (12 U. S. C. 1821 (h) to (1)): 

“As soon as possible after the closing of an insured bank, the Corporation, if it 
finds that it is advisable and in the interest of the depositors of the closed bank or 
the public, shall organize a new national bank to assume the insured deposits of 
such closed bank and otherwise to perform temporarily the functions hereinafter 
provided for. The new bank shall have its place of business in the same com- 
munity as the closed bank. 

“The articles of association and the organization certificate of the new 
bank shall be executed by representatives designated by the Corporation. No 
capital stock need be paid in by the Corporation. The new bank shall not have 
a board of directors, but shall be managed by an executive officer appointed by the 
Board of Directors of the Corporation who shall be subject to its directions. In 
all other respects the new bank shall be organized in accordance with the then 
existing provisions of law relating to the organization of national banking 
associations. The new bank may, with the approval of the Corporation, accept 
new deposits which shall be subject to withdrawal on demand and which, except 
where the new bank is the only bank in the community, shall not exceed $10,000 
from any depositor. The new bank, without application to or approval by the 
Corporation, shall be an insured bank and shall maintain on deposit with the 
Federal Reserve bank of its district reserves in the amount required by law for 
member banks, but it shall not be required to subscribe for stock of the Federal 
Reserve bank. Funds of the new bank shall be kept on hand in. cash, invested in 
obligations of the United States, or in obligations guaranteed as to principal 
and interest by the United States, or deposited with the Corporation, with a 
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Federal Reserve bank, or, to the extent of the insurance coverage thereon, with 
an insured bank. The new bank, unless otherwise authorized by the Comptroller 
of the Currency, shall transact no business except that authorized by this Act 
and as may be incidental to its organization. Notwithstanding any other provi- 
sion of law the new bank, its franchise, property, and income shall be exempt 
from all taxation now or hereafter imposed by the United States, by any 
Territory, dependency, or possession thereof, or by any State, county, munici- 
pality, or local taxing authority. 

“Upon the organization of a new bank, the Corporation shall promptly make 
available to it an amount equal to the estimated insured deposits of such closed 
bank plus the estimated amount of the expenses of operating the new bank, 
and shall determine as soon as possible the amount due each depositor for his 
insured deposit in the closed bank, and the total expenses of operation of the 
new bank. Upon such determination, the amounts so estimated and made 
available shall be adjusted to conform to the amounts so determined. Earnings 
of the new bank shall be paid over or credited to the Corporation in such adjust- 
ment. If any new bank, during the period it continues its status as such, sus- 
tains any losses with respect to which it is not effectively protected except by 
reason of being an insured bank, the Corporation shall furnish to it additional 
funds in the amount of such losses. The new bank shall assume as tranferred 
deposits the payment of the insured deposits of such closed bank to each of its 
depositors. Of the amounts so made available, the Corporation shall transfer 
to the new bank, in cash, such sums as may be necessary to enable it to meet 
its expenses of operation and immediate cash demands on such transferred 
deposits, and the remainder of such amounts shall be subject to withdrawal 
by the new bank on demand. 

“Whenever in the judgment of the Board of Directors it is desirable to do 
so, the Corporation shall cause capital stock of the new bank to be offered for 
sale on such terms and conditions as the Board of Directors shall deem advisable 
in an amount sufficient, in the opinion of the Board of Directors, to make pos- 
sible the conduct of the business of the new bank on a sound basis, but in no 
event less than that required by section 5138 of the Revised Statutes, as amended 
(U. 8. C., title 12, sec. 51), for the organization of a national bank in the place 
where such new bank is located. The stockholders of the closed insured bank 
shall be given the first opportunity to purchase any shares of common stock so 
offered. Upon proof that an adequate amount of capital stock in the new bank 
has been subscribed and paid for in cash, the Comptroller of the Currency shall 
require the articles of association and the organization certificate to be amended 
to conform to the requirements for the organization of a national bank, and 
thereafter, when the requirements of law with respect to the organization of 
a national bank have been complied with, he shall issue to the bank a certificate 
of authority to commence business, and thereupon the bank shall cease to have 
the status of a new bank, shall be managed by directors elected by its own share- 
holders and may exercise all the powers granted by law, and it shall be subject to 
all the provisions of law relating to national banks. Such bank shall thereafter 
be an insured national bank, without certification to or approval by the 
Corporation. 

“If the capital stock of the new bank is not offered for sale, or if an adequate 
amount of capital for such new bank is not subscribed and paid for, the Board 
of Directors may offer to transfer its business to any insured bank in the same 
community which will take over its assets, assume its liabilities, and pay to 
the Corporation for such business such amount as the Board of Directors may 
deem adequate; or the Board of Directors in its discretion may change the loca- 
tion of the new bank to the office of the Corporation or to some other place 
or may at any time wind up its affairs as herein provided. Unless the capital 
stock of the new bank is sold or its assets are taken over and its liabilities are 
assumed by an insured bank as above provided within two years from the date 
of its organization, the Corporation shall wind up the affairs of such bank, after 
giving such notice, if any, as the Comptroller of the Currency may require, and 
shall certify to the Comptroller of the Currency the termination of the new bank. 
Thereafter the Corporation shall be liable for the obligations of such bank and 
shall be the owner of its assets. The provisions of sections 5220 and 5221 of 
the Revised Statutes (U. S. C., title 12, secs. 181 and 182) shall not apply to 
such new banks.” 
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Recommendation 


(a) The seventh sentence of subsection (i) of section 11 should be amended 
to provide that a new bank shall transact no business except that authorized 
by the Federal Deposit Insurance Act and as may be incidental to its organiza- 
tion ; provided, however, that the Comptroller of the Currency, in his discretion, 
may authorize the bank to transact such other business as a national bank may 
transact. 

(b) The second sentence of subsection (1) of section 11 should be amended 
by adding a provision that the Corporation may extend the 2-year limitation 
on the operation of such a new national bank for periods of 6 months, but not 
in excess of 2 additional years, when the Board of Directors determines that 
the continuance of the new bank is necessary to meet the needs and convenience 
of the community. 


Reason 


(a) This amendment would clarify the seventh sentence of subsection (i) 
to expressly state what it now implies. 

(6) This amendment of the second sentence of subsection (1) would enable 
the Corporation to continue the operation of the new national bank to meet the 
neds and conveniences of the community. 

Both amendments would better enable the new bank to serve the community 
in emergency situations. 


Subject 


Temporary employees of the Corporation when acting as a receiver of an 
insured bank. 


Existing statute 


Subsection (a) of section 12 of the Federal Deposit Insurance Act, as amended 
(12 U. 8S. C. 1822 (a)): 

“Notwithstanding any other provision of law, the Corporation as receiver of 
a closed national bank or District bank shall not be required to furnish bond 
and shall have the right to appoint an agent or agents to assist it in its duties 
as such receiver, and all fees, compensation, and expenses of liquidation and 
administration thereof shall be fixed by the Corporation, and may be paid by it 
out of funds coming into its possesssion as such receiver.” 


Recommendation 


The provision in subsection (a) of section 12 should be transferred to subsec- 
tion (d) of section 11, which relates to the powers and duties of the Corporation 
as receiver of insured National and District banks. A new provision should be 
substituted in subsection (a) of section 12 to provide that persons employed by 
the Corporation, acting as receiver of any insured State, National, or District 
bank, to assist the Corporation in a particular receivership shall be considered 
employees of the receivership estate and shall not be deemed for any purpose 
to be employees of the Corporation. 


Reason 


This will make clear that temporary employees employed for a particular re- 
ceivership of a closed insured bank are not employees of the Corporation, so that 
such employes will be eligible for the same benefits of workmen’s compensation 
laws and social security and unemployment laws as employees of the bank were. 
There is now a substantial degree of confusion and conflict in these areas on 
the part of both State and Federal agencies with respect to the status of tem- 
porary receivership employees. The amendment will remove this confusion and 
conflict and clearly fix the status of such employees. 


Subject 


Withholding payment of insured deposit to provide for payment of liability 
of depositor. 


Evisting statute 


Subsection (d) of section 12 of the Federal Deposit Insurance Act, as amended 
(12 U. 8S. C. 1822 (d)): 

“The Corporation may withhold payment of such portion of the insured de- 
posit of any depositor in a closed bank as may be required to provide for the 
payment of any liability of such depositor as a stockholder of the closed bank, 
or of any liability of such depositor to the closed bank or its receiver, which is 
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not offset against a claim due from such bank, pending the determination and 
payment of such liability by such depositor or any other person liable therefor.” 


Recommendation 


Subsection (d) of section 12 should be amended to delete the reference therein 
to any liability of the depositor as a stockholder of the closed bank. 


Reason 


The additional liability of stockholders of national banks and of all insured 
State banks, except those in Arizona, has been terminated. The Corporation’s 
interest in any recoveries of such additional liability of stockholders has been 
waived in favor of the stockholders by subsection (g) of section 11. Any lia- 
bility of a stockholder for unpaid subscriptions for capital stock would be in- 
cluded in the words “any liability of such depositor to the closed bank or its 
receiver.” 


Subject 


Loans to and asset purchases from receivers or liquidators of closed insured 
banks. 


Existing statute 


Subsection (d) of section 13 of the Federal Deposit Insurance Act as amended 
(12 U. S. C. 1823 (d)): 

“Receivers or liquidators of insured banks closed on account of inability to 
meet the demands of their depositors shall be entitled to offer the assets of such 
banks for sale to the Corporation or as security for loans from the Corporation, 
upon receiving permission from the appropriate State authority in accordance 
with express provisions of State law in the case of insured State banks. The 
proceeds of every such sale or loan shall be utilized for the same purposes and 
in the same manner as other funds realized from the liquidation of the assets 
of such banks. In any case where prior to the effective date of this amendment, 
the Comptroller of the Currency has appointed a receiver of a closed national 
bank other than the Corporation, he may, in his discretion, pay dividends on 
proved claims at any time after the expiration of the period of advertisement 
made pursuant to section 5235 of the Revised Statutes (U.S. C., Title 12, see. 193), 
and no liability shall attach to the Comptroller of the Currency or to the receiver 
of any such national bank by reason of any such payment for failure to pay 
dividends to a claimant whose claim is not proved at the time of any such pay- 
ment. The Corporation, in its diseretion, may make loans on the security of 
or may purchase and liquidate or sell any part of the assets of an insured bank 
which is now or may hereafter be closed on account of inability to meet the de- 
mands of its depositors, but in any case in which the Corporation is acting as 
receiver of a closed insured bank, no such loan or purchase shall be made without 
the approval of a court of competent jurisdiction.” 


Recommendation 


The last clause of the first sentence which pertains to the requisite permission 
of State authorities to the sale of assets to or borrowing from the Corporation 
by receivers of State banks should be amended. The statute now requires that 
such permission be in accordance with “express provisions of State law” in 
the case of insured State banks. Such permission should be in accordance with 
“applicable State law.” 

The third sentence of this subsection should be deleted. 


Reason 


The change from “express provisions of State law” to “applicable State law” 
would extend this clause so as to cover cases where the State law does not ex- 
pressly authorize receivers to sell assets or borrow money, but the courts or 
the Attorney General may hold that receivers of banks of that State nonetheless 
have that power. The third sentence of subsection (d) of section 13 should 
be deleted because it is obsolete. 


Subject 


Payment by the Corporation of Government’s share of costs of civil-service 
retirement and disability benefits and employees’ compensation benefits, and the 
extension of employees’ compensation and Federal employees’ unemployment 
compensation benefits to officers and employees of the Corporation. 
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Existing statute 


The first three sentences of subsection (a) of section 4 of the Civil Service 
Retirement Act of May 29, 1930, as amended by Public Law 854, 84th Congress, 
approved July 31, 1956: 

“From and after the first day of the first pay period which begins on or after 
the effective date of the Civil Service Retirement Act Amendments of 1956, there 
shall be deducted and withheld from each employee’s basic salary an amount 
equal to 6% per centum of such basic salary and from each Member’s basic salary 
an amount equal to 7% per centum of such basic salary. From and after the 
first day of the first pay period which begins after June 30, 1957, an equal sum 
shall also be contributed from the respective appropriation or fund which is used 
for payment of his salary, pay, or compensation, or in the case of an elected offi- 
cial, from such appropriation or fund as may be available for payment of other 
salaries of the same office or establishment. The amounts so deducted and with- 
held by each department or agency, together with the amounts so contributed, 
shall, in accordance with such procedures as may be prescribed by the Comp- 
troller General of the United States, be deposited by the department or agency 
in the Treasury of the United States to the credit of the fund.” 

Subsection (b) of section 40 of the Federal Employees’ Compensation Act, as 
amended (5 U. 8S. C. 790): 

“The term ‘employee’ includes (1) all civil officers and employees of all 
branches of the Government of the United States (including officers and em- 
ployees of instrumentalities of the United States wholly owned by the United 
States); * * *” 

Subsection (a) of section 1501 of the Social Security Act (42 U. 8. C. 1361): 

“The term ‘Federal service’ means any service performed after 1952 in the 
employ of the United States or any instrumentality thereof which is wholly 
owned by the United States, * * *” 


Recommendation 


The Federal Deposit Insurance Act should be amended to provide (a) for 
the payment by the Corporation of the Government’s share of the cost of civil- 
service retirement and disability benefits from the creation of the Corporation 
to the first day of the first pay period beginning after June 30, 1957, when 
agency contributions of 64% percent of salaries are required to be paid to the 
Treasury under section 4 (a) of the Civil Service Retirement Act of May 29, 
1930, as amended, (b) for the payment into the employees’ compensation fund 
of the amount of the benefit payments made from such fund on account of the 
Corporation’s officers and employees prior to January 1, 1957, and thereafter 
annually the amount of such benefit payments made on the account of the Cor- 
poration’s officers and employees, and (c) extend the benefits of the Federal 
Employees Compensation Act (5 U. 8S. C. 751-791 and 793) and the Federal 
employees’ unemployment compensation benefits of title XV of the Social 
Security Act (42 U. 8S. C. 1861-1370) to the officers and employees of the 
Corporation. 


Reason 

(a) and (b) The Federal Deposit Insurance Corporation operates without 
any appropriated funds; its income is derived from assessments paid to it by 
insured banks. The Corporation has refunded, with interest, the original invest- 
ment of $289 million in its capital stock made by the United States Treasury 
and the Federal Reserve banks and it has accumulated a reserve insurance 
fund in excess of $1.6 billion, while caring for operating costs and losses. By 
the amendments here offered the Corporation proposes to remove all vestige 
of Government subsidy from its operations and to repay to the Government 
all sums heretofore advanced by it on account of benefits that have accrued 
to the Corporation’s employees by reason of the subsidies mentioned in the 
amendments. 

The amendments authorize the Corporation to pay the Government’s share 
of the cost of civil-service retirement and disability benefits which have here- 
tofore accrued and, in the future, to make current payments of such costs as 
they mature. Further, the Corporation desires to compensate the Government 
for benefits that have heretofore accrued on account of the benefits under the 
workmen’s compensation laws and, in the future, to pay its fair share of the 
costs of workmen’s compensation as they mature. 

For several years the Comptroller General in his audit reports has recom- 
mended the enactment of legislation which would direct the action proposed 
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herein in reference to retirement, disability, and workmen’s compensation 
benefits. In the 1953 audit report it was estimated that benefits theretofore 
received by the Corporation’s personnel on account of these laws would amount 
to approximately $2.5 million and that the annual carrying charges therefor 
would be approximately $300,000. The current estimates fix the backlog 
obligation at approximately $3.5 million. The Corporation now proposes to 
relieve the Treasury of these burdens, and to assume full responsibility not only 
for the future costs thereof but to refund to the Government those costs which 
have been borne by the Government in the past. 

There is no provision for any payment to the Secretary of Labor for the 
unemployment compensation benefits to persons by reason of their employment 
by the Corporation. Because the number of employees of the Corporation is 
relatively small, disbursements for unemployment benefits would undoubtedly 
also be small, possibly amounting to $1,000 to $1,500 annually. The proposal 
of such payment was met with the opinion that the increased overall cost of 
agency accounting and payment, as well as the compounding of administrative 
problems, militates strongly against any allocation of unemployment compen- 
sation costs of Federal employees to the individual agencies. It was pointed 
out that such an allocation would require additional records in every one of 
the 51 jurisdictions disbursing Federal employee benefits. It would pose the 
problem of devising some method of separating the overall costs of administer- 
ing the Federal-State unemployment compensation program from the costs of 
administering that portion which relates to Federal benefits. It would also 
involve proration of costs between Federal agencies where employment with 
more than one agency is involved and State laws do not, in general, make such 
prorating possible. It appears that the cost of determining the amount of the 
benefits to former employees of this Corporation would exceed the amount of 
the benefits received by such employees. 

(c) The Corporation desires to make certain application of the workmen's 
compensation laws and Federal employees unemployment compensation laws 
to its employees. There exists a difference of opinion between the Depart- 
ment of Labor and the Corporation as to the applicability of these laws to 
the Corporation. To eliminate this uncertainty, these laws should be expressly 
extended to the officers and employees of the Corporation, 


Subject 
Accounting and auditing of the Corporation on calendar year basis. 


Ezisting statute 


The first and second sentences of subsection (c) of section 17 of the Federal 
Deposit Insurance Act, as amended (12 U. 8S. C. 1827 (e)): 

“A report of the audit for each fiscal year ending on June 30 shall be made 
by the Comptroller General to the Congress not later than January 15 following 
the close of such fiscal year. On or before December 15 following such fiscal 
year the Comptroller General shall furnish the Corporation a short form report 
showing the financial position of the Corporation at the close of the fiscal year.” 

The last sentence of subsection (b) of section 17 of the Federal Deposit In- 
surance Act, as amended (12 U.S. C. 1827 (b)): 

“The audit shall begin with financial transactions occurring on and after 
August 31, 1948.” 

Recommendation 

(a) The first and second sentences of subsection (c) of section 17 should be 
amended to make the calendar year the fiscal year of the Corporation, to provide 
for the audit of the Corporation by the Comptroller General on the calendar-year 
basis rather than for each year ending on June 30 and to provide that the 
Comptroller General furnish the Corporation with a short form report of the 
financial position of the Corporation at the close of the calendar year, if possible, 
in time for inclusion of the report in the Corporation’s annual report to Congress. 

(6) The last sentence of subsection (b) of section 17 should be deleted. 


Reason 

(a) By statute, accounting by the Corporation and auditing by the General 
Accounting Office are on the basis of a fiscal year ending June 30. Aliso by 
statute, the Corporation is required to make an annual report to Congress on a 
calendar basis. Further, the calculation and determination of assessment credits 
which are provided in the act for the benefit of insured banks must be made on 
the basis of operations on a calendar-year basis. The complication of requiring 
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financial statements of operations and accountings to be made, for certain pur- 
poses, on a fiscal June 30 basis, and, for other purposes, on a calendar-year 
basis, has been confusing and burdensome. It has resulted in unnecesary and 
duplicate work on the part of the financial and accounting personnel of the 
Corporation. The Comptroller General, on many occasions, has recommended 
that his audit report on the Corporation’s operations be made on a calendar-year 
basis. Under the proposed amendments the Corporation accounting and GAO 
auditing would be on the basis of a calendar year. 

(b) The last sentence of subsection (b) of section 17 is obsolete and therefore 
should be deleted. 


Subject 
Regulation of bank mergers. 


Existing statute 

The present laws concerning bank mergers are summarized in the report of 
the Senate Committee on Banking and Currency (S. Rept. No. 2583, 84th 
Cong., pp. 2-4). 

The first three sentences of subsection (c) of section 18 of the Federal Deposit 
Insurance Act, as amended (12 U. 8. C. 1828 (c)): 

“Without prior written consent by the Corporation, no insured bank shall 
(1) merge or consolidate with any noninsured bank or institution or convert into 
a noninsured bank or institution or (2) assume liability to pay any deposits 
made in, or similar liabilities of, any noninsured bank or institution or (3) 
transfer assets to any noninsured bank or institution in consideration of the 
assumption of liabilities for any portion of the deposits made in such insured 
bank. No insured bank shall convert into an insured State bank if its capital 
stock, or its surplus will be less than the capital stock or surplus, respectively, 
of the converting bank at the time of the shareholders’ meeting approving such 
conversion, without prior written consent by the Comptroller of the Currency 
if the resulting bank is to be a district bank, or by the Board of Governors of the 
Federal Reserve System if the resulting bank is to be a State member bank 
(except a district bank), or by the Corporation if the resulting bank is to be a 
State nonmember insured bank (except a district bank). No insured bank shall 
(i) merge or consolidate with an insured State bank under the charter of a 
State bank or (ii) assume liability to pay any deposits made in another insured 
bank, if the capital stock or surplus of the resulting or assuming bank will 
be less than the aggregate capital stock or aggregate surplus, respectively, of all 
the merging or consolidating banks or of all the parties to the assumption of 
liabilities, at the time of the shareholders’ meetings which authorized the 
merger or consolidation or at the time of the assumption of liabilities, unless 
the Comptroller of the Currency shall give prior written consent if the assuming 
bank is to be a national bank or the assuming or resulting bank is to be a 
district bank; or unless the Board of Governors of the Federal Reserve System 
gives prior written consent if the assuming or resulting bank is to be a State 
member bank (except a district bank); or unless the Corporation gives prior 
written consent if the assuming or resulting bank is to be a nonmember insured 
bank (except a district bank).” 


Recommendation 


The third sentence of subsection (c) of section 18 should be amended as 
provided in S. 3911, 84th Congress, which passed the Senate. 


Reason 

The proposed amendment provides full and adequate protection to the publie 
for the screening of bank merger, consolidation and acquisition transactions, 
and hence is in accord with the program of the President. The amendment is 
couched in language to assure safeguards for banking and the public alike, while 
at the same time it does not place the administering agencies in a straitjacket by 
positive prohibitions against transactions which may be in the public interest. 
Finally, it vests the responsibility for the administration of the authority granted 
in those agencies which, by experience and knowledge, are best qualified to make 
the determinations contemplated by the law. The proposal provides the most 
effective and efficient means of accomplishing the end result of serving both the 
interests of banking and of the public alike. 


Subject 
Loans to examiners of the Federal Deposit Insurance Corporation. 
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Raisting statute 
Sections 217 and 218 of title 18 of the United States Code: 


“OFFER OF LOAN OR GRATUITY TO BANK EXAMINER 


“Whoever, being an officer, director or employee of a bank which is a member 
of the Federal Reserve System or the deposits of which are insured by the Federal 
Deposit Insurance Corporation, or of any National Agricultural Credit Corpora- 
tion, or of any land bank, national farm loan association or other institution 
subject to examination by a farm credit examiner, makes or grants any loan or 
gratuity, to any examiner or assistant examiner who examines or has authority 
to examine such bank, corporation, or institution, shall be fined not more than 
$5,000 or imprisoned not more than one year, or both; and may be fined a further 
sum equal to the money so loaned or gratuity given. 

“The provisions of this section and section 218 of this title shall apply to all 
public examiners and assistant examiners who examine member banks of the 
Federal Reserve System or insured banks, or National Agricultural Credit Cor- 
porations, whether appointed by the Comptroller of the Currency, by the Board 
of Governors of the Federal Reserve System, by a Federal Reserve Agent, by a 
Federal Reserve bank or by the Federal Deposit Insurance Corporation, or 
appointed or elected under the laws of any State; but shall not apply to private 
examiners or assistant examiners employed only by a clearinghouse association 
or by the directors of a bank. 


“ACCEPTANCE OF LOAN OR GRATUITY BY BANK EXAMINER 


“Whoever, being an examiner or assistant examiner of member banks of the 
Federal Reserve System or banks the deposits of which are insured by the Federal 
Deposit Insurance Corporation, or a farm credit examiner or examiner of 
National Agricultural Credit Corporations, accepts a loan or gratuity from any 
bank, corporation, association or organization examined by him or from any 
person connected therewith, shall be fined not more than $5,000 or imprisoned 
not more than one year, or both; and may be fined a further sum equal to the 
money so loaned or gratuity given, and shall be disqualified from holding office 
as such examiner.” 

The first three sentences of subsection (b) of section 10 of the Federal Deposit 

“The Board of Directors shall appoint examiners who shall have power, on 
behalf of the Corporation, to examine any insured State nonmember bank (except 
a District bank), any State nonmember bank making application to become an 
insured bank, and any closed insured bank, whenever in the judgment of the 
Board of Directors an examination of the bank is necessary. In addition to the 
examinations provided for in the preceding sentence, such examiners shall have 
like power to make special examination of any State member bank and any 
national bank or District bank, whenever in the judgment of the Board of 
Directors such special examination is necessary to determine the condition of 
any such bank for insurance purposes. Each such examiner shall have power 
to make a thorough examination of all the affairs of the bank and in doing so he 
shall have power to administer oaths and to examine and take and preserve 
the testimony of any of the officers and agents thereof, and shall make a full 
and detailed report of the condition of the bank to the Corporation.” 


Recommendation 


Section 217 should be amended to make sections 217 and 218 inapplicable to 
loans by national banks, District banks, and State member banks to examiners 
and assistant examiners of the Federal Deposit Insurance Corporation when 
such loans are made in accordance with regulations prescribed by the Board of 
Directors of the Corporation. 


Reason 


Examiners of the Corporation regularly examine only insured State banks 
which are not members of the Federal Reserve System and may make a special 
examination of any State member bank, national bank or District bank, only 
when in the judgment of the Board of Directors such special examination is 
necessary to determine the condition of any such bank for insurance purposes, 

Examiners of the Corporation are now prohibited from borrowing from any 
insured bank, because of their authority to examine any insured bank. As a 
result they are denied reasonable bank credit facilities and must obtain funds 
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for their needs elsewhere at higher rates. Other State and Federal examiners 
do not have authority to examine all insured banks and may borrow from banks 
which are not within their jurisdiction. With the proposed amendment, exam- 
iners of the Corporation would be able to obtain reasonable bank credit facili- 
ties. The Corporation by regulation could require notice of any borrowings by its 
examiners from national, District, and State member banks. In the event of a 
special examination of such a bank, this information would enable the assign- 
ment of examiners who are not borrowers of the bank. 


FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington, November 2, 1956. 
Hon. A. WILLIS ROBERTSON, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Senator: The Corporation has heretofore submitted to you for con- 
sideration by your subcommittee proposals of the Corporation to amend or other- 
wise modify the Federal Deposit Insurance Act. 

As a result of the hearings and the suggestions of the Senate Banking and 
Currency Committee arising therefrom, together with the consideration given 
by the Corporation to proposals made by other agencies, we deem to desirable 
to submit five additional proposals; namely: 

1. Power to require audits of insured banks; 

2. Authority to prescribe by regulation employments that may involve 
conflicts of interest; 

3. Redefine “branch banks” to exclude school savings funds; 

4. Amend time for filing claims against receivers ; 

5. Prohibition of disclosure of examination reports. 

These proposals are being submitted to the Bureau of the Budget but we have 
not received advice from the Bureau that the proposals are in accord with the 
policies of the administration. Upon receiving advices from the Bureau of the 
Budget you will be advised. 

I trust that these proposals are submitted in sufficient time so that you and 
your committee may give them full consideration. 

With personal regards, I am. 

Sincerely yours, 
H. BE. Coox, Chairman. 


Subject 
Power to require audits of insured banks. 


Evisting law 
None. 


Recommendaitons 


It is recommended that legislation be enacted to provide authority for the 
Board to require an audit of an insured bank by a certified public accountant in 
any case where it determines, in its discretion, that the affairs of the bank are 
in such state that its books and records may not reveal its true condition and 
that the costs of the audit and report be added to the assessment otherwise 
payable by the bank in those instances where the bank refuses to have such an 
audit and it is necessary for the Corporation to cause one to be made. 


Reasons 

It is the responsibility of bank management to establish and maintain adequate 
bookkeeping procedures and to provide satisfactory internal controls. However, 
some banks do not meet this responsibility. Under such circumstances it is 
exceedingly difficult to conduct a satisfactory examination and arrive at a satis- 
factory appraisal of a bank’s condition. It would be possible for the examining 
authorities to condut appropriate audits but to do so would constitute an assump- 
tion of the duties and responsibilities of bank management and ownership. To 
conduct such audits would impose unreasonable costs upon the Corporation and 
consequently to the other insured banks. Further, were the examining agencies 
to assume such responsibilities management and ownership would tend more and 
more to rely upon the examining authorities for the accuracy of their record 
keeping and the maintenance of their controls with resultant ill effect upon the 
banking system. The judicious exercise of the authority requested would facili- 
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tate the determination of the condition of dilatory banks, would have a salutary 
effect upon their managements, and therefore would be helpful to bank stock- 
holders as well as be beneficial to the Corporation. 
Subject 

Power to prescribe by regulation restrictions on the employment of any State 
or Federal bank examiner and of any employee or former employee of the Corpo- 
ration when such employment may involve a conflict of interest, and to prescribe 
penalties against the bank and the employee for the violation thereof. 
Existing law 
None. 


Recommendations 


It is reeommended that the Corporation be expressly authorized to issue appro- 
priate regulations to prescribe restrictions on the employment of any State or 
Federal bank examiner or former employees of the Corporation in substance as 
follows: 


“REGULATION 


““(a) No insured bank shall employ or negotiate to employ any bank examiner 
during the course of an examination of the bank pursuant to the authority of 
any bank supervisory authority. 

‘*(b) No insured bank shall employ or negotiate to employ any employee of the 
Corporation or any former employee of the Corporation within a period of 1 year 
from the date of the severance of his employment from the Corporation, if the 
bank at the time of said negotiations or employment has pending before the 
Corporation any matter requiring the action or approval of the Board of Direc- 
tors of the Corporation. 

“The Board of Directors, upon application of either the bank or the prospective 
employee, may waive the requirement of this regulation. 

“The violation of this regulation by any insured bank may be the basis for 
unfavorable action on the matter pending before the Board of Directors consti- 
tuting the basis for the violation, and it may aiso constitute the basis for a 
proceeding to terminate the insured status of the bank.” 


Reasons 


This proposal arises from the suggestions made by Senator Fulbright at a 
hearing before the Senate Committee on Banking and Currency in its investi- 
gation of the Illinois banking situation. Its purpose is to prevent an examiner 
or former employee of the Corporation from being placed in the position of 
having a conflict of interest. As the loyalty of an examiner is to his employer, 
any suggestions in respect to employment by the bank examined may place him 
in an embarrassing position and affect his recommendations to his employer. The 
purpose of recommending that these restrictions be placed in regulation in 
place of statutory form is to provide more flexibility, and its enforcement should 
be such as to not prohibit such employment where there is no evidence of con- 
flict of interest. One of the inducements in recruiting competent personnel as 
bank examiners is that they may eventually obtain employment in banks. This 
inducement should not be discouraged as bank examiners usually become 
excellent bankers. 


Subject 

Exclusion of school savings plans from definition of branch. 
Eevisting statute 

Subsection (0) of section 3 of the Federal Deposit Insurance Act, as amended 
(12 U.S. C. 1818 (0) ): 

“The term ‘branch’ includes any branch bank, branch office, branch agency, 
additional office, or any branch place of business located in any State of the 
United States or in any Territory of the United States, Puerto Rico, or the 
Virgin Islands at which deposits are received or checks paid or money lent.” 
Recommendation 

Subsection (0) of section 38 should be amended by adding at the end thereof 
a proviso to the effect that the acceptance of deposits as part of a school thrift 


or savings plan at the school by officers, employees, or agents of a bank shall 
not be construed as the operation of a branch. 
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Reason 

The acceptance of deposits at a place other than the bank’s office is considered 
to be branch banking. In order to encourage savings on the part of school 
children it is believed that the statute should be amended to remove any doubt 
that a bank can engage in such activities. 


Subject 
Prescribing time for filing claims against receiver of an insured State bank. 


Evisting statute 

Subsection (e) of section 12 of the Federal Deposit Insurance Act, as amended 
(12 U.S. C. 1822 (e) ): 

“Tf, after the Corporation shall have given at least three months’ notice to the 
depositor by mailing a copy thereof to his last-known address appearing on the 
records of the closed bank, any depositor in the closed bank shall fail to claim 
his insured deposit from the Corporation within eighteen months after the 
appointment of the receiver for the closed bank or shall fail within such period 
to claim or arrange to continue the transferred deposit with the new bank or with 
the other insured bank which assumes liablity therefor, all rights of the depositor 
against the Corporation with respect to the insured deposit, and against the new 
bank and such other insured bank with respect to the transferred deposit, shall 
be barred, and all rights of the depositor against the closed bank and its share- 
holders, or the receivership estate to which the Corporation may have become 
subrogated, shall thereupon revert to the depositor. The amount of any trans- 
ferred deposits not claimed within such eighteen months’ period, shall be 
refunded to the Corporation.” 


Recommendation 

The provisions of subsection (e) of section 12 should be amended to provide 
that claims against a receiver of a closed insured bank must be filed within 
the period fixed by State law where such period is less than that fixed by sub- 
section (e) for the filing of claims against the Corporation for insured deposits. 


Reason 

When the Corporation pays the claim of a depositor in a closed insured bank 
placed in receivership it becomes subrogated to the depositor’s claim against the 
bank. Such depositors have eighteen months within which to file claims for their 
insured deposits. When a State law prescribes a lesser time for filing claims 
against the receiver of a closed State bank, the Corporation may be required to 
pay claims for insured deposits and be barred from filing its subrogated claims 
against the receiver. 


Subject 


Federal Deposit Insurance Corporation examination reports, privileged 
against disclosure. 


Evisting statute 
None. 


Recommendation 


Subsection (f) of section 10 of the Federal Deposit Insurance Act should be 
amended to add a provision that reports of examinations of insured banks made 
by examiners of the Corporation and related correspondence and papers and 
their contents should be deemed to be confidential documents and information 
privileged against disclosure except with the consent of the Corporation. 


Reasons 


Parties to litigation involving banks, from time to time, seek to obtain, by 
supena, copies of reports of examination of such banks made by examiners of the 
Corporation and correspondence or other documents relating thereto. The Cor- 
poration has taken the position that the information in such reports and related 
documents, having often been obtained in confidence, should not be disclosed 
except with the consent of the Corporation where the public interest warrants 
such disclosure. While refusal to disclose this type of information or to make 
available reports or other documents is generally upheld by the courts, it is 
believed that this matter is of such importance that the authority of the Corpora- 
tion to restrict the disclosure of such information should be the subject of 
Statutory enactment. Litigants would not be harmed by such an enactment since 
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the information sought from the examination reports or related documents is 
readily available from the books and records of the bank, which are, of course, 
the best evidence of the transaction or event sought to be proved. 


No. 86. Term or OFFICE OF APPOINTIVE DIRECTORS 


Section 2 of the Federal Deposit Insurance Act, as amended (12 U. S. C. 
1812), is hereby amended by striking the third sentence thereof and substituting 
therefor the following two sentences: 

Each such appointive member shall hold office for a term of six years: Pro- 
vided, That upon the expiration of the terms of six years from September 6, 1951, 
of the two appointive members, the President shall fix the term of the successor 
to one such appointive member at four years. Each such appointive member 
shall serve until his successor is appointed and has qualified.” 


No. 87. COMPTROLLER OF THE CURRENCY AS A MEMBER OF THE BOARD 

Section 2 of the Federal Deposit Insurance Act, as amended (12 U. S. C. 1812), 
is hereby amended— 

(a) By striking in the fourth sentence the word “during the absence of the 
Comptroller from Washington, the Acting Comptroller of the Currency shall be 
a member of the Board of Directors in the place and stead of the Comptroller.” 
and substituting therefor the words “during his absence, the Acting Comptroller 
of the Currency shall serve as a member of the Board of Directors.” ; 

(b) By striking in the fifth sentence the word “appointment” and substituting 
therefor the word “election” ; 

(c) By striking in the last sentence the words “that he has complied with 
this requirement” and substituting therefor the words “that he is not an officer 
or director of any insured bank or Federal Reserve bank and does not hold stock 
in any insured bank.” 


No. 88. DEFINITIONS OF MUTUAL SAVINGS BANK AND oF SAvines BANK 


Section 3 of the Federal Deposit Insurance Act, as amended (12 U. 8. C. 1813), 
is amended by deleting therefrom subsections (f) and (g). 


No. 89. Trust Funps IN A NONINSURED BANK 


Subsection (1) of section 3 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1813 (1)), is amended by striking the words “another bank” and 
substituting therefor the words “another insured bank” and subsection (i) of 
section 7 of the Federal Deposit Insurance Act, as amended (12 U. S. C. 1817 
(i) ), is amended to read as follows: 

“(i) Trust funds held by an insured bank in a fiduciary capacity whether held 
in its trust department or deposited in any other department of the fiduciary 
bank shall be insured in an amount not to exceeed $10,000 for each trust estate, 
and when deposited by the fiduciary bank in another insured bank such trust 
funds shall be similarly insured to the fiduciary bank according to the trust 
estates represented. Notwithstanding any other provision of this Act, such 
insurance shall be separate from and additional to that covering other deposits 
of the owners of such trust funds or the beneficiaries of such trust estates. 
Where the fiduciary bank deposits any of such trust funds in other banks, the 
amount so held by other banks on deposit shall not for the purpose of any certi- 
fied statement required under subsections (b) and (c) of this section be con- 
sidered to be a deposit liability of the fiduciary bank, but shall be considered to 
be a deposit liability of the bank in which such funds are so deposited by such 
fiduciary bank. The Board of Directors shall have power by regulation to pre- 
scribe the manner of reporting and of depositing such trust funds.” 


No. 90. Excrtusion From DeEpostr INSURANCE OF DEPOSITS OF BRANCHES OF 
MAINLAND BANKS IN ALASKA, HAWAII, OR THE VIRGIN ISLANDS 


Subsection (1) of section 3 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1818 (1)), is amended by striking the last two proviso clauses and 
substituting a period for the colon at the end of the first proviso. 


No. 91. INSURANCE OF INTEREST ON DEPOSITS 


Subsection (m) of section 3 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1813 (m)), is amended by striking out the second sentence thereof 
and by substituting therefor the following two sentences: 

“Such net amount shall be determined according to such regulations as the 
Board of Directors may prescribe and shall include interest accrued to the date 
of the closing of the bank. In determining the amount due to any depositor 
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there shall be added together all deposits in the bank maintained in the same 
capacity and the same right for his benefit either in his own name or in the 
names of others except trust funds which shall be insured as provided in sub- 
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section (i) of section 7. 
No, 92. TRANSFERRED DEPOSIT AS PAYMENT OF INSURED DEPOSITS AVAILABLE ON 
DEMAND 

Subsection (n) of section 3 of the Federal Deposit Insurance Act, as amended 
(12.0. 8. C. 1813 (n)), is amended by striking the words “means a deposit” and 
substituting therefor the words “means a demand deposit” and subsection (f) 
of section 11 of that act (12 U. S. C. 1821 (f)) is amended by inserting after the 
words “transferred deposit” the words “payable on demand.” 


No. 93. DEFINITION OF BRANCH 

Subsection (0) of section 3 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1813 (0) ), is amended by striking the words “located in any State of 
the United States or in any Territory of the United States, Puerto Rico, Guam, 
or the Virgin Islands.” 


No. 94. INSURANCE OF DEPOSITS IN NATIONAL BANKS 


Section 3 of the Federal Deposit Insurance Act, as amended (12 U. 8. C. 1813), 
is amended by striking subsections (d) and (e) thereof and substituting therefor 
the following subsection : 

“(d) The term ‘national bank’ means any national bank located in any of the 
States of the Unired States, the District of Columbia, any Territory of the United 
States, Puerto Rico, Guam, or the Virgin Islands.” 

The first sentence of subsection (b) of section 4 of the Federal Deposit Insur- 
ance Act, as amended (12 U. 8. C. 1814), is amended to read as follows: 

“(b) Every national bank which is or has been authorized to commence the 
business of banking, and which is engaged in the business of receiving deposits 
other than trust funds as herein defined, shall be an insured bank on and after 
the effective date of this amendment. Every State bank which is converted into 
a national bank or which is or becomes a member of the Federal Reserve Sys- 
tem, and which is engaged in the business of receiving deposits other than trust 
funds as herein defined, shall be an insured bank from the time it converts into 
a national bank or becomes a member of the Federal Reserve System.” 

The remaining sentences of subsection (b) of section 4 and the first sentences 
of subsections (a) and (b) of section 8 of the Federal Deposit Insurance Act, 
as amended (12 U. §. C. 1814 (b), 1818 (a) and (b)), are amended by striking 
the words “national member bank’ wherever used therein and substituting 
therefor the words “national bank.” 

The first sentence of section 5 of the Federal Deposit Insurance Act, as amended 
(12 U.S. C. 1815), is amended to read as follows: 

“Seo. 5. Subject to the provisions of this Act, any State nonmember bank, 
upon application to and examination by the Corporation and approval by the 
Board of Directors, may become an insured bank.” 

The first sentence of subsection (h) of section 7 of the Federal Deposit Insur- 
ance Act, as amended (12 U. 8. C. 1817 (h)), is amended by striking the words 
“national member bank or any insured national nonmember bank” and substitut- 
ing therefor the words “national bank”. 

Subsection (c) of section 11 of the Federal Deposit Insurance Act, as amended 
(12 U. 8. C. 1821 (c)), by striking the words “insured District bank or of any 
noninsured national bank or’ and substituting therefor the words “of any”. 


No. 95. CHANGE oF TERM “THOROUGH EXAMINATION” TO “EXAMINATION” 


Section 5 of the Federal Deposit Insurance Act, as amended (12 U. 8. C. 1815), 
and subsection (b) of section 10 of the Federal Deposit Insurance Act, as amended 
(12 U. 8. C. 1820 (b)), are amended by striking the words “a thorough examina- 
tion” wherever used therein, and substituting therefor the words “an 
examination”. 

No. 96. MAINTENANCE OF ASSESSMENT RECORDS 

The fourth sentence of subsection (a) of section 7 of the Federal Deposit 
Insurance Act, as amended (12 U. 8. C. 1817 (a) ), is amended by substituting 
colon for the period at the end thereof and by adding the following proviso after 
the colon: 
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“Provided, That no insured bank shall be required to retain such records with 
respect to any such deduction or exclusion for a period in excess of five years 
from the date of the filing of any certified statement wherein such deduction or 
exclusion is claimed.” 


No. 97. ASSESSMENT CREDITS 


Subsection (d) of section 7 of the Federal Deposit Insurance Act, as amended 
(12 U. 8. C. 1817 (d) ), is amended to read as follows: 

“(d) As of December 31 of each calendar year, the Corporation shall trans- 
fer 40 per centum of its net assessment income to its Deposit Insurance Fund 
and, the balance of the net assessment income shall be credited pro rata to the 
insured banks based upon the assessment of each bank becoming due during said 
calendar year. Each year such credit may be applied by the Corporation toward 
the payment of any past due assessment not in dispute, and the balance shall 
be applied toward the payment of future assessments, provided that any unused 
balance remaining to the credit of a bank in liquidation shall be refunded to 
such bank, or refunded or credited to its assignee. The term ‘net assessment 
income’ as used herein means the total assessments which become due during 
the calendar year less (1) the administrative and operating costs of the Cor- 
poration; (2) additions to reserves to provide for insurance losses and other 
losses during the calendar year, except that any adjustments to reserves which 
result in a reduction of such reserves shall be added; and (3) the insurance 
losses and other losses sustained in said calendar year plus losses from any 
preceding years in excess of such reserves. If the above deductions exceed 
in amount the total assessments which become due during the calendar year, the 
amount of such excess shall be restored by deduction from total assessments 
becoming due in subsequent years. Any overpayment or underpayment of 
assessments by any bank in any preceding year shall be adjusted by payment or 
credit of the amount of the overpayment to such bank, or by collection of the 
amount of the underpayment from such bank, less the net assessment income 
credit on such overpayment or underpayment computed at the rate established 
for such preceding year when the overpayment or underpayment occurred. The 
Deposit Insurance Fund shall be charged or credited, as the case may be, with 
40 per centum of the amount of the overpayment or underpayment. The remain- 
ing balance of such overpayment or underpayment shall be charged or credited, 
as the case may be, pro rata to the insured banks based upon the assessments of 
each bank becoming due during the calendar year in which the adjustment is 
made.” 

Notre.—Supplementary paragraphs (e) of the recommendation and reasons 
sections on page 126 of the committee print of the Study of Banking Laws— 
Legislative Recommendations of the Federal Supervisory Agencies to the Sen- 
ate Committee on Banking and Currency, the addition of the words “and other 
losses” following the words “insurance losses” is recommended to clarify these 
provisions so that there can be no question of the propriety of deducting from 
assessment income items of expenditure which are not classified technically 
either as an “administrative and operating cost” or as an “insurance loss’. 
Examples of transactions which the accountant and auditor might classify as 
“other losses” are losses arising from claims from punitive damages; persona! 
and property damage claims not covered by insurance; and loss of uninsured 
property. 

No. 98. LIMITATION ON ACTIONS FOR ASSESSMENT PAYMENTS 


~ 


Subsection (g) of section 7 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1817 (g)), is amended by striking the first proviso therefrom and 
by striking the words “And provided further” therefrom and substituting there- 
for the words “Provided, however,”. 


No. 99. PROCEDURE FOR TERMINATION OF INSURED STATUS 

The first five sentences of subsection (a) of section 8 of the Federal Deposit 
Insurance Act, as amended (12 U.S. C. 1818 (a)), are amended to read as 
follows: 

“Seo. 8 (a) Any insured bank (except a national member bank or State mem- 
ber bank) may, upon not less than ninety days’ written notice to the Corporation, 
terminate its status as an insured bank. Whenever the Board of Directors shall 
find that an insured bank or its directors or trustees have engaged in unsafe or 
unsound practices in conducting the business of such bank, or have knowingly or 
negligently permitted any of its officers or agents to violate any provision of any 
law or regulation to which the insured bank is subject, the Board of Directors 
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shall first give to the Comptroller of the Currency in the case of a national bank 
or a district bank, to the authority having supervision of the bank in the case of 
a State bank, and to the Board of Governors of the Federal Reserve System in 
the case of a State member bank, a statement with respect to such practices or 
violations for the purpose of securing the correction thereof and shall give a 
copy thereof to the bank. Unless such correction shall be made within one 
hundred and twenty days, or within twenty days in any case where the Board of 
Directors in its discretion has determined that the insurance risk of the Corpo- 
ration is unduly jeopardized, or within such shorter period of time as the Comp- 
troller of the Currency or the State authority, as the case may be, shall require, 
the Board of Directors, if it shall determine to proceed further, shall give to the 
bank not less than thirty days’ written notice of intention to terminate the status 
of the bank as an insured bank, and shall fix the time and place for a hearing 
before the Board of Directors or before a person designated by it to conduct such 
hearing, at which evidence may be produced, and upon such evidence the Board 
of Directors shall make written findings which shall be conclusive. If, upon 
such evidence, the Board of Directors shall find that any unsafe or unsound 
practice or violation specified in such statement has been established and has not 
been corrected within the time above prescribed in which to make such correc- 
tions, the Board of Directors may order that the insured status of the bank be 
terminated on a date subsequent to such finding and to the expiration of the time 
specified in such notice of intention. Unless the bank shall appear at the hear- 
ing by a duly authorized representative, it shall be deemed to have consented to 
the termination of its status as an insured bank and termination of such status 
thereupon may be ordered: Provided, That if a person is designated by the 
Board of Directors to conduct the hearing, he shall certify that the bank did not 
appear.” 


No. 100. REDESIGNATION OF PROVISIONS OF SECTION 9 OF THE FEDERAL DEPOSIT 
INSURANCE ACT 
Section 9 of the Federal Deposit Insurance Act, as amended (12 U. S. ©. 1819), 
is amended by redesignating the provisions designated as “First” to “Tenth” as 
“(a)” to “(j)”, respectively. 


No. 101. EMPLOYMENT, SEPARATION, AND COMPENSATION 


Section 9 Fifth of the Federal Deposit Insurance Act, as amended (12 U.S. C. 
1819 Fifth), is amended to read as follows: 

“Fifth. Without regard to the provisions of any Civil Service laws relating to 
the employment, separation, or compensation of officers or employees of the 
United States, to appoint by its Board of Directors officers, employees, attorneys 
and agents, to dismiss at pleasure any officer, employee, attorney or agent, to 
define their duties, fix their compensation, require bonds of them and fix the 
penalty thereof. Nothing in this or any other Act shall be construed to prevent 
the appointment and compensation as an officer or employee of the Corporation of 
any officer or employee of the United States in any board, commission, independ- 
ent establishment, or executive department thereof.” 


No. 102. APPLICATION By CORPORATION FOR SUBPENA 
The second sentence of subsection (c) of section 10 of the Federal Deposit 


Insurance Act, as amended (12 U. S. ©. 1820 (c)), is amended by striking the 
words “Board of Directors” and substituting therefor the word “Corporation”. 


No. 103. ImmMuNITY FRoM PROSECUTION 


Subsection (d) of section 10 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1820 (d) ), is amended by deleting the last sentence thereof. 


No. 104. CERTIFICATION OF RECORDS 


The second sentence of subsection (g) of section 10 of the Federal Deposit In- 
surance Act, as amended (12 U. S. C. 1820 (g)), is amended to read as follows: 

“Photographs, microphotographs, or photographic film or other copies of such 
records, papers, or other documents, certified by the Secretary of the Corporation, 
over the Corporation’s seal, to be true and correct copies of the originals, shall 
be deemed to be an original record for all purposes, including introduction in 
evidence in all State and Federal courts or administrative agencies and shall be 
admissible to prove any act, transaction, occurrence, or event therein recorded.” 
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No. 105. Deposrr INSURANCE FUND 


Subsection (a) of section 11 of the Federal Deposit Insurance Act, as amended 
(12 U. 8. C. 1821 (a) ), is amended to read as follows: 

“The assets of the Corporation shall be held in a Deposit Insurance Fund for 
insuring deposits and for other uses and purposes of the Corporation. The 
maximum amount of the insured deposit of any depositor shall be $10,000.” 


No. 106. LIABILIry OF CORPORATION FOR INSURED DEPOSITS 


Subsection (b) of section 11 of the Federal Deposit Insurance Act, as amended 
(12 U. 8. C. 1821 (b)), is amended to read as follows: 

“(b) For the purposes of this Act an insured bank shall be deemed to have 
closed on account of inability to meet the demands of its depositors in any 
case in which it has been closed for any purpose without adequate provision 
being made for the payment of its insured deposits” ; 
and subsection (f) of section 11 of the Federal Deposit Insurance Act, as 
amended (12 U. 8. C. 1821 (f)), is amended by striking the proviso therefrom 
and inserting the letter “(i)” for the letter “(zg)” where appearing therein; 
and the existing subsection (g) of said section 11 is redesignated as subsection 
(i) ; and a new subsection (g) is added to said section 11 to read as follows: 

“(g) In the event that pursuant to State or Federal law the control of any 
insured hank is assumed by a receiver, conservator, or other statutory author- 
ity without adequate provision being made for the payment of the insured 
deposits in such bank, thereupon the Corporation shall promptly pay to 
depositors their insured deposits as herein provided, and upon such payment 
the Corporation shall be subrogated, in accordance with the provision of sub- 
section (i) of this section, to the rights of such depositors to the extent of such 
payment.” 

And a new subsection (h) is added to said section 11 to read as follows: 

“(h) The Corporation, in its discretion, may require proof of claims to be 
filed before paying the insured deposits, and in any case where the Corporation 
is not satisfied as to the validity of a claim for an insured deposit, it may 
require the final determination of a court of competent jurisdiction before 
paying such claim. For the purpose of determining the amount and validity of 
any claim for any insured deposit or the duty of the Corporation to pay the 
same, the Corporation shall have access to all books and records of the insured 
bank.” ; 
and the existing subsections (h), (i), (j), (kK), and (1) are redesignated (j), 
(k), (1), (m), and (n), respectively. 


No. 107. ADDITIONAL LIABILITY OF NATIONAL BANK STOCKHOLDERS 


The first sentence of subsection (d) of section 11 of the Federal Deposit In- 
surance Act, as amended (12 U. 8S. C, 1821 (d) ), is amended by striking therefrom 
the words “stockholders and”. 


No. 108. New NATIonaL BANK ORGANIZED To ASSUME DEPOSITS 


Subsection (i) of section 11 of the Federal Deposit Insurance Act, as amended 
(12 U. 8. C. 1821 (i) ), is amended by striking the eighth sentence therefrom and 
substituting therefor the following: 

“The new bank shall transact no business except that authorized by this Act 
and as may be incidental to its organization: Provided, however, That the Comp- 
troller of the Currency, in his discretion, may authorize the bank to transact 
such other business as a national bank may transact.” ; 


and subsection (1) of said section 11 is amended by substituting a colon for the 
period at the end of the second sentence thereof and by adding the following pro- 
viso after the colon: 

“Provided, however, That the Corporation may extend the two-year limitation 
on the operation of such a new national bank for periods of six months, but not 
in excess of two additional years, when the Board of Directors determines that 
the continuance of the new bank is necessary to meet the needs and convenience 
of the community.” 


No. 109. RECEIVER OF AN INSURED BANK 


Subsection (a) of section 12 of the Federal Deposit Insurance Act, as amended 
(12 U. 8. C. 1822 (a) ), is amended to read as follows: 
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“Notwithstanding any other provision of law, temporary employees hired by 
the Corporation to assist it in performing its duties and functions as receiver 
of any insured bank shall be deemed to be employees of the receivership estate.’’ 
and subsection (d) of section 11 of the Federal Deposit Insurance Act, as amended 
ie U. S. C. 1821 (d)), is amended by adding the following sentence at the end 
thereof : 

“Notwithstanding any other provision of law, the Corporation as receiver of 
a closed national bank or District bank shall not be required to furnish bond 
and shall have the right to appoint an agent or agents to assist it in its duties 
as such receiver, and all fees, compensation, and expenses of liquidation and 
administration thereof shall be fixed by the Corporation, and may be paid by it out 
of funds coming into its possession as such receiver.” 


No. 110. LIABILITY oF DEPOSITOR AS STOCKHOLDER OF CLOSED BANK 

Subsection (d) of section 12 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1822 (d)), is amended by deleting the following words therefrom; 
“as a stockholder of the closed bank, or of any liability of such depositor.” 


No. 111. LoaANs TO AND ASSET PURCHASES FROM RECEIVERS OR LIQUIDATORS 


The first sentence of subsection (d) of section 13 of the Federal Deposit 
Insurance Act, as amended (12 U. 8S. C. 1823 (d)), is amended by striking 
therefrom the words “express provisions of” and substituting therefor the word 
“applicable” and said subsection (d) is further amended by striking therefrom 
the third sentence thereof. 


No. 112. Crvit-Service RETIREMENT AND DISABILITY BENEFITS AND EMPLOYEES’ 
COMPENSATION BENEFITS 

Section 13 of the Federal Deposit Insurance Act, as amended (12 U. S, C. 
1823), is amended by adding at the end thereof the following new subsection: 

(i) The Corporation shall pay into the civil-service retirement and disability 
fund such sum as shall be agreed upon by the Civil Service Commission and the 
Corporation as the Government's share of the cost of the civil-service retirement 
system applicable to the Corporation’s officers and employees and their bene- 
ficiaries for the period from the creation of the Corporation to the first day of 
the first pay period which begins after June 30, 1957. The benefits of the 
Federal Employees Compensation Act (5 U. 8. C. 751-791 and 793), as now or 
hereafter amended, and of the unemployment compensation provided in Title 
XV of the Social Security Act (42 U. S. C. 1361-1370), as now or hereafter 
amended, shall extend to the officers and employees of the Corporation. The 
Corporation shall pay into the employees’ compensation fund such sum as shall 
be agreed upon by the Secretary of Labor and the Corporation as being the 
amount of the benefit payments made from such fund on account of the Corpo- 
ration’s officers and employees prior to January 1, 1957. The Corporation shall, 
after January 1, 1957, pay into the employees’ compensation fund, on the basis 
of annual billings as agreed upon by the Secretary of Labor and the Corporation, 
the amount of the benefit payments made from such fund on account of the Cor- 
poration’s officers and employees. The annual billings shall also include a fair 
portion of the cost of the administration of the employees’ compensation fund, 
which portion shall be paid by the Corporation into the Treasury as miscel- 
laneous receipts. Any payments made hereunder applicable to periods prior to 
January 1, 1957, shall be paid out of the Corporation’s capital account and shall 
not affect the ‘net assessment income’ computed under subsection (d) of section 
7 for such periods. Any such costs applicable to periods after January 1, 1957, 
and any amounts contributed to the civil-service retirement and disability fund 
pursuant to section 4 (a) of the Civil Service Retirement Act of May 29, 1930, as 
amended by the Civil Service Retirement Act Amendments of 1956 (Public Law 
854, 84th Cong.), shall be included as a part of the administrative and operating 
costs of the Corporation for the purpose of computing ‘net assessment income’ 
as provided in said subsection (d) of section 7, and may be paid upon estimates 
or formulas subject to subsequent adjustment after audit or other verification, 
and the amount of any subsequent adjustment shall be charged or credited in 
the year in which the adjustment is made. Any disagreement between the Cor- 
poration and the Civil Service Commission or the Secretary of Labor, as the 
case may be, as to the propriety or amount of any sum due for past benefits as 
herein provided or as to the amount of any annual billings shall be determined 
as the President by Executive order shall direct.” 
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No. 113. ACCOUNTING AND AUDITING OF THE CORPORATION ON CALENDAR-YEAR BASIS 


Subsection (c) of section 17 of the Federal Deposit Insurance Act, as amended 
(12 U. 8. C. 1827 (c)), is amended by striking the first two sentences thereof 
and substituting therefor the following three sentences: 

“(c) The fiscal year of the Corporation shall be the calendar year. A report 
of the audit for each calendar year shall be made by the Comptroller General 
to the Congress not later than June 30 following the close of such calendar 
year: Provided, That the first report of audit under this provision shall include 
any period of 1956 or 1957 which has not been included in any audit report. 
The Comptroller General shall furnish the Corporation a short form report 
showing the financial position of the Corporation at the close of the calendar 
year, if it is possible for him to do so in time for inclusion of the report in 
the Corporation’s annual report to the Congress.” 
and subsection (b) of section 17 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1827 (b)), is amended by deleting the last sentence thereof. 

No. 114. REGULATION OF BANK MERGERS 

Subsection (c) of section 18 of the Federal Deposit Insurance Act, as amended 
(12 U. 8S. C. 1828)), is amended by striking out the third sentence thereof and 
substituting in lieu thereof the following: 

“No insured bank shall merge or consolidate with any other insured bank 
or, either directly or indirectly, acquire the assets of, or assume liability to pay 
any deposits made in, any other insured bank without the prior written consent 
(i) of the Comptroller of the Currency if the acquiring, assuming, or resulting 
bank is to be a national bank or a District bank, or (ii) of the Board of Governors 
of the Federal Reserve System if the acquiring, assuming, or resulting bank is 
to be a State member bank (except a District bank), or (iii) of the Corporation if 
the acquiring, assuming, or resulting bank is to be a nonmember insured bank 
(except a District bank). In granting or withholding consent under this sub- 
section, the Comptroller, the Board, or the Corporation, as the case may be, 
shall consider the factors enumerated in section 6 of this Act. In the case of 
a merger, consolidation, acquisition of assets, or assumption of liabilities, the 
appropriate agency shall also take into consideration whether the effect thereof 
may be to lessen competition unduly or to tend unduly to create a monopoly, 
and, in the interests of uniform standards, it shall not take action as to any 
such transaction without first seeking the views of each of the other two banking 
agencies referred to herein with respect to such question; and in such a case 
the appropriate agency may also request the opinion of the Attorney General with 
respect to such question.” 


No. 115. Loans TO EXAMINERS OF THE CORPORATION 


Title 18, United States Code, section 217, is amended by substituting a 
comma for the period at the end thereof and adding the following words: 
“or to loans made by a national bank, by a bank operating under the Code of 
Law for the District of Columbia, or by any other bank which is a member of 
the Federal Reserve System, to examiners and assistant examiners of Federal 
Deposit Insurance Corporation, or to borrowings made by such examiners or 
assistant examiners from such banks when such loans or borrowings are made 
in accordance with regulations prescribed by the Board of Directors of the 
Federal Deposit Insurance Corporation.” 


ADDITIONAL RECOMMENDATION No. 1. Power To Require Avupirs oF INSURED 
BANKS 

Section 10 of the Federal Deposit Insurance Act, as amended (12 U. S. C. 1820), 
is amended by redesignating the subsections designated as “(e)” to “(g)” as 
““(f)” to “(h),” respectively, and by inserting as new subsection (e) the following: 

“(e) Whenever the Board of Directors shall find that the affairs of an insured 
bank are in such state that its books and records may not reveal its true condi- 
tion, and the Board of Directors shall further find that an audit of the affairs 
of the bank is necessary to properly appraise the insurance risk of the Corpora- 
tion, the Board of Directors may, in its discretion, direct the bank to cause to be 
made forthwith an audit of the bank by a certified public accountant within the 
scope fixed by the Board of Directors as being necessary for a determination of 
the true condition of the bank, and if within a reasonable time thereafter the 
bank shall fail to cause said audit to be initiated, or shall fail to file a copy of 
the completed report of audit with the Corporation, then the Corporation may 
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cause an audit of the bank to be made by a certified public accountant selected 
by the Board of Directors, and the costs of the audit and report shall be added 
to the assessment otherwise. payable by such bank.” 


ADDITIONAL RECOMMENDATION No. 2. REGULATORY AUTHORITY OVER EMPLOYMENT 
BY INSURED BANKS OF STATE AND FEDERAL BANK EXAMINERS AND EMPLOYEES 
OF CORPORATION INVOLVING CONFLICT OF INTEREST 

Section 9 of the Federal Deposit Insurance Act, as amended (12 U.S. ©. 1819), 
is amended by adding at the end thereof the following subsection: 

“(k) To prescribe, by regulations of its Board of Directors, restrictions on 
the employment by any insured bank of any State or Federal bank examiner and 
of any employee or former employee of the Corporation when such employment 
may involve a conflict of interest, and to prescribe penalties against the bank 
and the employee for the violation thereof.” 


ADDITIONAL RECOMMENDATION No 3. ACCEPTANCE OF ScHOOoL SAVINGS NOT A 
BRANCH 

Subsection (0) of section 3 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1813 (0)), is amended by substituting a colon for the period at the 
end thereof and by adding the following proviso after the colon: 

“Provided, however, That the acceptance of deposits in furtherance of a school 
thrift or savings plan by an officer, employee, or agent of a bank at schools shall 
not be construed to be the operation of a branch.” 


ADDITIONAL RECOMMENDATION No. 4. TIME For F1Ittne CLAIMs AGAINST RECEIVERS 
The first sentence of subsection (e) of section 12 of the Federal Deposit In- 
surance Act, as amended (12 U. S. C. 1822 (e)), is amended by adding after 
the words “receiver for the closed bank” the words “or such lesser period as 
may be fixed by State law for filing claims of depositors against a receiver of a 
closed State bank” and the last sentence thereof is amended by adding after 
the words “eighteen months’ period” a comma and the words “or such lesser 
period,”. 
ADDITIONAL RECOMMENDATION No. 5. PROHIBITION OF DISCLOSURE OF EXAMINATION 
REPORTS 

Subsection (f) of section 10 of the Federal Deposit Insurance Act, as amended 
(12 U. S. C. 1820 (f)), is amended by adding the following sentence at the end 
thereof : 

“All files, documents, reports, books, accounts, and records (hereinafter col- 
lectively referred to as ‘records’) pertaining to any bank, in the possession or 
under the control of the Corporation or any officer, employee, or agent thereof, 
including but not limited to (1) reports of examinations or investigations of any 
bank, (2) applications, statements, and reports to the Corporation by any bank, 
or (3) proceedings for the termination of the insured status of any bank and 
all facts or information contained in such records or acquired by the officers, 
employees, or agents of the Corporation in the performance of their official 
duties are confidential and privileged, and the disclosure of such facts or infor- 
mation or the production of such records in any proceedings, without the prior 
consent of the Corporation, is prohibited.” 


Mr. Mutter. Now, Mr. Cook, I think you indicated to us that your 
Board fixed the salaries and compensation of all of your employees. 

Mr. Coox. That is correct. 

Mr. Mutter. You do not submit any budget requests to the Budget 
Bureau ? 

Mr. Coox. No. 

Mr. Mutter. You do not submit anything to the Congress for ap- 
proval or disapproval as to any of the appropriations or expenditures 
that you make ? 

Mr. Coox. We have no appropriated funds as you well know, be- 
cause we have our own funds. Wedo not goto the budget. We have 
submitted our figures to the Bureau of the Budget for their informa- 
tion, but each year as you know, we submit to the Congress a report 
with the General Accounting Office so that everything is aboveboard 
and clear. 
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Mr. Murer. Under the existing statute, and there is nothing pro- 
posed in this bill to change the existing statute, there is no provision 
permitting the Congress to supervise or control your expenditures. 

Mr. Cosurn. Mr. Multer, you know that GAO conducts our annual 
audit, and matters of expenditures of all kinds are considered by 
GAO in the audit. 

Mr. Muurer. That is information to the Congress, copies to the 
Board and copies to the Congress, and that is submitted for the infor- 
mation of the Congress. 

Mr. Cospurn. Yes. 

Mr. Mutter. But there is no supervision, we have no right to tell 
you you should not make this expenditure or you should make another 
kind of expenditure that you are not making. 

Mr. Cosurn. Well, if GAO deems any action of the corporation to 
be improper or outside of the law, or irregular, or excessive, they com- 
ment on it in their report to Congress. 

Mr. Muurer. But beyond comment and recommendation, without 
any statutory provision there is no way to compel the FDIC to change 
its policy or procedures as to the money it is spending or has spent or 
will spend. 

Mr. Cosurn. Well, the management of the Corporation is vested 
in the Board of Directors generally, yes. 

Mr. Muurer. Now why shouldn’t Congress have control over those 
expenditures for operations? Why shouldn’t we put a provision in 
this bill permitting the Congress to say what you shall spend and 
what you shall spend it for? 

Mr. Cospurn. Well, Mr. Multer, we have discussed many times, at 
least the Corporation has, coming down to Congress for the expendi- 
tures, and if you are going to have an independent agency that is free 
to act in an emergency, we think that this present procedure is prob- 
ably the best if not the only way to do it. 

Mr. Coox. And it has worked well for 24 years. 

Mr. Muurer. Well, I am not so sure it has worked well for 24 years. 
That is why I am suggesting that the Congress should have control 
over the purse strings. Is there any emergency involved in the hiring 
of chauffeurs, and clerks, and typists, and stenographers ? 

Mr. Cosurn. Well, there can be, depending on the circumstances. 
Ordinarily, there isn’t. 

Mr. Mourer. Would that kind of emergency be any different than 
exists in any other executive department of government? 

Mr. Cosurn. I don’t know about the other agencies of Government, 
but, for instance, with your insurance risk, whenever there is a likeli- 
hood or a fact that banks are closing or about to close, we have got to 
take that into consideration, the number of banks that are closed and 
in the process of liquidation makes necessary to increase or decrease 
the size of the personnel of the corporation, the number of personnel. 

Mr. Muurer. What has that got to do with the right of the Congress 
to determine whether or not you are spending too much or too little 
for examiners, and for clerks, and for chauffeurs, and for stenog- 
raphers, and for lawyers? , 

r. Copurn. Well, I think that the report of GAO, that is a fune- 
tion of GAO and the purpose of the audit is to give the Congress that 
information. 

Mr. Mutter. That is right. 
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Mr. Copurn. And I think it does. 

Mr. Mourer. It does give us the information, but after we have the 
information we can call: you names or just sit back and fume about it, 
There is nothing we can do about it. 

Mr. Cosurn. Well, you certainly can, as you are doing now, con- 
sider legislation and adopting legislation. We are certainly creatures 
of Congress and anything Congress wants to do it can do, and we 
certainly respect that position of C ongress, and we don’t do the things 
that we think that Congress doesn’t want us to do or are not within 
the spirit as well as the letter of our act, and I think we have kept 
both within the letter and the spirit of our act. 

Mr. Brown. Mr. Multer, will you yield to me? 

Mr. Muurer. Surely. 

Mr. Brown. Mr. Cook stated the agency had worked well for the 
past 24 years. You said you weren't so sure of that. Mr. Cook asked 
you what you meant by that ; would you mind answering that? 

Mr. Mutrer. I am now addressing myself to the a of the 
right of the Congress and why the Congress should not enact as part 
of this bill a provision requiring this agency to come before the Con- 
gress and get its appropriations, and have the C ongress approve its 
expenditures before it makes them. 

Mr. Brown. They don’t get appropriations. 

Mr. Mutrer. Of course, they don’t. I am suggesting even though 
they are spending the money w hich they are collecting by assessments, 
this is a Government agency, wholly owned and controlled by the 
Government, created by the Congress, and I am saying that they 
should not be permitted to spend their money except that they come 
in and justify it in advance before the Congress the way every other 
executive department of Government does 

Now, I would like to have some good reason why this agency should 
be exempted from that procedure other than the fact that they collect 
all of their money in the first instance and it does not go into the 
United States Treasury. 

The Cuarrman. Not a dollar of this money is appropriated funds. 

Mr. Mutter. Of course, it isn’t. 

The Cuatrman. And you submit your expenditures to the Budget 
Bureau and General Accounting Office, the two agencies that look 
over it. 

Mr. Coox. We do, and we are thoroughly audited by the General 
Accounting Office. 

The CHatrman. It seems to me, all the Congress could do would 
be resubmit it to the agencies for detailed examination. 

I think Congress has control, because the reports are sent to it. 

Mr. Coox. We are a creature of the Congress and perfectly willing 
to submit any information, but I might make this observation, Mr. 
Chairman. 

If we would have to come to the Congress for an appropriation, we 
don’t know in any one year what our losses are going tobe. If we had 
a good-size bank drop in our laps like we had down in Del Rio, Tex., 
for a few days, it took about $11 million just for a short time to do that. 
Fortunately, that situation has worked out, but taking an extreme case 
where we might have to use millions within a matter of hours, we can’t 
come to the Congress for that; we have to act quickly. That is our 
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job—to protect the depositors—and that is the reason this fund has 
ee established—for the protection of the depositors. 

The CuarrMan. The expeditious exercise of that power is absolutely 
essential to maintain the faith the people have in the agency. 

Mr. Coon. That is correct, Mr. Chairman. We have to move fast. 

The Cuairman. I think it would be ridiculous to come to Congress 
for an appropriation every time you need the money when you already 
have the money you have earned, and you report what you do. 

Mr. Coox. That would simply emasculate the powers of the agency 
to do the job the Congress created it for some 24 years ago. 

Mr. Muurer. You have nicely confused the subject, Mr. Cook, and 
created an atmosphere that has nothing to do with my question. 

I didn’t for one moment infer that you should come to the Congress 
for an appropriation in order to be able to save a bank or protect the 
depositors. 

I am addressing myself to your appropriations for the expenditures 
of your office—not for the insurance operations—for the operation of 
your office, the hiring of employees, the buying of automobiles, and the 
things of that kind. That is what I am talking about. 

The Cuairman. I thought the gentleman said “expenses of admin- 
istration” which would include the payment of losses and all other 
operations. 

Mr. Mutter. The expenses of administration are quite apart from 
the statutory obligations of paying out insurance. 

The Cuarrman, That is the difference between expenses and expend- 
itures of the office. These are expenditures of the office. 

Mr. Anpverson. Mr. Multer, you have certainly raised a point that 
is worth going into. The fact that the money is raised by this 
Government agency should not give them authority to expend it 
without reference to Congress. Just to put in a comparison, which 
is perhaps at first blush a little incongruous, the situation might be 
compared with that in the TVA or one of our public power hydro- 
electric developments where an agency of the Government is making 
substantial collections. AJ] of the money goes into the Treasury of 
the United States, and the agency is not authorized, simply because 
it collects the money in the course of its business, to use it for expan- 
sion or otherwise. 

It seems to me that expenditures of all Government agencies should 
be very closely scrutinized by the Congress. 

Mr. Coox. We are. 

Mr. Anperson. Their budgetary expenditures also should be sub- 
ject to control by the Congress; not just scrutinized but subject to 
control of the Congress. 

Mr. Coox. Let me make this comment, if you please, Mr. Chairman, 
and that is this: I believe for about the first 8 or 10 years of the 
life of the Corporation, when we had quite a number of large banks 
in liquidation, our liquidation staff was larger at that time than our 
entire staff is now, including examination, so if we had a number of 
banks in our hands at one time, we would have to expand that force 
quickly because we have to move. 

Mr. Anpverson. Certainly, it would be possible to have either emer- 
gency funds that would be available for such purposes as that, or a 
method could be utilized by which, at the conclusion of a year of such 
emergency, deficiency appropriations were made available. There 
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could be a clear understanding that normal expenses could be exceeded 
in the case of emergency. Considering the number of bankruptcies 
that are taking place, we may expect, perhaps, that such an emergency 
may arise in the not too distant future. 

Mr. Greensives. To point up a little bit what the problem would 
be in operating under a budget prepared a year or two in advance, 
in 1938, 9 banks failed; in 1935, 25 banks; the next year, 69 banks, 
Now, the rapid influx of failed banks could not have been anticipated 
and we had to expand our Liquidation Division from zero to 1,400 
employees within a year’s time. 

Now, that could not be anticipated in a budget prepared 2 years in 
advance of the event. If we tried to anticipate future bank closings, 
that could be used as an element to jar business confidence and-so 
forth, so there is a very severe and difficult practical problem in 
setting up budgets for Congress to approve in advance, and which 
bind us and might have a very bad effect on our operation in case of a 
wave of bank failures. 

Mr. Anvrerson. Thank you, Mr. Multer. 

Mr. Mouurer. You said 2 years in advance. The fact is Congress 
appropriates funds year by year. 

Mr. Greensipes. Year by year, but you are working on the 1958 
budget early in 1957. 

Mr. Mutter. You mean the Budget Bureau is. 

Mr. Greensipes. Yes, and the agencies before that because they 
have to get their estimates over to the Budget Bureau, cleared there, to 
come up here, so we would be working almost 2 years in advance of the 
designated budget year. 

Mr. Moutrer. Congress is only working on the new fiscal year. 

Mr. Greensives. That is right. 

Mr. Muurer. As a matter of fact, when you walk into a bank that 

ou are going to take over or close up or merge into a more solvent 
institution, you go in with a force of examiners and clerks that: are on 
your payroll; don’t you ? 
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Mr. Greensipes. In liquidating the assets of closed banks, that is 
done through our Liquidation Division, and employees are hired and 
released in accordance with need. 

Mr. Mutter. Will you submit to us a list of your employees that you 
have on a permanent basis by titles and number—I don’t want 
names—for each of the last 5 years, and an indication of how many 
temporary employees you had taken on each year, and indicating how 
long the temporary employees remained with you? 

Mr. Greensipes. Yes. 

(The data requested above are as follows:) 


FEepERAL Deposir INSURANCE CORPORATION, 
OFFICE OF THE CHAIRMAN, 
Washington, D. C., September 11, 1957. 
Mr. Rosert L. Carpon, 
Clerk, Committee on Banking and Currency, 
‘House of Representatives, Washington, D. C. 

Dear Mr. Carpon: We submit copies of schedules described below in ful- 
fillment of the request of Congressman Multer expressed during the course of the 
hearings on the Financial Institutions Act, August 15, 1957. 

1. A list of permanent employees by titles and number for each of the last 
5 years. 

2. A schedule of temporary employees taken on for each liquidation over the 
course of the past 5 years and showing the number of such temporary employees 
on duty at the closing of the year in which hired. 

3. A schedule reporting the number of temporary employees taken on for 
each liquidation over the past 5 years and showing the number of such em- 
ployees released within a 4-month period. 

4. A schedule showing the number of employees of the corporation by 
divisions for each year since the organization of the corporation. 

The last-named schedule was not specifically requested, but is submitted for 
the reason that it illustrates how the total of permanent as well as temporary 
employees rises and falls with the incidence of bank closings. Inasmuch as 
the number of bank closings has been small in each of the last 5 years, there 
has been little change in our total personnel over that period. During the earlier 
years of the corporation’s life the number of bank closings was much higher and 
the schedule reflects the personnel requirements for those years. 

We believe the schedules as enclosed will meet the needs of the committee. 

Sincerely, 
Net G. GREENSIDES, 
Acting Assistant to the Chairman. 
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SCHEDULE 38 


Temporary employees in liquidations acquired Jan. 1, 1952, to July 31, 1957 


Number 
| Number | employees 
Name and location of bank Date new eir- released 
acquired ployees ! within 
4-month 
period 


Thomasville Bank & Trust Co., Thomasville, Ala 

Camden State Bank, Camden, Dl 

Bank of Dierks, Dierks, Ark 

Mayfield State Bank, Mayfield, Pa 

First State Bank of Elmwood Park, Elmwood Park, II]__-.-.-- j , 19! 
Bank of Ila, la, Ga 4 . 9,1954 
Bank of Whitesville, Whitesville, Ky — t. 1,1954 
The First National Bank of Lewisville, Lewisville, Tex --| Jan. 28, 1955 | 
Rathdrum State Bank, Rathdrum, Idaho .--| Apr. 30, 1955 
Bank of North Idaho, Inc., Priest River, Idaho | 
Joshua Monument National Bank of Twentynine Palms, 

Twentynine Palms, Calif July 22,1955 23 
Frontier Trust Co., Fort Fairfield, Maine . %. 3, 1955 23 
River Oaks State Bank, Fort Worth, Tex t. 15, 1956 24 
The Home National Bank of Ellenville, Ellenville, N. Y . 21, 1956 32 
First State Bank of Yorktown, Yorktown, Tex- J d . 10, 1957 16 
Del Rio National Bank, Del Rio, Tex 20, 1957 43 


fe 


os 
SN Oe Oss 


oan 


~1 


! Temporary employees paid from liquidator’s imprest fund account or claim agent’s funds. 


SCHEDULE 4 


Officials and employees 

| Examination | Liquidation Re- |Finance| 
| Execu- | | Division Division search | and | Banks 
tive Ot CaS le Sees tet: ___| and |Admin-| aided 
Total | Divi- | Divi- | Statis- | istra- | during 
| sion | sion | Central) Central | tics | tive year 
| office | Ficld!| office | Field | Divi- | Divi- 
| | sion | 
=— 37 71 - ry tc 7 rere 
| 


sion 


Dec, 31, 2 846 | . 
Dec. 31, . 749 3 33 35 | 07 | 
Dec. 31, 845 2% : 
Dec. 31, : 920 

Dec < I, 163 

Dec. : , 484 

Dec. 31, , 927 

Dee. 31, 2, 538 

Dec. 31, 2,411 

Dec. 31, , 899 

Dec. 31, , 46 

Dec. 31, 1, 184 

Dee. 31, , 181 

Dee. 31, , 160 

Dec. ; J , 033 

Dec. 31, 1, O88 

Dee. 31, 1 , 075 

Dec. 31, 1951 1, 002 

Dee. 31, 198% 1, 028 

Dec. 31, , 025 

Dec. : , 195 1, OS7 

Dee. 31, heck , 131 

Dec. 31, , 144 


i 


! Includes clerical and typing personnel, 
2? Data not available by divisions. 
3 Central office and field employees. Separate data not available. 
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Mr. Mutter. Now what do you do as far as lawyers are concerned 
when you go into liquidate a bank or close it up? 

Mr. Coox. General counsel answers that question. 

Mr. Cosurn. Mr. Multer, in each instance that there is a closed 
bank in which there is indication there are going to be substantial legal 
problems, we employ local counsel to represent the Corporation, the 
receiver, or the liquidator in the matter. 

We do that on the basis of a form of contract that gives the Board 
of Directors of the Corporation the absolute right and authority to 
fix fees and during the course of the administration of the estate, 
whether it be receivership or liquidation, or any other capacity, we 
ordinarily have counsel file with us quarterly fee bills; both the liqui- 
dation division and the legal division examine them, and then they 
are passed on to the Board of Directors with recommendations, and 
the Board fixes the amount of the fees. 

Mr. Muurer. You don’t pay those lawyers by the week or the month 
or the year? 

Mr. Cosurn. No; they are the kind of legal services, Mr. Multer, 
that involve specific litigation or advisory matters, so that it is not 
practical to employ them on a full-time basis. 

Mr. Mvuurer. And they are paid after their services are completed 
and you then evaluate the value of the services, and they are then 
paid. 

Mr. Cosurn. Well, ordinarily in a liquidation proceeding that is ¢ 
continuing matter for 2 or 3 years, we consider the services on a pe- 
riodic basis, ordinarily a quarterly basis, on the matters that have 
concluded. 

In other words, those matters that are concluded in the quarter, we 
consider the fees to be allowed for such services. 

Mr. Mutrer. Then whenever the emergency arises and you must 

call in local counsel to be of assistance to the corporation in doing 
a job, you don’t need any advance appropriation for that. That man 
goes in and does the work and then he is paid after he has completed 
his work. 

Mr. Copurn. As I say we ordinarily provide for quarterly pay- 
ments for such counsel. 

Mr. Mutter. Is there any court review of those allowances? 

Mr. Copurn. Here again it is a matter that comes before the Board. 
They are approved by the Board and they are audited by the GAO. 

Mr. Mutrer. Then the answer to my question is, there is no court 
review of those allowances. 

Mr. Coznurn. Well, in State receiverships where we are acting under 
court appointment, there is, but in instances of national bank receiv- 
erships, there is not a court review. 

Mr. Mutrer. In every instance, Mr. Coburn, where there are State- 
appointed receivers or trustees, and in the Federal district courts 
where a receiver or trustee is appointed, whether it be an equity re- 
ceivership or a bankruptcy receivership, in all of those instances the 
court reviews, does it not, and fixes the allowances to be paid out to 
the receiver and the trustees and their attorneys ? 

Mr. Copsurn. Well, if the receivership is operating under court 
appointment, and under the jurisdiction of a court, the court passes on 
and fixes the fees. Our Board acts in the same capacity as the court. 
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Mr. Mutter. In other words, your Board acts as the receiver and as 
the court. ; 

Under the statute, you have a right to go in as the receiver; isn’t 
that so? 

Mr. Copnurn. Under the statute in the case of the closing of a 
national bank and appointing the receiver, the comptroller must ap- 
point the Corporation receiver. 

Mr. Motrer. There is no discretion about it, the Comptroller must 
appoint the Corporation receiver. 

Then the receiver proceeds to employ his own attorney; is that 
right ? 

Mr. Cosurn. The Board appoints an attorney just like the court 
appoints an attorney. 

Mr. Mutrer. The Corporation which is the receiver appoints the 
lawyer, fixes his compensation. 

Mr. Cosurn. Just like the court does in the case of a court receiver- 
ship, yes, sir. 

Mr. Mutter. And determines how and when and where the assets 
will be sold or liquidated. 

Mr. Cosurn. Well, now in the case of a national bank receivership, 
as you know, and as I pointed out in my statement, under the present 
law in the case of the compromise or settlement of any claim or the 
sale of assets, it is necessary to get court approval, and as I pointed 
out on that, that is an ex parte proceeding, and part of an administra- 
tive act on the part of any court of competent jurisdiction. 

Mr. Mutter. So you think that that is like the court, too. 

Mr. Cosurn. No, that particular phase is an additional matter. 

Mr. Mutter. Well, now the sale of assets where you go in and get 
the ex parte order—so that the record may be clear—an ex parte order 
is one where you go in and get an order without notice to anybody. 
The Corporation through its counsel goes in before the court, presents 
some papers to the court on which the court then makes an order with 
notice to no one. 

Mr. Cosurn. That is correct. 

Mr. Motrer. Where you get that kind of an order, ex parte from the 
court for the sale of assets, you are talking about the sale of all of the 
assets. 

Mr. Copurn. No, sir, it can be the sale of all or any portion of them. 

Mr. Mutter. Well, let’s be specific, let’s take the Ellenville National 
Bank case. 

Mr. Copurn. Yes, sir. 

Mr. Mourer. You went to court there and got a court order. 

Mr. Conurn. We have gotten several court orders in the Ellenville 
National Bank case. 

Mr. Muurer. Did you get a court order permitting you to settle 
the obligation which practically broke the bank? Do you know which 
one I am referring to? 

Mr. Cosurn. Are you talking about the Anjopa Paper Co. ? 

Mr. Muurer. Yes; how big was that obligation when the FDIC 
stepped in ? 

Mr. Cosurn. Our final audit showed something in excess of $900,000, 
I think it would be $950,000. . 

Mr. Motrer. That was principal. 
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Mr. Cosurn. No, that included calculated interest of the overdraft. 

Mr. Mutrer. What was the original amount of the overdraft? Do 
you know? 

Mr. Cosurn. No; I can’t give you that, exactly. 

Mr. Muurer. When did the overdraft first occur? 

Mr. Cosurn: Well, it had been going on for several years. 

Mr. Mutrer. How come your examiners never discovered it? 

Mr. Cosurn. That was a national bank, and the examination of 
that bank was under the Comptroller. 

Mr. Mutter. Weren’t the Comptroller’s reports of examination sub- 
mitted to you regular ly? 

Mr. Copurn. Y es, Sir. 

Mr. Muurer. Were they reviewed regularly ? 

Mr. Copurn. Yes, sir. 

Mr. Mutter. And there was nothing suspicious in that? 

Mr. Cosurn. The overdraft was not shown in the report of exami- 
nation. 

Mr. Mutter. There was nothing in that report that put anybody on 
notice that there was something wrong there; that you had better 
check on this. 

Mr. Cozsurn. As I recall, the last report prior to the one in which 
the shortage was discovered indicated that the bank had an excessive 
amount of bad assets, and as result, as I understand it, a surprise 
examination was made, and it was at the time of the surprise examina- 
tion that the examiners discovered the shortage. 

Mr. Mutter. Now that obligation was settled ; wasn’t it. 

Mr. Cosurn. Yes, sir. 

Mr. Mutter. For how much ? 

Mr. Cosurn. Well, it involved a settlement which nets to the Cor- 
poration approximately $390,000. 

Mr. Motrer. Approximately 3314 percent on the dollar. 

Mr. Cosurn. That is right, roughly, a little bit more than that. It 
is closer, I think, to 40 percent. 

Mr. Mutter. Was this matter reviewed by the Board of the FDIC? 

Mr. Cosurn. That matter was very, very carefully reviewed. 

You see, when we take over a closed bank we have to try to realize 
on the assets that are available to us, and we have to take it over under 
the conditions that we find. Here was an overdraft, an extension of 
credit that from the sound banking point of view there was no basis 
at all for, no basis for that kind or amount of credit to be extended to 
this firm. 

Mr. Mutter. Quite apart from the fact that it was well in excess 
of the maximum amount this bank had the right to lend any one 
company. 

Mr. Cosurn. That istrue. It was excessive in that regard. 

Mr. Motrer. Before that settlement was made you say the matter 
was reviewed by the Board of the FDIC. 

Mr. Copurn. Yes, sir; very carefully. 

Mr. Muurer. Does Mr. Gidney attend Board meetings himself or 
does he have somebody delegated by him to act for him ? 

Mr. Cozurn. Well, through the 4 years I have been here, Mr. 
Gidney has attended most of our Board meetings. In a few instances 
when he was out of town, Mr. Jennings attended. 
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Now, if 1 recall correctly, I think that when we finally acted upon 
this particular settlement—the meeting that acted upon that, I think 
Mr. Jennings was present and not Mr. Gidney, but Mr. Gidney had 
been conversant with the affairs and the procedures that the Corpora- 
tion had been following in an effort to work out and liquidate this 
indebtedness to the best advantage to the receivership. 

Mr. Mutter. Just for the sake of the record, not that I am always so 
proud that I must always say I told you so—but Mr. Gidney and Mr. 
Jennings s sat at that table when Mr. Gidney told us that the aol who 

zave me my information didn’t know what they were os about, 
w hen I said the settlement was one-third, approximately 3 314 cents on 
the dollar, and he insisted it was well over 50 cents on the dollar. 

Mr. Copurn. I don’t remember him saying that. I heard the testi- 
mony, and of course the record speaks for ‘itself, and Mr. Gidney is well 
able to take care of himself, but the figures speak for themselves. 

As a matter of fact, the committee has here before it a petition in 
court, the form of agreement, the consent of the other creditors. 

You see, in this instance the Corporation was not the only creditor. 
There were other creditors approximating $300,000. 

Mr. Mutter. Who were those creditors, what kind of creditors were 
they ? 

Mr. Cosurn. Generally people they were doing business with, pro- 
viding them with materials. 

Mr. Muurer. You are talking about the debtor corporation. 

Mr. Copurn. I am talking about Anjopa. 

Mr. Mutrer. That settlement was approved by the court by an 
ex parte order. 


Mr. Copurn. Yes, sir. 

Mr. Muurer. You and I as lawyers understand this, but I would 
like to have the record show it. That means that no depositor and no 
stockholder got any notice of the oe to settle that claim. 


Mr. Copurn. T hat is right. That is the way—that provision, as 
I told you, there is some question as to its constitutionality, It has 
been referred to in a number of appellate court cases. It is an admin- 
istrative proceeding, it is not a judicial proceeding, and the receiver 
goes into court, is required to, and gets an ex parte approval. 

Now, the court may, if it sees fit, subpena any witnesses that it 
desires, but in the usual course of events it is done with only evidence 
from the receiver and its representatives. 

Mr. Mutrer. You are now talking about only the receiverships 
where FDIC is the receiver. You are not talking about general 
receiverships in the Federal courts, are you? 

Mr. Conurn. No, I am talking about action under this particular 
section of the statute that requires the receiver of the national banks 
to get a court approval of any sale of assets or compromise of claim.s 

Mr. Mutter. Now did the judge before he handed down that opin- 
ion ask your counsel for any briefs on the subject? 

Mr. Cosurn. I wasn’t present when this was handled, but no briefs 
were submitted to the judge. 

Mr. Mutter. I think the procedure was—and you correct me, and 
if you don’t know find out and let us Selteeralee matter was sub- 
mitted ex parte to the court, the court took the papers under advise- 
ment and subsequently handed down an order approving this sale 
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together with this memorandum of opinion indicating its doubt as to 
the constitutionality of the statute. 

Mr. Copurn. Wait a minute; we are talking about two different 
things now. You are now talking about the approval in reference to 
the sale of assets to the new bank. The opinion I handed to you did 
not refer in any way to Anjopa or the settlement of the claim. 

Mr. Munrer. Before you go on 

The Cuarrman. Let him answer. 

Mr. Muurer. I will, but before we leave the matter of the settle- 
ment of the claim, was there any opinion handed down in connection 
with that ruling indicating any doubt as to the constitutionality of 
the statute ? 

Mr. Copurn. No. 

Mr. Moutrer. All right, go ahead. 

Mr. Cosurn. There have been other orders we have gotten, and I 
am reasonably sure in the Ellenville case, but the first time that we 
went before a court for a court order in the Ellenville case was to 
get approval of the sale of assets to the new bank which was organized 
to assume the deposit liabilities of the bank, and we sold certain assets 
to the new bank in exchange for the new bank, assuming the deposit 
liabilities. 

It included, among other things, the banking house and certain of 
the assets of the closed bank that had been approved both by the 
chief national bank examiner who was up there and screening the 
paper, and also by the proposed officers or representatives of the new 
bank. 

Now at that time we presented the matter to the Federal court in 
New York City. A date was giventous. Iasked Mr. Judd, who had 
represented the corporation in other matters, to get a date set for 
the hearing of the matter. Time was of the essence because at that 
time the proposed bank was going to open up 2 or 3 days later, Thurs- 
day of the week, and as I rec call, we got the petition up to New York 
the prior Thursday. I think it was Frid: ay Mr. Judd called me and 
said that he had a telephone conversation with the clerk of Judge 
Palmieri, and he questioned the constitutionality and the authority 
of Judge Palmieri to take any action on it at all. As a result Mr. 
Judd worked over the weekend down at the office of Mr. Cecil, and I 
and two of the other lawyers worked all day Saturday and all day 
Sunday to try to determine the propriety of the criticism. 

Here was a section that had been on the books for a hundred years. 
It was passed, it was first put on, as I recall, in the sixties or seventies. 
It was a long time ago, anyway, and there had been numerous deci- 
sions on it, and this is the first time that there had been any challenge 
on the constitutionality of it. 

We came up—it was sort of a dead-end research because we couldn’t 
find and didn’t find any position, any adjudications to really sustain 
the objection to it. 

The CuarrmMan. What is the language of the statute? 

Mr. Cosurn. It merely says, Mr. Spence, that any sale or compro- 
mise of assets shall be approved by a court of competent jurisdiction. 

The Cuamman. Well, has it been construed that that means an 
ex parte proceeding ? 

Mr. Copurn. Yes, sir. 
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The Cuarrman. The courts have construed that. 

Mr. Copurn. Yes, sir; and there are several appellate court deci- 
sions that refer to it as an administrative as distinguished from a 
judicial proc eeding, and they have also said that it is an essential 
step in the sale of assets, and its is my firm opinion with those deci- 
sions outstanding that no title could at least pass upon the sale of the 
assets of a receiver without having court approval. 

Mr. Brown. Would Mr. Multer yield a minute? 

Mr. Muurer. Surely. 

Mr. Brown. Did the depositors of this bank lose anything? 

Mr. Cosurn. No, sir: the depositors in the Ellenville bank did not 
lose. None ofthe depositors s lost anything. 

Mr. Brown. Did the FDIC, in your opinion, lose anything, and if 
so, about how much? 

Mr. Cosurn. The present indication is that there will be no loss in 
the Ellenville case. 

Mr. Mutter. Does that mean the stockholders will lose nothing? 

Mr. Cozurn. No, there will be a loss to the stockholders. The prob- 
abilities are that there will be a loss to the stockholders. 

Mr. Mutter. The probabilities are that they will probably be wiped 
out as far as their investment in the capital stock 1s concerned. 

Mr. Copurn. It will depend in a good part on whether or not this 
particular settlement is carried through, and the amount of money 
that we get from Zeiger Hotel, which was another excess loan we have 
worked out on a program that the hotel is giving us what we think 
is the most they can do and still operate, and in arriving at that set- 
tlement again we took the full amount of that indebtedness and as 
far as working out the payments, we got the advice of what we con- 
sidered the best hotel management advice that was available. It was 
the dean of the Cornell School—— 

Mr. Muurer. Was that a loan or an overdraft ? 

The CHatrman. What was the reason for these excess loans? 

Mr. Cook. They were overdrafts. 

The Cuarmman. Why did they allow such an overdraft ? 

Mr. Coox. That is another question of management, Mr. Spence. 

Mr. Mutter . That is one of the reasons the president of the bank 
is under indictment, is it not ? 

Mr. Copurn. Yes, sir, the president of the bank is under indict- 
ment and so also is the president of the Anjopa Paper Co. under 
indictment. 

The Cuarrman. Was the paper company a heavy stockholder; did 
they have any influence on the bank ? 

Mr. Cosurn. The president of the company to my knowledge had 
no stock or if he did, it was most nominee 1 am reasonably sure he 
had none. 

Mr. Mutter. Was the hotel indebtedness an overdraft also, or was 
that a loan? 

Mr. Cosurn. That was primarily a loan. $204,000 was in the form 
of a loan, and the balance a concealed overdraft. 

Mr. Mumma. Where is this hotel located ¢ 

Mr. Mutter. Ellenville, N. Y. 

Mr. Mumma. Is that near Grossinger’s? 

Mr. Copurn. It is the Adirondacks. 
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Mr. Muurer. No; the Catskills. 

Mr. Cosurn. The Catskills; you are right. 

Mr. Mutter. Is it in the southern district of New York? 

Mr. Copurn. Yes. 

Mr. Mutter. It is up above Monticello. Mr. Barrett. 

Mr. Barrerr. You said that on a few of the audits you weren’t 
able to pick up the overdraft. How did you eventually learn of | 
this? | 

Mr. Cosurn. Well, the situation was discovered by the national 
bankers in the course of an examination. 

Mr. Barrett. How is it the FDIC couldn’t pick it up ? 

Mr. Copurn. Sir, generally, the Corporation does not examine 
national banks. We have the st: itutory right to do it whenever we 
think that the insurance risk is in jeopardy. However, because of 
our close association with the Comptroller and the fact that when 
we think there is trouble we suggest to them that they give it closer 
scrutiny. 

Mr. Barrett. How do you differentiate between a bank examination 
and an audit? 

Mr. Cosurn. There are a number of distinctions and without going 
into all of the refinements and for practical purposes, an examination 
is an appraisal of bank assets and an appraisal of management. An 
audit includes an audit of the affairs with verification. Ordinarily 
the examiners will not verify. For instance, they do not verify the 
deposit liabilities of the bank. 

In other words, they don’t contact each depositor and note the 
books of the bank show that you have a balance of a hundred or a 
thousand dollars. That is not verified. There are some refinements 
that point up some differences, too, but that in the main is the dis- 
tinction. 

Mr. Barrerr. Just one other question. Did the national bankers 
make inquiries of the individual depositors? 

Mr. Cosurn. No, sir; they were able to find it, as I understand it, 
because of certain lack of balance in the internal records of the bank. 

Mr. Barretr. Wouldn’t you say that somebody in the bank itself 
revealed the overdraft to the examiners ? 

Mr. Cozurn. Well, what ordinarily happens, Mr. Barrett, the 
examiners in the shortage cases find one little thing and then it leads 
to another and ultimately, and I think in this case it happened that 
Rose who was the president of the bank revealed the shortage in the 
course of that examination. 

Mr. Mutter. What was the capital stock of this bank paid in? 

Mr. Cogurn. I think it is close to a million dollars, eight or nine 
hundred thousand dollars. 

Mr. Mutrer, Is that capital or capital and surplus? 

Mr. Conurn. That would be the whole capital account. 

Mr. Muurer. I would like to have the breakdown on it; how much 
was capital stock paid in’ 

Mr. Mumma. Mr. Multer. 

Mr. Mutter. I would like to get the answer to that. 

Mr. Coox. Dr. Cramer, I think, has those figures. 

Mr. Cramer. May I have your question again, the common capital 
stock ? 
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Mr. Muurer. Yes. 

Mr. Cramer. 280,000. 

Mr. Murer. Was there any preferred stock ? 

Mr. Cramer. No, sir. 

Mr. Mutter. The capital stock account was $280,000. The surplus 
was 

Mr. Cramer. The surplus undivided profits and any other capital 
accounts was $580,000. 

Mr. Mvurer. Do you know how much of the $580,000 was reserve 
for losses ? 

Mr. Cramer. Ido not. We have that information. 

Mr. Mutrer. Will you supply that to us for the record, please, the 
amount of the capital accounts? 

Mr. Cramer. A breakdown of the capital account of the bank; yes. 

Mr. Mumma. How long did this loan last; over what period of time 
was this going on ? 

Mr. Copurn. The overdraft situation continued for several years. 

Mr. Mumma. I mean the loan. It seems to me if the loan had been 
on for a long time, the amount of the loan compared to the capital and 
undivided surplus i is much over 10 percent allowed our customer. It 
seems that ought to have been brought out. 

Mr. Cosurn. These loans were not shown-on the books. 

Mr. Mumma. I see. 

Mr. Mutrer. The amount of the hotel loan was shown on the books. 
With the hotel you had a dual situation; there was a loan in excess of 
the amount they could make to any one firm and an overdraft. With 
the paper company you had an overdraft. Is that not right? 

Mr. Cosurn. I am not sure whether the loan to the Zeiger was in 
excess of the capacity of the bank to loan to a single borrower. 

Mr. Muurer. Now none of those examiners’ reports were ever made 
available to any of the stockholders in the Ellenville National Bank; 
were they ? 

Mr. Conurn. Mr. Multer, let me suggest this to you: The processes 
of examination, and the report of examination that we obtained, the 

report, itself, is for the benefit of the supervisors so that we can know 
something about the bank, and then the use that we make of it is 
through banking recommendations and directions to management, and 
by management we mean the executive officers and the board of direc- 

tors of the bank, and it is not primarily for the stockholders. They 

get a secondary benefit from it to the extent that the bank is improved 
by reason of the examination, the criticism, and suggestions and 
changes in policy that result from the examination technique. 

Mr. Murer. The answer to my question is: The stoc ‘kholders did 
not get any copies of any of the examiners’ reports in the last 3 years 
of the operation of this bank during which time these overdrafts were 
occurring. 

Mr. Coox. Let me make this statement——— 

Mr. Mur urer. May I have a yes or no to that and then any explana- 
tion you like. 

Mr. Cook. You don’t give a fellow a chance to answer properly. 

Mr. Mutter. I will give you all the chance to answer you want, 
but I want an answer to my question, Is it not a fact that these stock- 
holders never saw an examiner’s report during the last 3 years of the 
operation of the bank? Then go on and expls rin all you like. 
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Mr. Cosurn. We don’t know whether or not they did. The chances 
are they didn’t because reports of examination are not for the stock- 
holders. 

Mr. Mumma. Mr. Multer. 

Mr. Mouurer. Mr. Cook, is there any further explanation you want 
to make? 

Mr. Coox. I tried to give you an explanation, that the reports of ex- 
amination are supplied to the management and the board of directors 
of the bank. The directors are elected by the stockholders and rep- 
resent the stockholders. I don’t know of a case where if a stockholder 
wanted to see an examiner’s report—I know we did this in my own 
bank—if a stockholder wanted to see a report of examination, he 
could see it, but they don’t look at them; that is the job of the board of 
directors. 

Mr. Motrer. I made this point with you, with Mr. Gidney, and 
with Mr. Martin. The three agencies are being run for the protection 
of the bank management, not for the protection of the depositors or 
stockholders. You never give notice at the annual meeting or other- 
wise to stockholders that these officers have not been doing their job. 
Instead of that, you come in here with a suggestion to give the highest 
degree of confidentiality to these things so nobody except you and the 
bank management will know about these situations. 

Mr. Copurn. And Mr. Multer, if we are going to continue to do the 
job and, I think, the pretty good job that we are doing, that should 
continue. 

Mr. Murer. Well, I have my doubts as to how good the job is 
when you have the Hodges situation in Chicago, and the Ellenville 
situation in New York and other situations like those elsewhere 
throughout the country. 

Mr. Cosurn. Well, Mr. Multer, there aren’t any techniques that are 
perfect. We have had laws against killing and there is a man shot 
every day. But we, by and large, have banks in good condition. They 
are ‘well supervised. I doubt that there is any way that you can 
conceive to keep people from cheating once in a w hile. It is seemingly 
a part of human nature and we run into these situations where short- 
ages are covered up and they happen. It happened in Ellenville. 

The Cuamman. Did the board of directors have knowledge of the 
shortages or were they concealed from them, too ? 

Mr. Coox. They were concealed from them, sir. 

Mr. Cosurn. From the board of directors of the bank. To our 
knowledge, the president was the only one that had knowledge of it. 

Mr. Mutter. What techniques, if any, do you suggest we write into 
this law to prevent those things, and so that knowledge thereof will 
not be withheld from stockholders and directors instead of being 
given only to management ? 

Mr. Cosurn. As far as the reports of examination, as has been sug- 
gested, Mr. Multer, we don’t think that the reports of examination 
should be made available to the stockholders. We think that if we 
are going to do the job that we are trying to do in the best possible 
manner, the reports of examination are primarily for the supervisors, 
but they are given to the bank management in order to work out im- 
provements and correct criticisms that are occurring. 

The nature of the report and the information that is available— 
the bank examiner gets information (1) from the books and records 
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from the bank. Secondly, he gets information—opinion information 
and confidential information—from discussing the matters of loans 
and other matters with the officers of the bank, and he comes to cer- 
tain conclusions in reference to those. 

Now the reports of examination contain this confidential informa- 
tion that comes from the officers. It contains the opinions of the 
examiner and if we are going to be able to continue to get them and 
have them freely expressed, the reports of examination must remain 
confidential. 

Mr. Mutter. Now, again, I repeat my question: What techniques, 
if any, do you recommend that we write into this statute to prevent 
recurrences of the instances we have been talking about ? 

Mr. Copurn. We think that our present techniques are about as 
good as can be devised. 

Mr. Mutrer. Then the answer is you make no recommendation ? 

Mr. Cosurn. Some recommendations have been made. For in- 
stance, we are making a recommendation that under certain circum- 
stances an audit can be required. Mrs. Sullivan has asked several 
questions about that. There again we come into the difference in 
techniques that Mr. Barrett has inquired about as to the difference 
between an audit and an examination. 

Mr. Srety-Brown. Would the gentleman yield ? 

Mr. Mutter. I yield to Mr. Seely-Brown. 

Mr. Sreiy-Brown. To clarify the situation, let’s assume I am a 
stockholder in the bank. If I want to see a report of the examiner. 
I go to management and ask for that report. Then the management 
may or may not in its discretion give it to me but there is no way 
in which I can force them to give me the report of the examiner; is 
that correct 

Mr. Cosurn. That is correct. 

Mr. Srevy-Brown. I want to make sure that is the situation as I 
understand it and what Mr. Multer is suggesting for the protection 
of any stockholder—he is suggesting, if I understand his line of ques- 
tioning correctly, that there should be some possible requirement 
whereby a stockholder could demand that he be given that report of 
the examiner and the management would then be forced to comply 
with his request; is that right ? 

Mr. Cosurn. Your statement in reference to the bank situation is 
correct. 

Mr. Seery-Brown. And is it my understanding that you feel 
should legislation of that type be drafted it might interfere with 
what you call sound management? 

Mr. Cosurn. In our opinion and in the opinion of the other super- 
vising agencies, it would interfere materially with getting confidential 
information which the examiner gets and passes on to his superiors. 

Mr. SreL_y-Brown. And is it my further understanding that if a 
man owned enough stock in a bank so that he had possibly a very real 
interest in it, the chances are because of his ownership of stock he 
would be represented in management or on the board of Tinestons and, 
as such, he would have the information ¢ 

Mr. Cosnurn. That is correct; the reports are available to the board 
of directors. 
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Mr. Szevy-Brown. But the little fellow who has what you might 
call the occasional share of bank stock, that information in fact is 
denied to him unless management is w illing. 

Mr. Cosurn. That is correct. 

Mr. Muurer. With one addition. If management is unwilling to 
give it to him and doesn’t want to assume the burden of not m: aking 
that report available to the stockholder, he can come on down to the 
Comptroller of the Currency or to your office or call you on the tele- 
phone and say, “Look, this little stockholder is a troublemaker. I 
am not going to give it to him; I would like to be able to say that this 
report belongs to you, and you then take the position that this is your 
report and nobody else can use it”; is that a fact ? 

Mr. Cosurn. The reports are our reports and we can deny them to 
the stockholders. May I make a suggestion, Mr. Multer ? 

Mr. Mutter. Surely. 

Mr. Cosurn. I think the committee should respect the considered 
conclusion of the agencies that have these functions every day. I 
think that these reports of examination should remain confidential. 

Now, if you want to give the stockholders some right of access to 
the books and records of the bank and give him a source of informa- 
tion, I think you should consider it as a separate and distinct thing 
and. give him such rights of discovery. He has rights of discovery. 
He can get the infor mation concer ning the loans and that information 
is available to him or if he doesn’t have sufficient possibilities to ob- 
tain the information, I think you should give it to him, but not inter- 
fere with the processes of examination and supervision. 

Mr. Muurer. Now let’s pursue that a moment. What did it cost, 
the last audit and examination of the Ellenville National Bank; how 
much did you assess as the cost of that examination ? 

Mr. Cosurn. We make no assessments at all. 

Mr. Mutter. What did the Comptroller assess against the bank for 
his last examination ? 

Mr. Cosurn. I don’t have the least idea. 

Mr. Mutter. Approximately what would it have cost for that 
examination—the last examination by any Federal authority or agency 
of the Ellenville National Bank; about ? 

Mr. Cosurn. I couldn’t give you an intelligent guess, Mr. Multer. 
Maybe Mr. Greensides could. 

Mr. Muurer. Let’s have him tell us. 

Mr. Mumma. Mr. Multer, I—— 

Mr. Motrer. Let’s get an answer to this first. Can anybody 
FDIC tell us the approximate cost of an examination ? 

Mr. Coox. The cost of that examination was assessed by the Comp- 
troller of the Currency depending upon the amount of the assets. It 
is based.on a certain percentage on assets, isn’t it ? 

Mr. Greensipes. It is a percentage on assets. 

Mr. Mutrer. Will you give us some dollars-and-cents valuation. 
I don’t want it to the penny. Approximately what does it cost for 
such an examination / 

Mr. Greensipes. I don’t know what their rate is. 

Mr. Muurer. There is nobody with FDIC who is here who can tell 
us approximately what it would cost for the examination of any bank 
of any size? 
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Mr. GreeNsives. We can put into the record the scale of examination 
fees. 

Mr. Mutter. Can anybody now tell us what the cost of examination 
of any national bank or any State-insured bank is, big, small, or 
intermediate? 

Mr. Greensipes. It would depend on the size of the bank and the 
personnel used. 

Mr. Mouurer. You have no idea. Now I will yield to Mr. Mumma. 

Mr. Mumma. We were talking about the little stockholder who 
would go into the bank and wanted to find out about the examiner’s 
report and they would tell him “No.” I was wondering what you 
would do. Do you know what I would do? 

Mr. Motrer. What? 

Mr. Mumma. I would write a letter to the Comptroller of the Cur- 
rency and tell him of the situation, and then I would ask you about 
what you would do. Would you say that was a crackpot or would you 
at least look into it? 

Mr. Cosurn. If we get communications from stockholders or other 

eople that are interested in banks suggesting that something is wrong 
with the bank or suggesting certain changes in it, we, of course-——— 

Mr. Muna. It alerts you. 

Mr. Cozsurn. Of course, it alerts us. 

Mr. Moturer. It isn’t a question of the stockholder alerting you. All 
he wants to do is look and see if everything is right. 

Mr. Cozurn. I think he has a right, I have made some cursory ex- 
amination, and he has a right to look at the books at the bank. 

Mr. Murer. And the reason I am trying to find out how much the 
examination would cost is to point out to you how ridiculous it is to 

say to the stockholder, “You, Mr. Stoc kholder, go hire an auditor and 
pay $10,000 to find out if everything is all right,” when you have all 
of the information available in your office and ‘Comptroller Gidney 
has it in his office and neither of you will make it available to the 
stockholders. 

Mr. Cosurn. But we are making use of our information as efficiently 
as we can. 

Mr. Mutter. Now, Mr. Mumma. 

Mr. Mumma. I had so many questions. I want to bring out one 
point—— 

Mr. Mutrer. Let me pursue this. 

Mr. Mumma. How long is it going to take you ? 

Mr. Murer. Let me pursue this. Since before you gentlemen came 

1, the chairman announced we were going to dismiss these witnesses 
toy, [ am not going to hog all the time. I cannot possibly finish 
with all of my questions, but let me finish this one subject, which 
points up this whole problem. 

This K llenville National Bank situation is not just the Ellenville 
National Bank in New York. To me, it points up an entire problem 
throughout the country that requires attention and requires attention 
in this bill. 

Now without getting into the question of whether your judgment 
was good, bad, or indifferent, after you settled this claim for one- third 
of its face amount, the $950,000 claim that you settled for approxi- 
mately one third, and then obtained an ex parte order, without notice 
from the court, did the stockholders complain? Now I don’t care 
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whether they were right or wrong or you were right or wrong, I am 
not going to get into the question of reviewing your judgment, did 
the stockholders complain that that was a bad Settlement and they 
could have 2 gotten more money if they had been notified and allowed to 
work it out ! 

Mr. Copurn. Let me answer that the best I can. I saw one news- 

aper report where one stockholder who was not a member of the 
ale of directors of the bank did make a claim that it was unfair. 
However, we have discussed the matter with several of the former 
directors of the bank and others that were interested and had knowl- 
edge of the circumstances, and we think that it is generally accepted 
that we made a very good deal. 

Mr. Mutrer. Now when Judge Palmieri handed down his decision 
indicating there was some question as to the constitutionality of his 
right to approve the sale, did anybody call to the judge’s attention 
that in every State court trusteeship, in every State and in every Fed- 
eral trusteeship whether it be on the equity side or the bankruptcy 
side, no sale of the assets can be made except that every stockholder 
and creditor is given notice and an opportunity to be heard. 

Mr. Cosurn. We discussed that, Mr. Multer, with him, and we went 
over the decisions and the decisions very clear ly say that such notice to 
stockholders and creditors and others is not required, The decisions 
spell it out. 

Mr. Mutter. In FDIC matters, is that what you say ? 

Mr. Cosurn. No, I am talking about acting under the particular 
section of the statute under which he issued the order. The decisions 
interpreting that say that notice to stockholders and others is not 
required. It is an ex parte proceeding. 

Mr. Motrer. Mr. Coburn, I am sure you are a good lawyer and 
you are not trying to evade my question. You are talking about the 
procedure under the FDIC Act. 

Mr. Cosurn. No, I am talking about procedure under the National 
Bank Act. 

Mr. Mouurer. Let’s forget about the National Bank Act for a moment 
and the FDIC Act. In every other receivership and every other 
trusteeship outside of the National Bank Act in the Federal courts 
and in the State courts in equity and in bankruptcy and in insolvency 
proceedings, the rule requires that before you dispose of a major asset, 
before you approve a sale of the assets of the bankrupt or insolvent 
estate, notice must be given to all concerned, isn’t that the rule? 

Mr. Cosurn. Mr. Multer, there are rules , for instance, the referee in 
bankruptcy can approve sales without c: alling a creditors’ meeting. 
There are certain procedures— 

Mr. Mutter. You are a better lawyer than that, Mr. Coburn. The 
statute is to the contrary. I am not talking now about an instance 
where there is an order permitting you to run the business, there you 
operate the business and sell assets in due course but even there if you 
are going to sell a major asset other than in due course of business, you 
can’t do it without the court approval, and after notice to creditors, 

Mr. Brown. Will Mr. Multer yield to me? 

Mr. Muurer. I would like to get this finished up first. 

Mr. Tauiz. Mr. Chairman, point of order. 

The Cuarrman. Dr. Talle. 
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Mr. Tauix. I want to ask, Mr. Chairman, whether other members 
of this committee have rights or does one member have a preemption 
on all of the time in connection with this hearing ? 

The Cuamman. No other member asked for recognition. We have 
been on this one question now for some time. We are going to dismiss 
the witness today. We are going to discontinue the hearings until the 
next session of Congress. 

Mr. Murrrer. Now may I continue, Mr. Chairman ? 

The Cuarrman. I think you might conclude now, Mr. Multer. 

Mr. Mutter. I am going to conclude on this subject. I have made 
my position clear. Iam going to conclude on this subject and it should 
be unnecessary for me to say that members who want the witness ought 
to be here when the session opens. Now, Mr. Cook and Mr. Coburn, 
with reference to this matter of receiverships and particularly with 
reference to the Judge Palmieri decision and opinion, as a result of 
that, you have come in and recommended a change in the statute so that 
you, FDIC, as receiver, shall not have to go to court and get approval 
on notice to anybody, is that right? 

Mr. Cosurn. That is right, because we have asked the committee 
to study the constitutionality. Now we have no objections to going 
into court. That is perfectly proper. We just don’t want to be in the 
position where a court will say I don’t have the jurisdiction, the au- 
thority to issue an order and we have decisions that hold that the 
order is necessary. 

Mr. Murer. Just one last question on this subject. 

The Cuarrman. All right. 

Mr. Muurer. Mr. Cook and Mr. Coburn, don’t you think that in all 
fairness to the depositors and the stockholders of a bank, what you 
should do is come in here and recommend that instead of this being a 
purely ex parte, without notice, administrative proceeding as to what 
you should do with the assets of a closed bank, you ought to come in 
here and recommend that we write into this statute the same provi- 
sions that apply to every trusteeship and every receivership so that 
every stockholder and every creditor can get notice before you dispose 
of major assets of the bank. 

Mr. Cosurn. No, sir, I do not think so. 

The Cuatrrman. Mr. Brown. 

Mr. Brown. | think we ought to clear this up: Mr. Multer has made 
the point that the stockholder doesn’t have any representation. The 
stockholder does because the directors represent him. Who elected 
the directors ; the stockholders did. 

Mr. Sxety-Brown. Mr. Brown, will you yield ? 

Is it not correct that your Corporation has the title of the Federal 
Deposit Insurance Corporation, and as such, your primary responsi- 
bility under the law is to protect the depositors ? 

Mr. Cook. That is absolutely correct, sir. 

Mr. Srety-Brown. And the questions that I have asked and others 
have asked regarding the stockholders and so forth, in all fairness to 
you, your primary responsibility is still under the law to the depositor ? 

Mr. Cook. That is entirely correct, sir. 

Mr. Srety-Brown. Until and unless we change the law, that will 
continue to be and so your entire effort has been made to protect the 
depositor, particularly the small one who is so badly hurt whenever 
there is any kind of bank crisis. 
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Mr. Coox. That is entirely correct, Mr. Congressman, and may I 
make this additional statement. We "operate under the law that the 
Congress laid down starting with the 1933 act and as amended several 
times, but the primary responsibility, as you say, is to the depositor. 
We want to protect the stockholder when we can and we have had 
liquidations where we have paid out—lI cited a case the other day— 
where in liquidation we paid more to the stockholders—we not only 
got our money out of it, but we paid more to the stockholders per 
share than the stock was selling at when the bank closed. That is 
the Newark, N. J., case. 

Mr. Srety-Brown. Thank you. 

Mr. Mutter. Mr. Seely-Brown, will you yield to me? 

Mr. Srety-Brown. If I have the floor, I will yield. 

The CHarrman. Do any other members desire rec ognition ? 

Mr. Mumma. Well, I would like to make a statement, a short one. 

The Cuarrman. You are recognized. 

Mr. Mumma. You know this matter of the stockholders in a bank 
or any other institution, my opinion is that when a stockholder signs 
that proxy he has confidence in the people. Now I have in mind a 
particular instance, a relatively small bank, they send the proxies to 
every small stockholder and they put in 2 or 3 names you could vote 
for, now one time I got those and the third name on the list was a 
fellow that owed me $800 and I couldn’t collect, so I immediately 
crossed that name off and called up the banker and told him I thought 
that was wrong putting a fellow like that on the proxy committee. 

Well, he changed it. But I also know my son happened to be a 
director in a bank until quite recently and there is a lot of gossip goes 
on even among the directors pertaining to somebody’s financial situa- 
tion and solvency and it isn’t good. 

In fact, there is a fellow wanted to get on a bank board and when 
they discussed him they said, “Well, now, Joe at a cocktail party after 
the first drink he is a little windy and he tells a lot of facts which is 
maybe a facetious way of saying that the fellow gives out facts, and 
I will tell you it is not good to have the general public iow what a 
person owes at a bank.” 

Now this may be beside the point but I think that is a very important 
thing in business. 

Mr. Coox. May I make this comment, sir? I think you would be 
a good banker. 

Mr. Mumma. Well, I had an opportunity of getting on a couple 
of boards of banks but one banker told me, you stick to the concrete 
business, Wally. Now this matter of defalcation at Ellenville was 
a man who thought he had the perfect crime, he didn’t think he would 
get caught like Hauptmann and all of the others, but you learn from 
the past what to look for. 

Now one more question. When an examiner goes into your bank 
he does go through the notes and look them over; they are made avail- 
able? 

Mr. Cook. They are; every note and every financial statement. 

Mr. Mumma. I imagine one over a certain size in a certain bank, 
and if the examiner is little known in the community, he goes through 
there and sees one, and it may light a fire and he would be into that. 
Of course, if they aren’t in the list of notes, he has a hard time finding 
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them, and that is all my comment. I think this matter of raising all 
of this fuss about the stockholders who have the proxy 

Mr. Mutter. Would you yield to me a moment, Mr. Mumma? 

Mr. Mumma. Yes. 

Mr. Mutter. Isn’t it a fact that although it is the primary duty of 
this Corporation to protect the depositor, it is not the sole duty and 
you and every other stockholder in the bank want some protection, 
too ? 

The Cuamrman. Well, let the chairman make a statement. When 
a member is recognized, he isn’t given any time. He can yield for a 
question but he can’t yield time to another member. In the House 
you are yielded time. Here it is recognition. I think the committee 
should recognize this. 

Mr. Mutrer. I didn’t know we had adopted any such rule, Mr. 
Chairman. 

Mr. Parman. Mr. Chairman, when Mr. Mumma gets through I 
would like to finish a question which I did not finish yesterday. 

Mr. Mumma. I will yield the floor to the chairman. 

The CuarrmMan. I recognize Mr. Patman for a question. 

Mr. Parman. Mr. Cook, in 1947 you testified that you wanted to 
repay the $289 million to bring to an end the Government subsidy to 
the Federal deposit insurance system, and then after you made that 
statement, I asked you these questions. I shall read from that record: 





Mr. PATMAN. Do you want to be purged of this subsidy? 

Mr. Coox. We do, sir. 

Mr. PatMAN. Do you think you can get the subsidy entirely out without 
putting the interest back, too? 

Mr. Coox. Well, Mr. Congressman, as I say, my brief exposure to the opera- 
tions of the Board leads me to be careful in the statements I make and I will 
not make a statement which would commit our Chairman, and I would prefer 
to have him answer it, if you will hold that question in abeyance. 


Now on page 56 of the same hearings, I asked Mr. Harl, at that 
time the Chairman of the Board: 


Mr. PaAtTMAN. Well, do you agree that the $150 million was subsidy or was 
not subsidy? 

Mr. Hari. Well, I would have to agree that the $150 million and the $139 
million both were a subsidy. 

Mr. PatMAN. That is the reason you want to pay it back. You want to get 
it out of your capital structure? 

Mr. Hart. That is right. 

Mr. PATMAN. All right, then, that $289 million was used to purchase Govern- 
ment bonds, let us say; that in the first year it earned $5 million, would that 
$5 million be a subsidy or would it not be a subsidy? 

Mr. Haru. We got the benefit of it; yes. 

Mr. PATMAN. Well, is it a subsidy or isn’t it a subsidy? 

Mr. Hart. I think any money the Government put into the Federal Deposit 
Insurance Corporation, regardless of from what source, would be a subsidy. 

Mr. PATMAN. Would the $5 million accumulation the first year on that capital 
structure which was a subsidy be a subsidy, too? 

Mr. Hart. I think whatever money came in, whether from interest or capital, 
would be a subsidy. 

Mr. PATMAN. And you agree the interest would be a subsidy? 

Mr. Harv. Yes, sir. 


Now, then, in further questioning on that subject I have endeavored 
over the years to get an accurate statement of the amount of interest 
that had accumulated up to the time that you paid back this capital 
to the Government. I commend you for wanting to pay back the 
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capital. I am not objecting to that, but at the same time the interest 
which had accrued up to that time should be paid back. Mr. Harl did 
not say it should be paid back, but he said it was also subsidy, and I 
say it should be paid back, too. 

The FDIC officials, I understand, in making speeches over the coun- 
try, are boasting of the fact that they have purged themselves of any 
Government subsidy; saying that the FDIC is wholly owned by the 
insured banks, and that the FDIC has no subsidy in it. Is that cor- 
rect or not correct ? 

Mr. Coox. It is correct that we have repaid not only the original 
$289 million, but under the Banking Act of 1950 we p: aid over $80 mil- 
lion of interest according to the law that the Congress laid down. 

Mr. Parman. Well, you paid $80 million of interest on other capi- 
tal, but there is another amount of approximately $40 million of ac- 
cumulated interest on the original capital paid by the Government 
which Mr. Harl said was also a subsidy; that interest has not been 
repaid, and the point is I don’t think the officials of FDIC should 
continue to say that you have no subsidy at all in your capital struc- 
ture when there is at least $40 million in that capital structure that is 
a subsidy. 

Mr. Coox. Those statements are made because you and the Congress 
computed the amount that we should pay and we paid it. So we do 
not consider that we have any further subsidy. 

Mr. Parman. Well, let me differ with you a little bit on your state- 
ment that the Congress computed it. 1 think on the other side, in 
the Senate, Senator Douglas said that 2 percent would be all right and 
you agreed on 2 percent. But why should we have agreed to an arbi- 
trary ‘amount when the exact amount was known or could have been 
determined ? 

So the point is, I do not think you gentlemen have any right to brag 
and boast about paying back all of your capital structure when you 
lack $40 million of doing it. I just want to invite that to your 
attention and if you do any more such boasting, I am going to answer 
you on it because it is not so. 
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Mr. Coox. Well, Mr. Patman, as I say, we abided by the decision of 
the Congress and we feel that we have done our part, and we are going 
to continue to work for the interest of the depositors of this country 
and maintain a sound banking system and that is what we are doing our 
level best to do in conjunction with the other agencies. 

Mr. Parman. I asked for a table yesterday which I understand 
will be ready sometime this morning, that will show the exact amount 
of this subsidy. I said it amounted to $40 million; it might be a few 
dollars more or less. 

Mr. Cosurn. You have asked for compound interest on that? 

Mr. Parman. That is right, because you received it, 

Mr. Cosurn. Ordinarily in banking circles they don’t compute com- 
pound interest ; they just compute simple interest. 

Mr. Parman. Whenever you received $5 million in interest you 
invested that amount in Government bonds at the end of the year. 
If you didn’t get compound interest, I would not want you to com- 
pound it, but if you got it, I would want to know what it amounted 
to. That is all, Mr. Chairman. 

Mr. Parman. Mr. Chairman, I am inserting herewith the table pre- 
pared and furnished to me by the FDIC. It discloses that the 
Government furnished the FDIC $289,299,556.99, upon which it col- 
lected $122,043,467.51 before it was paid back to the Government. 
The FDIC commenced paying back to the Government the amount 
advanced as capital stock September 4, 1947, and completed the pay- 
ments August 30, 1948. The FDIC also paid back $80,562,311.78 of 
the accumulated interest, leaving $41,481,155.73 not returned, and 
which is now in the FDIC capital structure. 

(The table referred to above is as follows :) 
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Mr. Barrerr. Mr. Chairman. 

The Cuarrman. Mr. Barrett. 

Mr. Barrett. You may have answered this question in my absence, 
Mr. Cook, but I would like to know how you feel about cumulative 
voting. 

Mr. Coox. I gave my opinion on that in prior testimony, but I 
will repeat it. In my opinion that should be left to the banks them- 
selves. If the bank wants cumulative voting they should have the 
right to have it. If they want to discontinue it, I think that should 
be a decision of the stockholders of the bank. 

Mr. Anperson. Will Mr. Barrett yield for a further question on 
that subject ? 

Mr. Barrett. I will yield. 

Mr. Anverson. Is there any way that the voice of the minority 
stockholders can be heard, as to whether or not they would favor 
cumulative voting. When you say it should be left to the bank, in 
effect do you mean we should leave the decision to the majority of the 
stockholders ? 

Mr. Coox. I would say to the majority of the stockholders. The 
small stockholder can appear at any stockholders’ meeting and voice 
his opinion. If he is persuasive enough he may get his point across, 
but in our democratic system of handling things he has his right to 
speak. 

Mr. Anperson. Your point, though, with reference to the amend- 
ment of this law is that we should put into the law what the present 
management of the banks, which is the majority stockholder manage- 
ment, want without reference, since they have no voice, to the minority 
stockholders ? 

Mr. Coox. Well, I think I tried to make that clear that I think that 
should be left entirely up to the stockholders in each individual bank 
to determine what method they choose to pursue. 

Mr. Anverson. Well, of course, then you are leaving it up to those 
who now control the boards of directors. Do you think that the 
majority of the stockholders is ever going to give the minority of the 
stockholders an opportunity to have cumulative voting? 

Mr. Coox. Well, I will tell you. That, I think, depends on the 
individual bank. I have known banks where the stock is so widely 
distributed there is no centralized control of the bank. There are 
some banks, of course, where the stock is closely held where the smaller 
stockholders would not have much of a voice, but in many banks 
where there is wide distribution, the minority stockholders can get 
together and they can have a very strong voice in what policies are 
pursued. 

Mr. Anpverson. I think Mr. Gidney previously, in response to 
similar questions, indicated that he didn’t expect that the minority 
stockholders would be able to get the articles of incorporation changed 
so that they would have any representation unless the Congress gives 
them that representation at this point. To say you should leave it up 
to the stockholders is in effect taking any representation, excepting 
such as they are able to negotiate, from the minority stockholders of 
our banks. Thank you, Mr. Chairman. 

Mr. CHAMBERLAIN. Mr. Chairman. 

The Cuatrman. Mr. Chamberlain. 
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Mr. Cuampertarn. If I may, sir, I should like to ask you with 
respect to your proposed change of our fiscal year. I don’t have | 
your statement before me but, as I recall, you wanted to change from 
a calendar year to a fiscal year, or from June 30 to the calendar year; 
is that it? 

Mr. Coox. To the calendar year, yes. 

Mr. Cuamper.tAtn. What are your reasons for wanting to make 
this change and how important is this change to you people? 

Mr. Coox. Here is one reason: The General Accounting Office has 
recommended that in several of their audits—to change to a calendar 
year instead of a fiscal year. Another reason is this: The banks al- 
ways for the most part operate on a calendar year and that would 
coincide with the operation of the bank and I think, Mr. Loeffler, it 
would simplify our accounting substantially ; would it not? 

Mr. Lorrrier. We think that it would be very helpful because we 
now make our reports to the Congress—our annual reports are made 
on a calendar year basis. Also, and I think this is much more im- 
portant, the fact that our assessment credit, which was written into 
the 1950 act, goes back to the banks based on the results of operations, 
is based on calendar year results, so that we are in a position now, it 
gives us additional work in having to close our books as of June 30, 
and do it again at December 31; and it does not give us as clean-cut 
a way of preparing our reports and making the necessary computa- 
tions, particularly for this assessment credit. 

Mr. CuAmper.aIn. Is this being opposed by anybody ? 

Mr. Lorrrier. Not that I know. As a matter of fact, the latest 
audit report of the General Accounting Office, which has just recent- 
ly in the last 2 or 3 weeks been submitter to the Congress, both Houses, 
carries the recommendation. They have for several years recom- 
mended to the Congress that they be authorized to go ahead with 
their audit on the calendar year basis instead of the fiscal year, June 
30, and in this latest report have recommended that that be adopted. 

Mr. CHaMBerLAIN. That is all. 

The CuHarrman. Mr. Henderson. 

Mr. Henperson. Mr. Cook, one question. Earlier this morning 
you were asked concerning a certain bank that was involved in a 
liquidation proceeding, and the question was asked whether or not all 
of the depositors had been paid off in full and your answer was that 
they had. Then the next question was asked whether or not the 
FDIC came out clean on the liquidation and that answer was also 
“ves.” 

Now isn’t it a fact that wherever all depositors are paid in full 
the FDIC is also paid in full ? 

Mr. Coox. Not in every case. 

Mr. Henperson. How could that be ? 

Mr. Coox. That would depend upon the results of the liquidation. 
In taking over some of these distressed assets it might take quite a 
period of time to collect all of them and sometimes we do not get all 
of the assets collected but yet the depositors may be made whole, be- 
cause we not only take into consideration the welfare of the depositor, 
but the effect upon the community, the economy of the community 
which is affected by a closed bank and we try to soften that blow to 
the economy as much as we can. It may cost us a little bit more but 
yet in the long run it helps the banking industry. 
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Mr. Henverson. Well, now, do you not have a definite formula by 
which you go? - In other words, once you have made the insured de- 
positors whole to the extent of $10,000, are you not then in the same 
position as a creditor, just as any other depositor is a creditor ¢ 

Mr. Coox. I think that is more of a legal point. 

Mr. Cosurn. Mr. Henderson, let me go back to Ellenville as an ex- 
ample. In that case a new bank was formed and we sold to the new 
bank certain of the assets and that bank assumed the full deposit ha- 
bilities of the closed bank. Now, then, in order to effect that the 
Corporation made a loan to the receivership, and in order to enter 
into the transaction, our Board had to find that it was reasonably 
advantageous to the Corporation from a loss standpoint to enter into 
the transaction. 

Now, going into some of the factors entering into it, it provided 
us with a means of liquidating some half million dollars worth of 
paper that was in the bank which we would have been required, as 

receiver, to liquidate. 

We liquid: vie that without any cost. In receivership we would have 
the bank building which was on the books, as I recall—and these are 
approximate figures—at $84,000. The new bank took it over for 
$300,000. There were a number of factors of that kind that made 
it look to us at that time that it would reduce our risk if we went 
into that arrangement. At the present time it still looks that way. 

The ultimate result will have to come when we fully liquidate 
the remaining assets in the receivership estate, but from present 
appearances and from probabilities we will liquidate it and there will 
be an excess to turn over to the stockholders. 

Mr. Henverson. Thank you very much, Mr. Coburn. Thank you, 
Mr. Chairman. 

Mr. Breepine. Mr. Chairman. 

The CHatrrman. Mr. Breeding. 

Mr. Breepine. Mr. Cook, yesterday I believe you made the remark 
that the gross profits of your organization were $112 million? 

Mr. Coox. You mean the income for last year? 

Mr. Breeprnea. Yes. 

Mr. Coox. Yes. 

Mr. Breepine. What were your costs of oper% ation last year? 

Mr. Coox. Our costs and operation are about $9 million. 

Mr. Breepine. That seems like an enormous profit. 

Mr. Coox. We have to consider this: To build up that reserve 
fund to make it strong enough to meet any eventuality. It is just 
a question of strengthening our reserve fund to take care of any de- 
positors in the future. 

Mr. Breeprnc. What are your assets at the present time? 

Mr. Coox. Approximately $1.8 billion. 

Mr. Breeptnc. Wouldn’t it be possible if you continue at this rate 
of profit that you could have cheaper services for the banks that 
Pe 

Mr. Coox. The banks got a tremendous benefit under the Banking 
Act of 1950 when the rate of assessment, one-twelfth of 1 percent, was 
retained but the Banking Act of 1950 contains a proviso on that 
after the payment of losses and operating expenses, that 60 percent of 
the amount left goes back to the banks;as Mr. Loeffler mentioned, goes 
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back as a credit against their next assessment, and 40 percent goes 
into our reserve fund. 

Mr. Cosurn. May I make just one additional consideration? Our 
economy is ever on the increase and the overall deposits of banks are 
increasing. ‘They increase and have been increasing for the last 5 
years ata ‘atio of about 4 percent—4 to 5 percent. 

The increase in our fund in reference to the total increase in deposits 
is just about equal. ‘The ratio between the total deposits of insured 
banks and the size of our fund is just about equalizing. It is growing 
just about one-hundredth of a percent a year. 

The Cuamman. What do the banks actually pay now for insurance 
when you consider the dividends they get ? 

Mr. Copurn. About one-twenty-eighth of 1 percent of their 
deposits. 

Mr. Parman. Mr. Chairman, will we be privileged to ask Mr. Cook 
questions in writing as we have other witnesses and his replies will be 
furnished to the clerk to be inserted in the record ¢ 

The Cuarmman. If Mr. Cook will agree to answer them, of course. 

Mr. Parman. I assume Mr. Cook will be willing to answer any 
questions. 

The Crarrman. If the members propound any questions to you 
in writing you will be agreeable to answering them, Mr. Cook? 

Mr. Cook. Certainly. 

The Cuatrman. Mr. Breeding, you may proceed. 

Mr. Breepine. That is all, Mr. Chairman. 

Mr. Parman. I assume any related matter, not extraneous matter, 
will be admissible. 

The CHarrman. We should apply that rule. If we did, our rec- 
ords would be very much shorter. It certainly ought to be required 
that the questions be relevant. 

Mr. Parman. That is right: and this material will be kept to a 
minimum. 

The CuarrmMan. Do any other members desire to ask questions ! 

Mr. Mumma. Is this the last meeting, Mr. Chairman ? 

The CHarrMan. Yes. 

Mr. Mumma. I wish to say these hearings have been long and then, 
though the questions were addressed mainly by two members, I have 
learned a Jot about the banking industry and related business and I 
have tried to show that by being present. 

Thank you, Mr. Chairman, and Mr. Patman. 

Mr. Mutter. Mr. Chairman, if no one else wants recognition, I 
would like it. How much longer will we continue? I have some 
other questions I would like to ask. 

The Cuarrman. We will continue until the House goes into session. 
The House is not in session now. We have 5 minutes. Anybody who 
desires to use that time may do so. 

Mr. Mucrer. [If no one else asks recognition, Mr. Chairman, I would 
like to have it. 

The CHamMan. Does anybody want recognition’ You may pro- 
ceed, Mr. Multer. 

Mr. Muvrer. Thank you. 

Mr. Cook, you have recommended that you, your officers and em- 
ployees, be brought within the civil service retirement system. 

Mr. Cook. We are in the civil service retirement system now. 
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Mr. Muurer. There is some recommendation that you have made 
with reference to that; is there not? 

Mr. Greunswes. The recommendation is to pay the past contribu- 
tions, which our employees have benefited from—you see, as of July 
1 of this year we did start to pay in, but for prior to that time there is 
a recommendation that we pay to compensate the retirement fund for 
the benefits our employees have received. 

Mr. Murer. At the same time you also have a recommendation 
here that your employees be exempted from civil service. 

Mr. Greensipes. That the employment of examiners be exempted 
from the civil service recruitment rule. 

Mr. Muurer. What about your other employees, are they to be con- 
tinued under civil service ? 

Mr. Greensipes. They would still be under the Civil Service Re- 
tirement Act; yes, sir. 

Mr. Mutter. Now is there any doubt that all of your employees 
other than the examiners are under civil service rules as to recruit- 
ment and discharge ¢ 

Mr. Cosurn. Mr. Multer, I would say there is some doubt, yes. 

Mr. Muurer. Is there any question that we should remove that 
doubt and put them under civil service? Iam talking about employees 
now other than examiners. 

Mr. Cosurn. As a matter of fact, the recommendation is that as 
far as employment is concerned they be removed from civil service. 

Mr. Mutrer. You mean all of your employees? 

Mr. Copurn. Yes. sir. 

Mr. Mcurer. I thought that was directed only against the examiners. 

Mr. Cosurn. The problem is primarily examiners, but—— 

Mr. Mutter. Your recommendation is that we take all of your em- 
ployees out from under civil service. 

Mr. Cozurn. Yes, sir. 

Mr. Murer. Now can you or Mr. Cook justify to this committee 
why chauffeurs, clerks, stenographers, typists, custodians should be 
hired and discharged except in accordance with civil service law, rules, 
requirements, and regulations ? 

Mr. Copurn. I can merely point out that the other Federal agencies, 
the Federal Reserve, the Board of Governors of the Federal Reserve, 
the Federal Reserve banks, the Home Loan Bank Board, and the 
savings and loan under the provisions of this bill have such statutes, 
outside of civil service. 

Now, the original wording in our business was taken from the word- 
ing applic: able to Federal Reserve banks as distinguished from the 
Board of Governors, and they deem that that terminology took them 
outside of civil service. Now we have followed civil service substan- 
tially. The pinch is particularly bad, as Mr. Greensides said, and 
where it hurts, and sincerely hurts, is in reference to examiner per- 
sonnel. 

Mr. Mutrer. Assume that we were going to go along with you on 
the exemption of examiners. Why shouldn’t we make the rule uni- 
form in all of the agencies, Federal Reserve and so on; why shouldn’t 
they all be subject to civil service regulations ? 

Mr. Convurn. We do not think if we are to obtain by recruitment 
necessary examiner personnel that we can follow civil-service require- 
ments. 
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Mr. Mutrer. You didn’t follow my question. I say suppose we 
were going to go along and take examiners out from under civil service, 
why shouldn’t all of your other employees and all of the other em- 
ployees of the Federal Reserve, and the other : agencies, why shouldn’t 
they all be subject to civil-service law, rules, and regulations ? 

Mr. Cosurn. As far as the other agencies, I will let them speak for 
themselves. We can live with civil service as far as the other em- 
ployees. 

Mr. Mutrer. | think you said you have about 630 examiners on your 
payroll? 

Mr. GREENSIDEs. Yes, sir. 

Mr. Mutter. About how many examiners does the Comptroller have 
on his payroll? 

Mr. GREENSIDES. ; think that was placed in the record when Mr. 
Gidney was here. I don’t know. 

Mr. Mutter. Do you recall how many examiners the Federal Re- 
serve Board has on its payroll ? 

Mr. Greensipes. No, I do not. The Federal Reserve banks each 
have a corps of examiners. The Federal Reserve Board examiners 
deal with the examination of the Federal Reserve banks and not the 
member banks. 

Mr. Mutrer. I think the complaint has been from all of them that 
none of them have enough examiners, nor can you get enough exam- 
iners. 

Mr. Greensipes. Right; it is very difficult because the source of 
supply is so limited. Y oung men have not been entering the banking 
business for pretty near a generation—that is, in volume—and the 
number of men in the colleges studying banking and finance is very 
limited. 

Mr. Murer. T understand the reasons. Now when you are con- 
templating or there is an application pending for insurance by a 
State bank, the Federal Reserve Board will send their examiners 
and you will send your examiners to make a joint examination; is 
that not the procedure ? 

Mr. Greensipes, If the proposed bank does not intend to have Fed- 
eral Reserve status, but wants to be an insured bank, it will be exam- 
ined by only our examiners. If they file for Federal Reserve mem- 
bership, it will be examined by only the Federal Reserve examiners. 

Mr. Murer. But many times they file for both, membership in the 
Federal Reserve Bank System and for insurance; is that not so? 

Mr. Greensiprs. Not ordinarily. It is only in the case of a national 


‘bank application that the Couns makes it a practice of asking 


the advisory opinion of the Federal Reserve bank and of FDIC. 

Mr. Murer. Wait, let’s take the State bank first. Then we will 
get to the national bank. 

Where a State bank is applying for membership i in the Federal 
Reserve and applying for insurance in your Corporation, is it not the 
practice for each of you then to send an examiner to examine and 
make a complete examination as to whether or not they are qualified 
for membership in the Federal Reserve System and qualified for 
insurance ? 

Mr. Greensives. No, ordinarily not; for the reason that the Federal 
Reserve will deal with the same factors as set forth in our law. 
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Mr. Murer. And then they will send a copy of their report to you. 

Mr. Greensipes. They will send a certification to us that they have 
given consideration to those factors. 

Mr. Mutrex. Then you act on their report without 

Mr. Greensives. We do not have to act. If they admit, the pro- 
posed bank into membership, Federal deposit insurance is automati- 
cally extended to the bank. 

Mr. Mutrer. Now, in the case of the organization of a new bank— 
let’s talk about just the national bank—in the organization of a new 
national bank, K DIC sends out its examiner to make an investigation 
and report; Federal Reserve System does the same, and the C omp- 
troller does the same? 

Mr. Greensipes. Yes, sir. 

Mr. Mvuturer. There are three examiners going out to make an in- 
vestigation and examination. 

Mr. Greensipes. Yes, sir. 

Mr. Mutter. Usually they coordinate their investigations and visits ; 
is that not so? 

Mr. Greensives. There will ordinarily be 1 or 2 or 3 meetings in 
which the different examiners will work together. 

Mr. Muurer. And they usually work together in getting up their 
reports. 

Mr. GreeNsipes. They may on occasion, but ordinarily I would say 
that is not so. The reports are individual and separate. 

Mr. Muurer. Wouldn't it relieve the difficulty of not being able to 
recruit enough examiners for each of these 3 3 agencies if we had 1 corps 
of examiners for all of these 3 agencies ¢ 

Mr. Greensives. No, I do not believe so, because there is no duplica- 
tion of examinations now. The amalgamating of 3 forces into 1} 
would not release any personnel except perhaps 1 or 2 or very few 
review examiners. 

Mr. Mutrer. Do you exchange reports between the three agencies? 

Mr. Greensipes. Yes, sir. 

Mr. Murer. Does FDIC always get a copy of the Comptroller's 
report of examination and always get a copy of the Federal Reserve 
report of a member bank ¢ 

Mr. Greensipes. We receive a copy, at least one copy of a national 
bank report each year, and also the Federal Reserve’s report of ex- 
amination each yea 

We do not Soaih reports to the Comptroller or to the Federal 
Reserve on our nonmember banks, because they are not interested ex- 
cepting as they may have an application for conversion or for Federal 
Reserve membership, Mr. Multer. 

The Cuatrman. The House is now in session. The committee will 
adjourn. 

We are very grateful to you for the information you have given us, 
and we thank you. 

(Whereupon, at 12:03 p. m., the committee adjourned, to reconvene 
at the call of the Chair.) 
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(Statements and letters submitted to the committee follow :) 


OHIO BANKERS ASSOCIATION, 
Columbus, Ohio, July 17, 1957. 
Mr. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D.C. 

DeaR Mr. SPENCE: May we submit the enclosed memorandum reflecting the 
policy of the Ohio Bankers Association in regard to H. R. 7026, Mr. Brown of 
Georgia—proposed Financial Institutions Act of 1957. 

If your Committee on Banking and Currency desires testimony beyond the 
enclosed, we shall be glad to comply, although we believe all the points covered 
by the memorandum will be adequately explored. 

You will note that the memorandum endorses a number of points included in 
8S. 1451, by Mr. Robertson, of Virginia, the companion measure, as passed by the 
Senate. 

However, 1 or 2 questions are raised in regard to 8. 1451 and emphasis is 
given to some miscellaneous points. 

Respectfully, 
BetrorpD P. ATKINSON, Executive Manager. 


RECOMMENDATIONS OF THE LEGISLATIVE COMMITTEE OF THE OHIO BANKERS ASSO- 
CIATION IN ReGARD TO PROPOSED FINANCIAL INSTITUTIONS Act oF 1957 AND 
RELATED MATTERS 


Cumulative voting 

Section 26 (c): Permission for shareholders of national banks to use cumula- 
tive voting in the election of directors when the articles of association so pro- 
vide, should be supported. Similar Ohio law for State banks works well. 


Temporary stock in another bank 

Section 32 (b): If this proposal can be properly safeguarded so that it will 
not be an instrument used primarily for the promotion of mergers, it should be 
supported—but 90 days may be too long. 


Real-estate loans 

Section 36 (a)—A redefinition providing that a leasehold pledged as security 
for a real-estate loan would be one having maturity of not less than 10 years 
beyond the final maturity of such loan, should be supported. 


Construction loans 

Section 36 (c): The proposal to permit national banks to make construction 
loans on industrial and commercial buildings, with maturity not to exceed 18 
months, provided there is a valid takeout agreement from a financially responsi- 
ble concern, should be supported. The increase in the aggregate amount of all 
construction loans which a national bank can hold from 50 percent of capital 
to 100 percent of combined capital and surplus, should be supported. 

Notre.—Ohio Assembly has just enacted State bank law similar to the pro- 
visions of the two paragraphs above. 
Industrial loans 

Section 36 (e) : The proposal to permit national banks to make loans to estab- 
lished industrial or commercial businesses with repayment from the operation 
of such borrowers, whether or not secured by a mortgage on real estate, should 
be supported. The committee feels that amortization and maturity of not more 
than 10 years should be required. 
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Limit of indebtedness 

Section 37: The proposal that national banks be permitted to borrow up to 
an amount not exceeding the amount of the combined capital paid in and un- 
impaired surplus of such national bank should be supported. 


Reports by national banks 

Section 52 (a): The proposed extension to allow national banks 10 days to 
comply with call reports should be supported. The repeal of present law re- 
quiring national banks to report declaration of dividends to the Comptroller 
should be supported ; the information is otherwise available. 


Loans to executive officers 

Section 28 (e): The proposal to permit executive officers to borrow up to 
$5,000 unsecured from their own institutions, and the right to borrow up to 
$25,000 (rather than $15,000) on homes for personal occupancy, should be sup- 
ported. 


Federal home-loan bank—supervisory authority 
Section 4 (d): Any proposals to have the powers, present and future, of the 
Federal Home Loan Bank Board spelled out in the statutes should be supported, 


The word “bank” should be eliminated from the name “Federal Home Loan 
Bank Board.” 


Federal savings and loan association branches 

Section 6 (c) : The proposal that Federal savings and loan associations should 
not be permitted to establish branches, except in conformity with the laws and 
practices of the States governing the establishment of branch offices of State- 
chartered savings and loan associations or banks, should be supported. Branches 
across State lines should be prohibited. 


Federal credit unions 


Section 15: Maximum loan limits on Federal credit unions should not be in- 
creased, and control over such limits should remain in the statutes. 


Payment of insurance 

Section 406: Extreme care should be taken to prevent the nature of an insured 
deposit or an insured account from being changed by either the Federal Deposit 
Insurance Corporation or the Federal Savings and Loan Insurance Corporation. 


MISCELLANEOUS 
Payment of interest 
Caution: Any language used to define or regulate payment of interest on de- 
posits should be so clear that it cannot be interpreted to prohibit the voluntary 
absorption of certain State taxes on deposits by banks. 


Bank mergers 

Control over bank mergers should be in the hands of appropriate bank super- 
visory agencies, but without prejudice to the powers of the various State author- 
ities when a State-chartered institution is involved. 
National branches and States rights 

If a national bank acquires another bank located within the same county, the 
purchasing bank should be governed by its State law in regard to the operation 
of branches. 
Postal savings 

The Postal Savings System should be abandoned as early as practicable. 


Equal taxes 


In any revenue measure, or otherwise, provision should be made for at least 
approximate equal taxation of all financial institutions regardless of their cor- 
porate nature. The same principle should apply to other fields of business. 
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Mavrice 8S. Bropy ASSOCIATES, 
Denver, Colo., July 19, 1957. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Commvittee, 
House Office Building, Washington, D. C. 


DEAR CONGRESSMAN SPENCE: The purpose of this letter is to put you On guard 
and thereby alert you against the danger of removing the present basic safe- 
guards protecting our national banks in the interest of millions of depositors 
and 500,000 public stockholders. Senate bill 1451, camouflaged by hundreds of 
technical changes, adroitly uproots and discards these basic safeguards which 
during the last 24 years have proven to be of tremendous and lasting value in 
the interest of sound banking. 

The provisions of 8. 1451 concerning our national banking system which— 

(1) Eliminate mandatory cumulative voting; 

(2) Permit the issuance of preferred stock ; 

(3) Allow stock options for bank officials ; and 

(4) Increase the borrowing ability of national banks by 2% times. 

All operate to remove the present basic safeguards protecting depositors and 
stockholders alike. This is done by sharply downgrading the rights of de 
positors and stockholders and at the same time upgrading the power and privi- 
leges of the few professional bankers who manage our banks. 

1. The elimination of mandatory cumulative voting removes the present right 
of stockholder representation on the boards of these national banks in order to 
independently supervise internally the activity of bank managements and thereby 
prevent these managements from engaging in practices detrimental to the in- 
terest of depositors and stockholders. External supervision by the Comp- 
troller’s Office alone, 6 months or a year later, is woefully inadequate. I ask 
you, Congressman Spence, do you think that in view of the vast expansion of 
credit that has taken place that we should at this time unceremoniously dump the 
valued safeguard of independent internal supervision ? 

2. The issuance of preferred stock as a normal and regular method of raising 
capital has the same effect as the placing of a mortgage ahead of all the present 
stockholders of a national bank. This method of financing endangers the safety 
of the stockholders’ investment and thereby will tend to discourage the common 
stockholders from periodically adding to their present investment in the bank. 
The Federal Reserve Board believes that the issuance of preferred stock would 
tend to make the financing of our national banks difficult and arduous and 
thereby would impede the effective expansion of our national banks such as they 
have experienced during the last 24 years. 

3. The allowance of stock-purchase options for bank officials will turn the at- 
tention of these bank managers from soundness to fantastic growth in order 
that they might thereby profit from their stock options. This change of em- 
phasis is both unsound and hazardous for our national banks. 

4. The increase in the borrowing ability of our national banks by 214 times 
by permitting a substantial increase in the ability of the banks to borrow from 
one another promotes an expansion by our national banks which is strongly 
condemned by the Federal Reserve Board as being both unnecessary and unde- 
sirable. Here again safety is discarded in order to bring about undue and un- 
necessary expansion. 

It is of significant interest to note that each one of the aforementioned pro- 
visions were strongly opposed by the independent and nonpartisan Federal Re- 
serve Board in the hearings held by the Senate Banking and Currency Commit- 
tee concerning 8. 1451. These provisions were strongly resisted by the Federal 
Reserve Board on the ground that they were detrimental to the maintenance of 
a sound national banking system. It would be folly to fly in the face of the ex- 
pert opposition of the Federal Reserve Board charged with the responsibility 
of maintaining a sound banking system. 

Furthermore, insult is added to injury by incorporating in S. 1451 a weak and 
wobbly merger provision. Neither the feeble and ambiguous wording of the 
provision nor the agencies entrusted in enforeing the provision are at all likely 
to even slow down the present strong trend toward concentration into huge 
banking units. The Department of Justice is not even permitted to act against 
the formation of vast banking mergers. 

As the director of a large national bank, I speak from a background of ex- 
perience when I strongly urge you not to abandon valuable banking safeguards 
which have stood the test of time. 
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I am deeply hopeful that you will realize that these safeguards of national 
significance have been of great value to the public interest and therefore should 
not be abandoned as proposed in 8. 1451. 

I remain, with my sincere wishes for your continued success, 

Respectfully yours, 
Maurice 8. Bropy, 
Director, the Denver National Bank. 





ROBERT MORRIS ASSOCIATES, 
THE NATIONAL ASSOCIATION OF BANK LOAN OFFICERS AND CREDIT MEN, 
Rochester, N. Y., July 19, 1957. 
Hon. BRENT SPENCE, 
Chairman, House Banking Committee, 
House of Representatives, Washington, D.C. 


Dear Mr. SpPENcE: At the request of the United States Senate Committee on 
Banking and Currency, Subcommittee on Banking, and as president of Robert 
Morris Associates, I testified on February 5, 1957, at a hearing considering the 
proposed Financial Institutions Act of 1957. 

Robert Morris Associates was conceived in June 1914. Generally speaking, it 
is an organization of banks and certain related institutions which engage in the 
extension of credit and whose representatives in the associates are bank-loan 
officers and credit men who are primarily or actively associated with credit 
work. Membership of the associates comprises over 800 banks, represented in 
the associates by over 2,500 senior loaning officers or managers of credit depart- 
ments of the member banks. The member banks have deposits totaling approxi- 
mately 80 percent of the deposits of all the banks that are members of the 
Federal Reserve System. 

The principal purpose of this organization is the interchange and dissemina- 
tion, among members, of information concerning loan policies, administration, 
techniques, and devices; legal developments affecting credit, statement analysis, 
eredit analysis, and credit development administration, practices, and pro- 
cedures. 

Enclosed is a copy of a statement that, on behalf of Robert Morris Associates, 
I presented at the hearing mentioned. We respectfully request that your com- 
mittee give consideraion to the discussion and views expressed in the enclosed 
statement, which at this time the association reaffirms. A complete transcript 
of the testimony, questions, and answers, appears in Hearings Before a Subcom- 
mittee of the Committee on Banking and Currenccy, United States Senate (pt. 2, 
pp. 675-683) . 

If we can be helpful in any way in your study of this proposed legislation, 
we shall welcome an opportunity to do so either by correspondence or a per- 
sonal appearance, if necessary. 

Respectfully, 
J. WALLACE Ety, President. 


Rosert Morris ASSOCIATES 


Tue NATIONAL ASSOCIATION OF BANK LOAN OFFICERS AND CREDIT MEN 


Fresruary 11, 1957. 

Dear Memeper: Last summer the Senate Committee on Banking and Cur- 
rency under Acting Chairman Senator A. Willis Robertson began an exhaustive 
study of national banking and credit laws with the objective of bringing up to 
date all outmoded legislation. The associates’ then president Jim Overbey, after 
consulting with the other officers, expressed a desire to be helpful in any way 
possible. Later, an advisory committee of bankers was appointed with Kenton 
Cravens as chairman. These committees received recommendations from the 
Federal agencies concerned wnd held hearings, after which a Senate committee 
print bill entitled “Financial Institutions Act of 1957” was prepared, based on 
the conclusions reached. 

During the latter part of January 1957 and early this month, hearings were 
held on the print bill by the Senate Committee on Banking and Currency. 
President Wallace Ely was invited to testify. 

The executive committee of the associates met in Chicago, January 12, and 
decided that RMA should present a statement. The date set by the Senate 
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committee for President Ely’s appearance was February 5. The intervening 
period was used for intensive study and the preparation of the statement with 
our counsel, Drinker Biddle & Reath, Philadelphia. 

Under the circumstances it was not practicable to survey the membership of 
RMA for views and opinion, nor was it deemed necessary as the position taken 
by RMA in general accords with that of the ABA. In line with executive com- 
mittee action and the advice of our counsel President Ely’s statement and testi- 
mony was restricted to matters of particular interest within the field of endeavor 
of RMA. A copy of the formal statement accompanies this letter. 

In addition, President Ely answered detailed technical questions from mem- 
bers of the committee and its counsel. He deserves your congratulations, as 
both his statement and handling of questions before the Robertson committee 
reflect the highest credit to and recognition of the associates. 

If you have any questions or opinions on the statement and the proposed legis- 
lation, let me know. Please contact your Senator and your Congressman when 
the final bill goes to the Senate and House for enactment. 

Sincerely, 
UXECUTIVE MANAGER. 


STATEMENT OF J. WALLACE ELy, PRESIDENT, ROBERT Morris ASSOCIATES, RESPECT- 
ING THE PROPOSED FINANCIAL INSTITUTIONS AcT OF 1957 


I. THE NATURE AND PURPOSES OF ROBERT MORRIS ASSOCIATES 


Robert Morris Associates was conceived in June 1914, became an unincorpo- 
rated association, and was incorporated as a Pennsylvania nonprofit corpora- 
tion on April 19, 1921. Its central office is located in the Philadelphia National 
Bank Building, Philadelphia, Pa. 

Generally speaking, Robert Morris Associates is an organization of banks and 
certain related institutions which engage in the extension of credit and whose 
representatives in the associates are bank loan officers and credit men who are 
primarily or actively associated with credit work. The membership includes 
national and State banks and trust companies, savings banks, Federal Reserve 
banks, private banks and bankers, acceptance houses, commercial paper dealers 
and American agencies of foreign banks and trust companies located outside 
the United States. The organization is financed by annual dues based on a 
graduated schedule, according to the total resources of the respective members. 

The membership of the associates comprises over 800 banks, represented in 
the associates by over 2,500 senior loaning officers or managers of credit depart- 
ments of the member banks. There are members located in all of the several 
States of the United States and also in Alaska, Hawaii and Puerto Rico. The 
member banks have deposits totaling approximately 80 percent of the deposits 
of all the banks that are members of the Federal Reserve System. Four hun- 
dred sixty-nine national banks are members of the associates. 

Among the objectives or purposes of Robert Morris Associates are the fol- 
lowing: 

1. The promotion of friendship and understanding among bank loan officers 
and credit men. 

2. The interchange and dissemination, among members, of information con- 
cerning business and economic conditions and trends; business organization, 
management, functions, practices, characteristics, and problems; and other as- 
pects of national and international economic life bearing upon the extension of 
credit. 

8. The interchange and dissemination, among members, of information con- 
cerning loan policies, administration, techniques and devices; legal develop- 
ments affecting credit, statement analysis, credit analysis, and credit develop- 
ment administration, practices, and procedures. 


II. CONSIDERATION OF THE PROPOSED FINANCIAL INSTITUTIONS ACT OF 1957 


Upon examination of the committee print bill it appears that Robert Morris 
Associates is particularly interested in sections 34, 35, and 36 of title I, Na- 
tional Bank Act. These sections I shal! discuss briefly in the order named. 

Section 34. Maximum Loan Limitations.—New categories are proposed to be 
added to the list of loans which are now excepted from the limitation that a 
national bank may not lend to any one person more than 10 percent of the 
capital and 10 percent of the surplus of the bank. They are as follows: 
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1. Refrigerated and frozen foods (Subpar. (6) (6b) 

Under existing law, obligations secured by documents securing title covering 
readily marketable staples are exempt from the 10 percent limitation. How- 
ever, to qualify readily marketable staples must be nonperishable. 

Under the proposed law, loans secured by refrigerated or frozen readily 
marketable staples are exempt provided they are fully insured, and the maxi- 
mum loan to any one borrower does not exceed 25 percent of the bank’s capital 
and surplus and the maturity does not exceed 6 months. 

Comment: This appears highly desirable. The frozen food market has ex- 
panded tremendously in recent years. It is a relatively simply matter to de- 
termine market prices; and the sources of outlet such as institutions, food 
chainstores, retailers, food brokers, wholesalers and retailers are numerous 
enough to enable ready liquidation. Storage and packing facilities have in- 
creased substantially and there is no reason why frozen foods should not receive 
the same treatment as other readily marketable staples. 

2. Dairy cattle 

Under existing law loans secured by liens on range animals (cattle, sheep, 
goats, horses, mules, etc.) are exempted from the 10-percent provision. 

The proposed change would add dairy cattle to the list, provided that any 
such loan to any one dealer shall not exceed 25 percent of the bank’s capital 
and surplus. Such obligations must carry with them the dealer’s responsibility. 

Comment: This change appears desirable. Certainly dairy cattle have values 
equivalent to other types of cattle. 


38. Consumer installment paper 

Under existing law, if a bank purchases nonnegotiable consumer installment 
paper from a dealer and the paper is purchased on a full recourse basis, the 
transaction is subject to the 10 percent limitation. 

Under the proposed law, obligations as endorser or guarantor of negotiable or 
nonnegotiable installment consumer paper carrying a full recourse endorsement or 
unconditional guaranty of the dealer shall be subject to a 25 percent instead of a 
10 percent limitation; provided, that if an officer of the bank certifies that the 
bank is relying primarily upon the maker or makers (rather than upon the endors- 
ing dealer), for the payment of the obligation, then there shall be no limitation 
other than the limitation of 10 percent with respect to each maker. 

Comments: The addition of nonnegotiable paper is desirable. A considerable 
amount of consumer installment paper is purchased not on a full recourse basis, 
but on a restrictive repurchase basis under which the dealer’s obligation is limited 
to repurchasing the repossessed goods. This type of dealer-obligation has been 
construed by the Comptroller to amount to a guaranty by the dealer, thus 
making the transaction subject to the loan limitations of this section. However, 
such a limited obligation of the dealer would not qualify as a full recourse 
endorsement or unconditional guaranty and the bank would, therefore, be lim- 
ited to 10 percent rather than 25 percent. These provisions should be expanded 
so as to include in the 25 percent limitation any dealer transaction which is 
subject to the general limitation provisions of this section of the act and the 
proviso clause should also be expanded so as to provide that it would cover all 
such dealer transactions. 

On page 27 of the committee print the word “appreciable” in line 13 of sub- 
paragraph (12) of section 34 should read “applicable.” 

Section 35. Maximum rate of interest.—This section, relating to maximum rate 
of interest permissible, contains a new clause which provides that the purchase of 
obligations or evidences of indebtedness from the owner shall not be deemed a 
loan or discount so far as interest is concerned, except to the extent they may be 
so construed under the laws of the State where the bank is located. 

Comment: This makes it clear that in the purchase of obligations at less than 
par no usury can result unless by the law of the State where the bank is located. 
The purchase is not regarded as a loan or discount. This is obviously desirable 
and also equitable as the purchase, for example, of corporate bonds at less than 
par should never be regarded as a loan or discount, otherwise it would tend to 
make many obligations unsalable. 

Section 36. Real-estate loans.—The old provision was in section 24 of the Fed- 
eral Reserve Act, but as it applied only to national banks this provision is 
logically inserted in the new National Bank Act. 
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CHANGES IN EXISTING LAW 


1. Leasehold loans [subpar. (a) ] 


The existing law (sec. 24 of the Federal Reserve Act) permits loans to be made 
on leasehold interests, but only (a) if the lease is for a term not less than 99 
years, which is renewable, or (0) if the lease has a period of 50 years to run from 
the date the loan is made or acquired by the bank. 

The new law authorizes loans on leaseholds if the lease has at least 10 years 
to run after the loan matures or, if the lease may be renewed so that it will not 
expire for at least 10 years after the maturity date of the loan. 

Comment: This change would liberalize the making of loans on leasehold 
interests and is more realistic under present day business practices. 


2. Total amount of real-estate loans [subpar. (a) } 


Under the existing law the aggregate of real-estate loans may not exceed an 
amount equal to the unimpaired paid-in capital of the bank plus its unimpaired 
surplus, or in excess of 60 percent of its time and savings deposits, whichever is 
greater. 

The proposed law adds a third alternative and permits loans up to 20 percent 
of the bank’s demand deposits. 

Comment: This appears desirable. As mortgages are generally on an amor- 
tization basis this provision will not tend to tie up demand moneys for an unrea- 
sonable length of time. As demand deposits do not fluctuate too widely on a 
long-term basis, it would appear to constitute safe banking practice. 


8. Industrial and commercial construction loans [subpar. (¢)] 

Under existing law national banks may not make loans of this type, construc- 
tion loans being limited to farm and residential construction. 

Under the proposed law such loans may be made to finance the construction of 
industrial or commercial buildings, provided the maturity does not exceed 18 
months and there is a valid agreement by a financially responsible lender to 
advance the full amount of the bank’s loan upon completion of the construction. 

Comment: This appears desirable, as the experience of State banks in this 
field has been favorable. 


4. Total amount of construction loans [subpar. (C)] 


Under existing law a national bank may not make construction loans in 
excess of 50 percent of its paid-in unimpaired capital. 

Under the proposed law, a bank may lend on construction loans up to 100 
percent of the bank’s paid-in and unimpaired capital plus 100 percent of its 
unimpaired surplus. 

Comment. It is submitted that the proposed increase in the permissive limit 
on the total amount of construction loans entails a degree of risk that sug- 
gests especial caution unless there is some additional protection, such as a 
requirement that a completion bond with a responsible corporate surety be fur- 
nished the bank. 


5. Working capital loans [subpar. (C)]} 

A new provision has been proposed which provides that loans to manufactur- 
ing and industrial businesses secured by a mortgage on the borrower's real 
estate shall not be considered “real-estate loans” within the meaning of the 
section if the bank looks for repayment out of the operations of the borrower's 
business, relying primarily on the borrower’s general credit standing, forecast 
of operations with or without other security and the mortgage is taken as a pre- 
caution against contingencies. 

Comment. This is an excellent provision, as it enables a bank, which would 
in most cases make the loan in any event, to protect itself against future 
adverse changes in the borrower's financial position. It might well be broadened 
to include loans to other types of business, such as merchandising and com- 
mercial. 





6. Public building construction loans 


A new provision is proposed which provides that loans made to finance the 
construction of buildings during a construction period not to exceed 36 months, 
upon the security of purchase contracts entered into pursuant to the Public 
Suilding Purchase Act of 1954 or the Post Office Department Property Act of 
1954, shall not be subject to the provisions concerning real-estate loans. 

Comment. This offers an additional field for bank-loaning activity and would 
appear desirable if used by banks conservatively. 






































868 FINANCIAL INSTITUTIONS ACT OF 1957 


STATEMENT OF HARRISON TILGHMAN, OF EAston, MD., as To TiTLE I, NATIONAL 
BANK ACT OF THE FINANCIAL INSTITUTIONS ACT OF 1957 


Having been informed, as requested, that the committee addressed began 
hearings on S. 1451 and H. R. 7026 (the Financial Institutions Act of 1957) 
on July 15, and that the submission of a statement for inclusion in the record 
is now appropriate, I respectfully submit the following. 

Title I of S. 1451 is entitled the “National Bank Act.” In section 26 (c) 
thereof I observe another attempt to strip stockholders of national banks of 
their right to cumulate their votes in the election of directors. Such a provi- 
sion appeared in a bill (S. 256, House Calendar 312) which was before the 
84th Congress, 2d session, and died with the adjournment of Congress last 
summer. 

May the present attempt prove no more successful. 

The sugar coating with which it is covered to catch the unwary—I refer of 
course to the delusive representation made by its proponents that the proposed 
change merely renders “permissive” what is now “mandatory”—need not de- 
ceive. 

Cumulative voting never has been “mandatory.” It is now “permissive,” 
and has been so ever since Congress in 1933 wisely amended the National 
Banking Act so as to provide for it. Obviously stockholders are not required to 
eumulate their votes in electing directors, they are however lawfully em- 
powered to do so, and this “permission,” whether exercised or not, is a safe- 
guard. Without it stockholders have no effective means of control over their 
property or its management. 

What is attempted by section 26 (c) of the bill is the substitution for a legal 
right of a transitory privilege, which may be extended or withheld by those in 
a position to cumulate a majority of proxies and vote them as best suits their 
purposes—including the amendment of the charter. 

Without the power which is inherent in cumulative voting as a legal right, 
stockholders (even a nonalert majority in interest) are at the mercy (if such it 
may be called) of the dominant influence over their property, wherever it may be 
located. It may lie in a majority in interest of the stockholders (as it usually 
does not), or in an ensconced group, or indeed in the Comptroller of the Cur- 
rency—now urging the proposal, and who has by a ruling (so I understand) 
undertaken to prevent stockholders of a national bank from doing more at an 
annual meeting than electing members of the board of directors (i. e., ratifying a 
slate as to the names upon which they may not even have been informed). 

The representation, that if the proposed provision becomes law stockholders 
would still have the right to cumulative voting through the inclusion of a pro- 
vision for it in the articles of association of the bank, is not addressed to intelli- 
gent minds. The same influence that is making the present attempt would see 
to it that articles of association would not contain a provision which would 
defeat their purpose. 

The statement of Lewis B. Reynolds, San Francisco, Calif., appearing on pages 
133-135 of the Study of Banking Laws by the Senate committee (in pt. 1 as 
printed), I respectfully submit, is sound throughout. Likewise I am in accord 
with that by the president of Women Shareholders in American Business, Inc., 
appearing on pages 755-757 inclusive (pt. 2. of same), and with the presenta 
tion made by Mr. Fred Walker, a director of First National Bank of Arlington, 
Arlington, Va., in his statement (pt. 1, pp. 124-131), and with others to like 
effect appearing in the study. 

My own statement to the Senate committee appears on pages 1068-1070 (pt. 2, 
as printed) and I respectfully request consideration of it and here include it by 
reference. 

The Senate also printed a report of an advisory committee as part of the study 
of banking laws. The names of the members of the advisory committee appear 
on the last page of its report. They are primarily bankers interested in main- 
taining and extending their powers over the property of others. I do not observe 
among them anyone particularly interested in preserving to stockholders their 
present rights or extending to them other rights (such as annual reports in 
adequate detail) asa matter of law. 

The advantages and immunities which professional bankers are seeking 
through S. 1451 as it passed the Senate bear a close similarity to those which 
professional labor organization officials have had and abused. In brief, they 
are powers which are unsafe in any hands and which are inconsonant with the 
general welfare. 
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It is timely that legislation should bring the situation under control and in 
line with what has been done in other instances, notably by securities and 
exchange legislation. 


STERNS DEPARTMENT SrTorEs, INC., 
Waterville, Maine, August 7, 1957. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
Washington, D. C. 

Dear Mr. CHAIRMAN: I hereby wish to enter my protest against the provision 
of the Financial Institutions Act of 1957 which provides for the elimination of 
mandatory cumulative voting. 

I am and have been for many years an investor in stock of national banks. I 
have also invested in such stocks for my children and my grandchildren. 

It seems to me grossly unfair to us investors to eliminate any provision of the 
law relative to mandatory cumulative voting which will diminish the value of 
our investment. 

It also seems to me in all fairness that minority stockholders should have 
the right to representation on the directorate of a bank if they so desire, a 
51 percent majority should not be able to disenfrancise 49 percent. 

In New England, I fail to find one case where mandatory cumulative voting 
has done any harm; in fact, I feel it has been a good check on complete domi- 
nation of bank stockholders by bank management. 

Very truly yours, 
GeorRGE H. STERNS. 


THE CHASE MANHATTAN BANK, 
Vew York, N. Y., July 22, 1957. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN SPENCE: In response to the letter of July 9, 1957, from 
Mr. Robert L. Cardon, clerk and counsel of the Committee on Banking and 
Currency, I should like to submit this statement for the consideration of the 
committee in connection with its study of section 23 of title I, section 23 (g) 
of title II, an dsection 27 (b) of title III of the Financial Institutions Act of 
1957 (H. R. 7026). 

These provisions would impose various reporting and other requirements 
with respect to the ownership of bank stocks. I believe that if eacted in 
their present form these provisions would not only impose a substantial burden 
on brokers and other nominee holders of bank stocks, but also, by making trans- 
fers of bank stocks much more cumbersome and expensive, would impair the 
marketability of bank stocks. 

I think I am aware of the situation and the reasoning which provoked the 
insertion of such measures by the Senate. I urge, however, that the desired 
purposes be accomplished without imposing an undue burden on the holding 
and transfer of bank stocks. By impairing the marketability of bank stocks, 
such legislation would have a detrimental effect on the capacity of banks to 
raise additional equity capital as required and, thus, would affect adversely 
the soundness of the banking structure and its ability to lend essential support 
to a growing economy. 

The problems which would be created by the present provisions can be avoided, 
I believe, and adequate disclosure obtained by requirements following the pat- 
tern of section 16 of the Securities Exchange Act of 1934. This section, which, 
as you know, regulates equity securities registered on national security ex- 
changes, imposes the burden of reporting on the beneficial Owners rather than 
the record holders. I see no reason why bank stocks should be discriminated 
against in this respect and an added burden imposed upon the holding and 
transfer of bank stocks. A suggested text of provision modeled after section 
i6 is set forth below. This provision would require beneficial owners (whether 
officers, directors, or other persons) of 5 percent or more of the outstanding 
shares of the stock of a bank to report such ownership. Section 16 imposes this 
requirement on the beneficial owners of 10 percent or more, and on all officers 
and directors of the issuers who are beneticial owners regardless of amount. 
I suggest a more limited requirement in respect of bank officials for the reason 
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that banks customarily have a far greater number of officers than other corpo- 
rations and it would seem unnecessary to require this larger number of officers 
to report when their respective holdings do not exceed 5 perecnt. The text of 
the suggested provision to which I have referred is as follows: 

“Every person who is directly or indirectly the beneficial owner (but not the 
holder of record of more than five per centum of the outstanding shares of stock 
in any national bank (or in any State member bank or insured nonmember 
bank, as the case may be) shall, within ninety days after the enactment of the 
Financial Institutions Act of 1957 or within thirty days after becoming such 
beneficial owner, whichever is later, notify the Comptroller (or the Board) in 
writing of such ownership. Every person required to give such notice shall, 
within ten days after the close of each calendar month after the month in which 
such notice was given by him, notify the Comptroller (or the Board) in writing 
of changes in such beneficial ownership during such calendar month. Any per- 
son convicted of any willful violation of this subsection shall be fined not more 
than $5,000.” 

Sincerely, 
Jno. J. McCnroy. 


ARIZONA ASSOCIATION OF INSURANCE AGENTS 


FEBRUARY 25, 1957. 
Re Financial Institutions Act of 1957. 


Hon. JoHN J. RHODES, 
House of Representatives, 
Washington, D. C. 

Dear Joun: Serious objection is taken by the Arizona Association of Insur- 
ance Agents in connection with the nationwide objection of the National Asso- 
ciation of Insurance Agents to that feature of the above act which proposes to 
allow that: “National banks be permitted to act as insurance agents and write 
insurance in cities of over 5,000 population.” 

Specifically, implementation of this recommendation is contained on page 37, 
section 45, of the 253-page committee print of a proposed Senate bill to amend 
and revise the statutes governing financial institutions and credit. The author 
of this bill is the chairman of the subcommittee, Senator A. Willis Robertson 
of Virginia. (No number, as yet, has been assigned to the bill.) 

Title 12, section 92, United States Code, permits a national bank to act as an 
insurance agent in those towns where the population is 5,000 or under, the 
original purpose of which was to enable national banks to procure needed in- 
surance covering the subject of the loan in those areas where insurance facili- 
ties may have been lacking. There is no solid basis for extending that author- 
ization to cities and towns with a population greater than 5,000 as coverages to 
protect any mortgagee interest are readily available through established insur- 
ance agencies. 

The Arizona Association of Insurance Agents firmly believes that it is detri- 
mental to the best interests of the public to further extend the rights of national 
banks to carry on an insurance business. The power of credit has a tendency to 
influence, if not at times to coerce; to deter the borrower of his right of selec- 
tion of a qualified agent of his own choice, and competitive benefits. 

Like banking, insurance is a highly technical business. True insurance pro- 
tection is best attained through those persons who make a specialty of the in- 
surance business. 

While we are urging our two Senators to use their influence in having the 
objectionable section deleted from the Financial Institutions Act of 1957, we 
are acquainting you with our position as a matter of information. 

Respectfully, 


H. W. Nason, Erecutive Secretary. 








FINANCIAL INSTITUTIONS ACT OF 1957 871 


MILLER INSURANCE AGENCY, 
Phoenix, Ariz., March 1, 1957. 


FINANCIAL INSTITUTIONS ACT OF 1957 


Hon. JoHN J. RHODES, 
House of Representatives, Washington, D. C. 

Dear JOHN: At the present time I understand the Senate Banking and Cur- 
rency Committee has under consideration a proposal to amend the Federal 
panking laws which would permit national banks to write insurance in cities 
over 5,000 population. 

Under our present-day economy, insurance has become a highly technical and 
complex business which requires that any person, in order to do a worthwhile 
job for the public, must spend his full time handling insurance, and from your 
own personal experience, I am sure you realize they have to be highly qualified 
and experienced agents. Therefore, I would like to add my objection to that 
part of the bill which is to be found on page 37, section 45, of the committee’s 
print of the proposed Senate bill to recommend and revise the statutes covering 
financial institutions and credit members. 

Experience has proved that those are in a position to influence placing of 
insurance through the powers of credit may have the tendency to influence, or 
even coerce, the borrower to place insurance covering the security of a loan 
through a particular channel. I believe that this is not in the public interest 
and, therefore, this portion of the bill should definitely be deleted. Although 
you are not on the committee that is handling this bill, I strongly urge that you 
use your influence to protect the public by the deletion of section 45 of title I, 
chapter I, in the enactment of the Financial Institutions Act of 1957. 

Thank you for your help in this matter. 

Respectfully yours, 
J. C. MILuer. 





STANDARD INSURANCE AGENCY, 
Phoenigz, Ariz., March 1, 1957. 
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Hon. JoHn J. RHODES, 
House of Representatives, Washington, D. C. 


DEAR JOHN: At the present time I understand the Senate Banking and Cur- 
rency Committee has under consideration a proposal to amend the Federal 
banking laws which would permit national banks to write insurance in cities 
over 5,000 population. 

Under our present-day economy, insurance has become a highly technical and 
complex business which requires that any person, in order to do a worthwhile 
job for the public, must spend his full time handling insurance, and from your 
own personal experience, I am sure you realize they have to be highly qualified 
and experienced agents. Therefore, I would like to add my objection to that 
part of the bill which is to be found on page 37, section 45, of the committee’s 
print of the proposed Senate bill to amend and revise the statutes covering 
financial institutions and credit members. 

Experience has proved that those who are in a position to influence placing 
of insurance through the powers of credit may have the tendency to influence, 
or even coerce, the borrower to place insurance covering the security of a loan 
through a particular channel. I believe that this is not in the public interest 
and, therefore, this portion of the bill should definitely be deleted. Although you 
are not on the committee that is handling this bill, I strongly urge that you use 
your influence to protect the public by the deletion of section 45 of title I, chap- 
ter 1, in the enactment of the Financial Institutions Act of 1957. 

Thank you for your help in this matter. 

Respectfully yours, 
W. A. Rupp. 
x 





